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Abstract

The main objective of the research Project: “Developing the capability of Route
R3A/E and its possible impact to Thailand” is to find out the limitation and obstacle to trade
along Route R3A/E in terms of law, regulation and institutional related. This route was
originally called Route 3 East. It links the southern China, Lao PDR and Thailand. The length
of the route is about 2,000 kilometers. It was initiated by the Asian Development Bank under
the Greater Mekong Sub-region Program.

The research is a qualitative research using data collected from relevant literature,
field surveys, in-depth interviews and focus group. The study attempts to understand two
essential research issues: (1) to find out the existing condition of production, investment and
trade in order to understand the existing and potential flows of trade and services within the
study and the peripheral areas along the route. This will lead to an understanding in existing
goods and service flows and its trend from the development of this route, and (2) to study
the logistics management process along the route. The research used the theory and
framework of Diamond of Advantage and Value Chain to guide the study and analyses.

The main finding of this study is that the major users of this route are southern
Chinese and Thai traders. However, the Chinese traders are much more capable than Thai
traders in terms of using their trade strategies to capture and expand their benefits from the
available infrastructure by extending their influence toward the linking area of Laos. Below
are the essences of this main finding:

(1) Strategy, Structure and Competitiveness

(@) On the aspects of trade structure and logistics, it is found that Chinese
officers have been effectively applied various preventive and control
measures such as taxation, quarantine, import and export controls and
restriction on trade procedures and practices. On the other hand, Thai trade
agencies do less practice any control on trades and shipping business
operated by Chinese trade counterparts. In consequence and in comparison
to Chinese traders, Thai traders are subject to competitive disadvantage in
terms of trade structure, market, and logistics management.

(b) The existing market structure is the imperfect competition. Chinese traders
gain a higher price bargaining power in comparison to Thai traders. For Thai
traders to export Thai goods to the southern China, they have to go through
only 5 Chinese companies, while Chinese traders can freely trade Chinese
products with Thai traders, and are able to directly operate business in
Thailand. This conduct is also found in the transport business along the
Mekong River. The market structure is, therefore, controlled by Southern
Chinese traders.

Demand Condition in the Area: China’s currently more open economy and its economic
growth has resulted in the behavior change and an increasing demand for foreign goods
among the Chinese people. Thai traders have been able to expand its trading into the
markets in Southern China. Meanwhile, fruit products from Southern China are also able to
penetrate into markets in Thailand due to product differentiation, less logistic costs, and the
convenience and rapidness of the transport system. As a consequence, the products are
sold at lower prices. Therefore, trade between two countries has continuously increased.

Related and Supportive Economy: The economy of Lao facilitates the trading between
Thailand and Southern China along Route R3A/E because Lao PDR is a land-link area for
the two countries. China’s investment in Laos by leasing the lands in Bo Ten and the Golden
Triangle is a good indicator of southern China’s expansion of trade, tourism business and
bargaining power over Laos. This phenomenon clearly shows a comparative advantage of



Chinese traders and investors over Laos and Thai traders. In consequence, China will gain
more advantages in using the Route R3A/E in exchanging trade and investment activities
with Thailand and Laos in the future.

(4) Input Factor Condition: The linkage of area and trade agreement under the
cooperation framework among countries lead to easier and cheaper inputs movements in
the region. Route R3A/E plays a significant and supportive role by reducing the production
costs. Given the existing comparative advantage of location, the effective cooperation will
lead to more market expansion to other regions. However, the finding shows that, China
possesses more advantages in utilizing the resources around Route R3A/E area within Lao
PDR territory and in conducting business in Thailand.

The findings from this study show that trading and investment expansion with the
road linkage does not imply that Thai economy earn the real potential incremental benefit.
This study generates some new knowledge and awareness that the details of all aspects
and stakeholders should be considered and analyzed carefully more than just judging from a
sole dimension of the final appearance.

It is recommended that the Thai government should initiate and introduce additional
strategies in order to gain some real benefits from Route R3A/E. The government has to
play a protective role to support and protect domestic business in trade and investment. A
specific measure that should be implemented as soon as possible is to monitor foreign
traders to run business in accordance with Thai law and regulation. In order to increase the
country’s competitiveness and gain benefits from Route R3A/E, the Thai govern should also
expand her role to support the private sector by being a partner or a loan guarantor for trade
and investment projects in linking area such as Lao PDR.
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Executive Summary

The main objective of the research Project: “Developing the capability of Route
R3A/E and its possible impact to Thailand” is to find out the limitation and obstacle to trade
along Route R3A/E in terms of law, regulation and institutional related. This route was
originally called Route 3 East. It links the southern China, Lao PDR and Thailand. The length
of the route is about 2000 kilometers. It was initiated by the Asian Development Bank under
the Greater Mekong Sub-region Program.

The research is a qualitative research using data collected from relevant literature,
field surveys, in-depth interviews and focus group. The study attempts to understand two
essential research issues: (1) to find out the existing condition of production, investment and
trade in order to understand the existing and potential flows of trade and services within the
study and the peripheral areas along the route. This will lead to an understanding in existing
goods and service flows and its trend from the development of this route, and (2) to study
the logistics management process along the route. The research used the theory and
framework of Diamond of Advantage and Value Chain to guide the study and analyses.

This study finds that even though the construction of Mekong Bridge at Chiang
Khong is still incomplete, border trade among Thailand, Lao PDR, and Southern China along
Route R3A/E is expanding. It is expected that when the bridge opens, tourist and cargo
traffic will be even higher. This is mainly due to the rate of economic growth in Southern
China and the attractive scenery in Thailand and Kunming.

The findings from the research can be concluded as follows:
Trade and Exchange

=  Before the opening of Route R3A/E, trade between Thailand and Southern China
occurred along the Mekong River. The advantage of such trade practice is the
ability to transport high volumes of cargo with low costs associated with each
shipment. However, a barrier to trade along the Mekong River is that the water
level varies quite substantially from one season to another. Therefore, Route
R3A/E serves as an alternative transport route from Southern China to Thailand.

= The in-depth interviews suggest that Chinese traders, whether they are buyers or
sellers, possess a higher bargaining power over Thai traders. In consequence,
Chinese traders are able to manipulate the market price structure. Currently,
there is evidence that Chinese traders trade directly with local farmers and
Farmer Cooperative in Thailand.

= |t has been found out that the transport of Chinese products from Southern
China in Thailand is now on the rise. Around Talad Tai, more than 20 cold
storage rooms have emerged. The operators of these storage rooms buy
Chinese products and act as the wholesaler.

= The export of Thai products to China has to encounter strict regulation in
comparison to importing Chinese products into Thailand. In addition, Thai
exporters are unable to sell the products directly to local buyers, they have to go
through certain Chinese import companies.

= Thai exported product to the southern China has been changed its source of
origin in order to reduce the cost of import taxes. Mostly the Thai export cargoes
via Route R3A/E to the southern China will transshipment at Botane, border
between Lao PDR and China. It is China’s policy to collect only 50% from
Indochina Union Countries (China, Myanmar, Vietham, Lao PDR and Cambodia)
in comparison to others. Therefore, those Thai products will alter its originality to
become Lao PDR’ products at the border. Although, it has been agreed under
Thai-Chinese FTA that tradable goods between two countries are free of duty
fee; however, the Chinese government still collect VAT at 13% for agricultural
goods and at 17% for industrial products.
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Regulation

= This study finds that international agreements among Thailand, China and Lao
PDR are hardly in practices because of institutional differences in each country.
For Thailand, all the decision has to be made from the central authority, while the
process in decision making for the other two countries is more flexible.

= Common Control Area at the border is an agreement to reduce the duplication of
custom inspection. It is agreed that local customer will be sent to work in the
foreign customer. However, it is not fully practiced by Thailand because this bill
has not been enacted by the House of Representative.

Logistics

= Shipping is an essential business in transport service. Through the study’s
interviews, it is found that more Chinese has now entered into the shipping
business in the North of Thailand. This means Chinese entrepreneurs has now
entered in most of the trading process.

= At present, a new Chiang Saen port is under construction. It locates down south
from the old one for about 10 kilometers. One customer points out that to reach
this new port, a ship has to sail over Chang Island which needs another one and
a half hour. In normal practice, Chinese cargo ship leaves Sip Song Pan Na in
the morning and arrives Chiang Saen port at about 4.30 pm. It is impossible for
the ship to go to the new port on time, due to the Border Security Act that
preventing all ships to operate after 5 pm.

Investment

=  Currently, Chinese and Vietnamese investors are very active in Lao PDR. In the
northern part of Lao PDR, Chinese mostly invests in plantations of rubber,
maize, sugar cane, tapioca and tea, etc. Thai investors might see this trend as
an opportunity to invest in the agricultural industry in the future.

Tourism

= Lao’s Special Economic Zone at the Golden Triangle invested by Chinese
investors is directly related to Route R3A/E. This special zone is an
entertainment complex consisting of casino, shops, golf court, and airport. If the
Mekong Bridge completes, there will be a lot of Thai gamblers going there like
what happens in Mukdahan now.

Recommendation

The Thai government should introduce strategies to increase economic benefits to
the country as follows:

Cross Border Trade

The study finds that the openness of border trade under international agreement has
led to incremental economic benefits among member countries. However, there is an
inequality in benefit sharing among members. It has also been found out that foreign traders
are able to freely run business against Thai law. In consequence, it causes disadvantages to
Thai traders. For example, Chinese middlemen have freely operated their business in
Thailand without any restriction and control by the host country. Therefore, the Ministry of
Commerce should monitor this practice closely in order to protect the country’s benefits.
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Regulation

Economic cooperation agreements which relate to the study areas have rapidly
developed and will be more developed for the agreement of Asean Economic Community
in 2016. However, most of Thai people still lack of information, knowledge and
understanding of these change from the agreement and infrastructure linkage within this
region. Therefore, Higher Educate Institute or NESDB should be a core institution to
coordinate among public, private and educational sector in order to educate people into the
same direction and continuity.

Logistics

Logistic management is an essential factor in reducing trading and exchanging costs.
Therefore, the government should pay attention and provide an appropriate measure to
support land transport business in order to increase their competitiveness. The supportive
measurement is to assist Thai business to venture with Laotian business in order to increase
ratio in number of Thai vehicles in transport of goods and tourist along route R3A/E.

Investment

The Thai government needs to initiate more exertive strategy for expanding
investment and economic activities into neighboring countries to increase the country’s role
on foreign trading and investment, particularly, the trading and investment in Lao PDR.
However, the strategy needs government’s leading role and supports to the private sector’s
investment and related activities in neighboring countries. The Board of Investment or a new
agency should play an active role in supporting the private sector by: (a) conducting
research related to marketing and investment opportunities in neighbor countries, (b) joint
venture or loan guarantee for large investment project. This will enable Thai investors to gain
more competitiveness against traders from neighboring countries.

Tourism

The Northern region of Thailand which is linked by route R3A/E to the Southern
China is one of the world famous areas in tourism. At present, Chinese tourism becomes a
potential demand for the tourist market due to their high income and fond of travelling
abroad. Thai government should therefore play a role in coordinating among private tourism
business of the three countries in these linkage areas. However, it has to be on the mutual
benefit basis.

In addition, the government should pay more attention on promoting and increasing
the investment potential and competitive ability of small and medium enterprises in border
areas to increase their trade bargaining power with foreign traders. The local public and
private sectors also need to cooperate with the government’s strategy of capability building,
knowledge building, and developing the next generation local enterprises. This will replace
the existing trading and investment system that based on personal relationship, and
eventually enable them to understand and able to operate their business in the international
community within its standards, agreements and criteria.

The findings from this study show that trading and investment expansion through the
road linkage does not match its real potential incremental benefit to Thai economy. This
study generates some new knowledge and awareness that the details of all aspects and
stakeholders should be considered and analyzed carefully more than just judging from a sole
dimension of the final appearance. Further studies should be conducted in the areas of the
followings: (a) non-tariff measures to trade and how to assist related agencies in dealing with
the situation, and (b) what should be the direction for an investment expansion strategy in
neighboring country. The results from the studies will be able to guide and enable future
trade and investment activities to gain more benefits and more effective results.
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AN519% 1.5-1
ﬂfa‘zmﬁﬁﬁﬂszﬁw%mwﬁﬁu‘iaaﬂ'ﬁnﬁgaqm 10 aunuwsnilszanil 2010 (LPI)

2010 LPI 2007 LPI
LPI LPI % of highest LPI LPI % of highest
Economy rank score performer rank score performer
Germany 1 41 100.0 3 410 a7
Singapore 2 4.09 99.2 1 419 100.0
Swaden 3 4.08 98.8 4 4.08 96.4
Netherlands 4 407 98.5 2 418 99.6
Luxembourg 5 3.98 957 23 3.54 795
Switzerland ] 3497 955 7 4.02 945
Japan 7 397 95.2 B 4,02 948
United Kingdem 8 395 949 9 3.99 93.8
Belgium 9 3.94 945 12 3.89 90.7
Norway 10 393 94.2 16 3.81 8841

Source; Logistics Performance Index, 2007 and 2010

AN519% 1.5-2
ﬂsxmﬁﬁﬁﬂszﬁw%mwﬁm‘ia%ﬂanéﬁ‘i’ﬂqm 10 auAuganIeLlszantl 2010 (LPI)

2010 LPI 2007 LPI
LPI LPI % of highest LPI LPI % of highest
Economy rank score performer rank score performer
Somalia 155 1.34 10.9 127 216 36.3
Erifrea 154 1.70 224 124 219 37.2
Sierra Leone 153 1.97 31.2 144 1.95 299
Namibia 152 2.02 32.8 126 216 36.3
Rwanda 151 2.04 334 148 1.77 24.3
Cuba 150 2.07 34.3 nfa nfa n/a
Guinea-Bissau 149 210 354 116 228 40.0
Iraq 148 211 35.6 nfa nfa n/a
Nepal 147 2.20 38.6 130 214 357
Sudan 146 221 38.7 64 2.71 53.6
Source: Logistics Performance Index, 2007 and 2010.
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Taaafindnanasscazinanaudianas uazaselanialiinisasaiulaniegsnanuiniu

TinaganisasiALianaAsegiaasiiugannuufuanslugily 1.5-1

Investment into logistics
infrastructure

L 4

Additional logistics capacity.
Increased efficiency.
Better reliability and service quality.
Multipli cation of added value.

— ' .

Lower logistics costs Shorter ransit tim es Business expansion

/

Productivity

e

/ Com petitiveness

Economic growth

51I%1 1.5-1

HANSENLURILAARANAAANTIAsIYLALTAMNALATHENA (Navickas et al., 2011)

918974289 The Haven Gateway Partnership luill 2010 l&nnn1s@ne vinise
qmmummim%mﬁﬂﬁmm%amifmmuﬁm?{u lulmyes Vastra Gétaland, the Port of
Gothenburg, Falkbping Kommun luddau uay the Port of Zeebrugge GluL‘]_I@Lﬁlm\l vluing
IR inndsrasiusniednmanuduudaresnisruds vide wazgnavnssnladasing
memm‘zwurﬁi@Lmﬂgﬁﬂuﬁyﬁﬁmdmﬁwﬁu AINNITANEINLGN N1TVUES 1NL5e
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Zone Indicator

| (Narrow, National) « Percent of corridor completed (to specified standards, divided, number of lanes, etc,)
Time/cost distance within borders
Indicators of national logistics development (number of transport and logistics
companies, others)

Il (Broad, National) + Volume of domestic passenger and cargo traffic
Corridor width (traffic volume on feeder roads)
Tourist arrivals by land, tourist spending, tourist nights
Number of accommodation facilities along corridor
Approved/registered investments in corridor provinces
Approved/registered foreign direct investment in corridor provinces
Integration and use of multimodal transport for cargo

Il (Narrow, Regional) « Percent of total trade accounted for by corridor
Growth in value of cross-border trade at main border checkpoints
Volume of traffic at border checkpoints
Trade facilitation measures (time/cost distance, and time release studies)
Volume of foreign vehicles traveling within country
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