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msamumnm’Nﬂszmﬂhmiﬁnmfymsamqmﬂ'mmsamu‘lumm@ﬁu (The stock
market) vinaousenaleiBssimsanpldathadafichotosiomonguane sinnayuwenil
samnfaulfothanniigadosay 49 HaYMTTAN MU U eMENI N TR UMD VRN T
on-shore funds %38 off-shore funds il on-shore funds %Lﬂuﬂamuﬁaﬂmﬁ&Iuiu\]:/l&li@Elﬁ
gaamsnasuiiiuauineg Sefewsiowduulneliagmelddodiia fsrseaiy offshore funds 7
ammﬁﬂu‘l,u@haﬂizmﬂ%aaQsluyu'.:ﬁnamu@ha‘mau,azaEJmﬂéﬁaﬁwﬁm (The Stock Exchange of
Thailand, 1994 - 1995) m‘smmmwmmunamumwm‘lmna‘lwmmmaﬂmivmwmm@mu
1%&LLavmm@Taﬂmmmﬂmuu,ammmm mmmnmm@mummmaaNunmammmm Mt
a@mmanmuuwamam?ﬁvaanﬁmwmm"ﬂﬁamawaaa@mmanLuauwamamsmmumsmwu tinaa
wumaﬂiumﬂuummmLﬂaaumamimwmvmwammmum awhlan dwnndelefightmasen

uwSaiatag wgm3ni Black Monday ﬁﬁqaaiﬂslwﬁaumqmﬂu 7.611987 ¥1l# SET Index ana
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i ) L3 b € d ) 2 i )
Jouay 52 NNAFIFN mamsniassenanenwei@uifusimg i SET Index anasiaeay 45 ainen
g0 Twdeuanman 0.¢11995 maaevsdunllrhudinglnldneWiAedndanmaneBumie
mﬂuaaanmaqﬁunu@inﬂixmﬂ ﬂizmuﬁunmﬁ@Lwd'uauvlwﬂmﬁﬂu v‘iﬂﬁﬁnamuﬁnzﬁﬂuﬂwﬁu
ndulhsesias Morpamemantlenanli SET Index enbforay 105 {laqiiutimsanénues
wiangRaneflua Wiinamuenmndnouiuamunduluasi iamaulnesuan SET Index fian
fhaviEae 9

[ 6 o " ~ 656 d' ° [ LY g

qmqﬂszmﬂwanmaamiﬁnmwmuwuﬁunLwamaummusl,uﬂi::l,mummaMM

1. wnAnssumamaastinasushalsenediaviwaathalsdaaaariulne
wae 2 aevulnefufftenechlssamsanuuannamsasuainehalsumel (autonomous
change)

dl o [~3 1 4 ¥ A\lv ] [ [l 1% w A a

Hanauemn sududedumsinmnitlaunieantiu 3 dmsaiude (1) wwenNde
yanquiiietadesdan 2) Sdmausriuseulummesay (3) namsdnmuacdafaiiuisda

2 d‘ o 3 134 14 L] [ =
‘uaagaw%mmmnﬂauuuﬂsznaum HUDHAT dfUMMLAE LR

a dd d W I
1. BWIANAAAN NN B NINBIVAY aaday
A :G A o e € ' | 2
dlasnniumsfnmibifumsudaaienmudiiudsmrimsaspransalssneuasamaniu
Ty Savmnuificnsmmisneiinewninssimsaspannaalsemeuazameriuing - vt
{Rentasssvinariurin Usenaudny nopfanadiasmandnning (Theory of Asset Demand) Way
Portfolio Theory
1.1 NQUHANNARINTUAANIWE (Theory of Asset Demand)
wqwﬁfmﬁqﬂﬁwummn The economic theory @aWWLHABWEENT Theory of
Adl v 1 § [ [ a ] é’ [ v e n’i‘
Portfolio Choice Mo e Snnemadiasmmdmmindsionisaziuagiy 4 hivdi (g
Mishkin, 1995)
AN (Wealth)
G ia dX aa o o¢b o d d oo v . AN
anndafslufitivanefofunindvimueiyenavitniiudimes  iuninwdatyanariuiia
X e d X . gd o X o b X $la
i fiemussnanfisstandnmiwdiRsnnaudaiumaiaaureIn NN R RN AN
[ [ & .é’ 1 1 n.lz |'/
Foamamdnving  dRinuanudamaasnnSaviasiuagfuamsEomeueaInnNtafe  (the

wealth elasticity of demand)



RGN lﬁﬂﬂ"?lﬂi@’i’lﬂﬁ o5 {(Expected Return)

v i 1 L L. w = A | L¥3
ﬁaa@:nwamauLmuﬁmmwaﬂﬁmmnwaﬂwmEj'ﬁuwmmaamwsnﬁamﬂu‘mnmnm‘lﬂ
a LY [v] v € & dl 1 dl 1 Yo Al A’ 9/ v v €
wWReufeuturdnnindeiiodu  uasauuuiimaasldTuRamn  USnmanudasmmanmiwe
A X A X a X a X o A A o
gHatfaeinnNIu MIRNILYIDINARBLLIUAHAGIUMIEFIWAG 2 Ustmsha (1) Wanaaauuyuh
.\1'2.1., uu(n;‘i’n‘é’i dl uu(aﬂ:‘lnd‘
MO LASUNNVANYIWETHATANTY e NasauvuIaIvannswesiaauldidasuidas uay
A P ' Yo [ v € a A‘lg\i A P )

2) danaseuuwuinaiagldsunnudnviwdetieilinfoula Tuanefinanauunuaaavan
ViSwERTiaduanad

ANNAEN (Risk)

) (Y] ] 1 ﬂll A ;/ (¥} (Y] [V § A A’ = a [

o sesuanuwiuauiin et asiunanauuuaamd nnind s anilaSsudiauiy
(Y] o € a Ai nl/ 1% o [v] v €4 (Y] d'
wanindetiadu  laevhliuén DWIMEATMINEINARLUWUVNTIM - UstnauseuiasaTeUnIag
[ v 6 a d‘d { 4% 1 ] A [ : v v 6 a dl ‘=I 3 dl A
nansnETiefidenudewioani nande menuEsamanwdrianiaiaruiewSeuiay
[y 1Y) v 6 A ‘ﬁl a'sv A v v 6 A 5'5
fUanYSWETiadu LRrnaaasmsnasasnannsnasiativazanas

anmweass (Liquidity)

WA anNavanuareNNafesdsumdnnind lWfiuduselaslina Wiieem
20 Y] 1 [y 1Y) € a dl a .§’ d‘ dl/ng 1 Y] v 6 A I’: (<1
Tdeannanettn - dmwedasramdnniwdeionitafeaudiolyTouasnendnmindsioriudu
Swunn  dsiudmsnmswdriianileiamnegaannnimannindeiionn  enudaamananniwe
a :J/ [ AI X
AAATUNALANNTIU

1.2 Portfolio Theory

Portfolio Miktiuasssnausmendnniwdens smwauann mIsaanlaRanIg Portfolio
wanssuRsi R INanauuwuime s ldy uasensided (Khoury and Persons, 1981) Toena
apuwiimahasldurausay Portfolio arinnnewatnanauwmiicmaias lesuaudaman

EwSessmmda i

ER) = 2 aER) (1.2.1)

Taeit &, = dncuzomdnming i Tu Portfolio, ER) = wameuumiiimadazleiueamanving i

LAY 1 = UL IMANVSWE u Portfolio
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MTIONNFRAAUWMANEUTELUUKNAITIU Y38 ANNLTUTIUBINAGRLUWYIUYDS

udiay Portfolio (Fmdlasumanasgufenniidosmasemuualyiw louenuwlsisngas Portfolio
A n wdnmiwdgnenanian
n
G’y = 2a Oy, + 222aaCOoV(Xi X)) (1.2.2)
i=1 i<j

laeh O, = emnulnITmBINaREUWILIRIMETIWE i, COV(Xi,X]) = covariance T:Wiana
POURUIAIVANTINE 1 wasnATWSwe |
(% A . dl 2 dl i e J A A n; 3
unmnuqzmanamﬂu portfolio wsl‘mwamauLmuwmmawazimmgammsaummﬂmuaﬂ
| A ~ (Y . d‘ . :d 1 - R 1Y :i\lvo
nfanRyubieuny portfolio BULLAY portfolio WEFENIN the efficient portfolio AMNMAINNITULAW
10s519 the capital asset pricing model (CAPM) arvuameasnanaumuiniTasiiudmiu
winvweTRanandes nénmazes CAPM gni@nilae Markowitz Uag Tobin Fesnmfigiigns
Markowitz #8 1inasvuay maximize avsoysvlumizasnnusdealdannanauumifienaiazlasy

A A A a vo X
LACANNLEENORDATY S IYWAUY ‘D'Qﬁ']&l'ﬁﬂL‘I]Elua%ﬂu?]ﬂLLUUﬂNﬂ’ﬁ‘l@@Qu

E[U(W)] = f [E(Rp), G°[Rp)]

meldiconlavns
OEuwW) > 0, Or[uw) <0
OE(Rp) OO’ (Rp)

loe¥l Rp fla demmasauuymaas portfolio whaailenwhiu (W, - W,)/W]
finasmuazidan the efficient portfolio 49 Wiassoulslumigegm dosn Tobin Ifuuah a
X a & . o v £ A ;‘l}jd a [ 3
risk-free asset MMIUATIR portfolio winmiwdeflafilifiemudis Faiansuuainueaims
& & 4 . a : 1Y . [ [ GAA
mauumRaiiueud portfolio mauwaNNAalisinawme a riskfree asset uar MANMIWANA

AN FatiusumInanaLuyimeiazlasy fa

ER) =R + [E®) - R)(O,/ G) (1.23)
wasdawlnslendu
ER)-R = [(E(R) -R)/ G, O, (124)

loe#t ER) - R, = risk premium fdiaateiinamuiielibninlifi the risky portfolio,

ER) - R,/ O; = MI23m3ananndien, R, uay R AD WadaLwmYed a risk-free asset LAY
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(v v 64 : o & . 1Y [
winindndanades e, O ua O, e dudsauusnaIueed portfolio WaMANMIN

Aa & o
NNONNLFEN NNaIaY

a Aa ' ° ] . (Y v Eda a ¥ a |
Lmnu‘nuaq%m\lﬂammzwm a risk-free asset WY VANNINLNNONHLHEN mmunuﬁ’m

A ° . t s o e a o A
vikgrihluaeulu a risk-free asset waneNTinaUMAENEUS LN risk-free rate

v W é’ [ v €da 4 A Aa 1 | W 2 A A
UW%ﬂad‘YJ%‘ﬁa‘MﬂﬂﬂiWEWINﬂ')']NLﬂBQN'mﬂ’J'lLG‘I«LKI%‘VIN@QLLﬁ@N’)']HﬂﬁGY}%@qﬁtuj'luxﬁqll‘llaﬂﬂ NN

[T 7 v oA . A A A 1% \ Aa :j Y v fd
Lﬂuﬁ}l‘jaﬂﬂ‘»ﬂuﬂ risk-free rate INBADLNWU LLAYAN portfolio slm'ﬂN%ﬂuﬂﬁ%N@a@VjuLﬂWTdﬁﬂﬂVﬁWEm

feaiFes 3and the market portfolio

SNM3 (1.2.3) Bun an efficient portfolio equation TNagUWLRMeaL A ERp)

fenmaditmannbigUamadaduiuamuin (0,) uasiiynEadui nanauumized risk-free

asset (R) Lﬁaqmnﬁnamuéimmsﬁazvlé’%u the efficient portfolio $iatwaal¥ a costandard

. R ! [y [ (d’d Y . . A °
deviation TEWIN Waﬂ‘ﬂi‘WEMNﬂ’ﬂNLaUG i WaY the market portfolio (GLM) Wamuiue Naaiauuni

A J vo A ) o [ LY o €aA { Y [ :
V]ﬂWC’YJ'\?]ﬂvL@TLWIﬂ’ﬁQSLUHHWWTU‘WﬁﬂVﬁW&IVIN@’NNLa&lﬂ 1 GNANNTIEONU

ER)=R+ [ER)-Rl o,

o’

loeii [ER) - R} / O = ienamedwmiuanud@esdleasd
dams (1.2.5) @eulvadledu

ER) =R, + [ER,) - RIP,

fdal

(1.2.5)

(1.2.6)

, o v ed - e o A
1ot ER,) - R, = risk premium samdnviwiifensde i, B,= G, / O, = eifusednniush

s SuLge i
ER) = R(1 - B) + BER®,)
ER) = a + BER,)
fhuuyeah@vasannts (1.2.7) Aa

R=a+ Bi(RM) +e

Tnefl e Ao the error term uatliiflanudmiug (uncorrelated) MU R,

(1.2.7)

(1.2.8)

AMAFENVIMNAYOMENYINE 1 Alemandey  gnévmuanemMuuLnTIIBINaRaLINL

MNENMT (1.2.8) SaviuaNMIaNNULUTLUTIUAD
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VarR)= Var(a + BR, + e)
Var(R)= Var(a) + BjZVar(RM) + Var(e)
Var(R)= BiZVar(RM) + Var(e) (1.2.9)
FNMT (1.2.9) Mahganan
amaAETvAe = eaideiEs + enadeeilifvussu
Total risk = systematic (nondiversifiable) risk + unsystematic {(diversifiable) risk
Hannundnmswdlu portfolio viteslnan eaidee lidussiy  (the unsystematic
sk)  avfaasaunseriomanlll  Faiuenadseioaeaemaait isenadsifussuy (the
systematic risk)
lowaql portfolio theory  wama T ramoLIMAmahaL ldSULAL YR
wiwe 1 diusiusamauwmidineinaglauuseadsmaminvindimaadaums

(1.2.7) wag (1.2.9) mua1eu

ad @ ‘l
2. IMTUALVUNU tuN1TNasay
s o € w 1Y 1% el .

Tumsraummumataglstasd fenmnldmasaudayalael$35 the vector autoregressive
model (VAR) wael¥ the impulse response function uéey Fiimuasdundisio il

2.1 wyhnssumsmeasinasmuensssinaiiaviwaethelsdenmaulne

v v o A v v o € . v, o oA v

Jinmnlshimeuenadasmmdnninduay Portfolio Theory anldsanfuasiosums
gaesULama  mamdnmaremaedenadasmavanning  lassansothain@eulugiuuees
Wardumendiaensasiail

Qd = f (W, ERi), 07, LIQ) (2.1.1)
logft Qd = Vsnmemnsdiosmavdnning i dasnniinammulusmendnviwdusznausetinasm
! a (% (Y q’: 1% & |8
sanduasinasmbuseme doiu Qd asfhaBnmenudasmalassisdowhiusasasanBnm
endaamaresinasusemAuaninamulussne, W = aaleds, ERi) = naaauwymiiona

aeldsunmmdnning 1, 07 = wsuemaliuiueu (Rormude) vesnaaaLIIYaMETIWE i,
LIQ, = EMWARBITamaNYwe i

€ v v o & . X, G € ¥ o u 6%

WnfuenuaasmMIvamanying i Hhaaensduiangun NN aIMIUaIANTIWEYS

amelas EumwannuAaLed Portfolio Theory fiatt
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= [(Wt - W) / W,

E(R1—a+I31E orR1—a+|31R +e

way  Var(Ri) = B Var(R,,) + Var(e)

Toei B = cov,, / VAR,

wonainis dvnnrvuelk Qd” dwnearsdaimmasamedeeniiunarianRanaena
Foamszasustasmdnying (ZQi) uauiissnnanmedasemamegnieannsarmamiaugaimsd
(trading turnover ratio : Reilly, 1994) domimianuafisusasinimiiuidarfgraams uusias
Franm FTEIAREILBIAEA L1Q,, fehwhiunamaasdmwasastasusiazmdnning 2LIQi

Soiptariu 21.1) Gowlmadlndiu

ad" = f Rp, Ry, O, COV,,, LIQ,))

Lwamwﬁauwammwaqmsamumn@haﬂizmﬂ@iaszuummm Hordudhedusananidon
Tar hiquioehahessl

Qd = f Ry, O°,, LIQ,) (21.2)

Wi (212) weesfieihadtlumaiomiemBmnoimsasuansnaiseme ustiflasainms
ﬁm:nNam:mwaamiamumn@iN‘}Jsgmﬂﬁawaaﬁauné’uﬂqﬁ%w’i Fobdnh the vector
autoregressive (VAR) model snlflumsdinmsh WU asEEssDaRIENmS [EnSasi
daafema A (bidirectional causality) warliimamvuashutsmashulsdase (endo-
exogeneous) Warawth the vector autoregressive model (Enders, 1995) Elugﬂuuummﬁm

(standard form) 989 Werku (2.1.2) snsnan@enleisail

o} T a1] ay,(L) ay,(L) a,(L) a,(L Ofm &
Ry, | =| aw| +| an(l) ayL) ayl) a,L} | Ry | +| €n (21.3)
GZI\,Lt 8y 8q,(L) ag(L) ay(L) ay,(L GZM'H €3

L. o~ _ s e

__LIQMc La“ﬂ a,(L) a,(L) a,ll) a,L LIQ,. €,

genunlilfanms (213 adensilassjifimsaowansenusiSnumIamuanehy

dld ] 14 Ve o g .
ﬂimﬂmmammmﬂwUI@ﬂ@Jmﬂmﬂuﬂszam ap1(L), a31(L), agq(lL) L udestaanNa ) (lag
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operator), WeANT e;; W white-noise disturbances Foduilariduans shock adhusavsm
le, = (€0, €, €02, €,0) WinLANTNUDINGAINT 65 P1RAAONNHNUSTU AnENNELNNTE
MIsIEEMs (417) Aemarmuasnenna (ags) gegeiimansain Sehesadniosly w
Sianserafiilon misspecification usitheenaadanntl enafudaszaassuiady (degree of
freedom) avaeas narmmaenadidiuliled 2 nedl ndnda ydusfienuddurhiu ua
fhudsusiasshilamuat laedasyeioriu
2.1.1 ndutsiianaarduriiu

nalis s e mssEoBads (OLS) asfleavimmn Adveaouluns
AUARINEAINEENAMEY  cross-equation LAY SMIMANSINADERe the multivariate

generalizations of the AIC test.
AC=Tlog | 3| +2on

H ° | es € a [ a
Taefl T = 3 wruarduna (usable observations), l Z | = AmasRuuunresue3ng
variance/covariance 789 residuals,
varle,)  covle,e,) covle,e,) covie,e,)
> =|covie,e,) varle,)  covle,e,) covie,e,)

cov(e,,e,) covle,e,) varle,)  covie,e,)

L_cov(eu,e‘u) cov(e,e,) covie,e,) varle,)
N = SwimnessnfieaTignussnadiossiy = n2p + n (WiasanmIawivue n aims
i np lagged regressors WALl intercept Tufifi n = 4)

dmnenaasemnainlafilien AIC aeiige eiuargniden

2.1.2 daudsudasdafinnaadiathedass

Twenuifetauddenudiullén - meamuainshazmeluudastrsnminansmuda
NAGBLWYY  emsiEuarI AT aam e ih eﬁ’aﬁyfummmdﬁmmLwiaze‘w’mﬂﬁqgn
fvuasthads: Ameseusmivemusirfmanssalunsdifide Akaike Information Criteria

v3a AIC (q) Hall, Johnston, and Lilien, 1994) ow
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T
AIC = (2K/T) + log [1/T 2. u2]
t=1

loafl k = S regressors, uzt = residual sum of squares
o lUiuduaaunisa e the vector autoregressive model (Sabajjai, 1993) SWUENMT

MIRWUNNGUTEINE @f), wamauuu (Rmt). ANNIFES (GZM,t), WRCAMWARDITDIANG

(LIQpy). wigfinwmaaandhaehaamzanmmaasunnenaseme (Qf) winiu (Fuanmaimie

% o a o/ A a 3 ] g
ansnaalag s m T uaafentu) fefidvaausa i

o oA A v | ¥ A 0w .
1. Ameemaiimnyadaslia  AlC Upehigadwiuaams  univariate
_ : f Xa
autoregressive 789MIaIVUNNGIUIENE (Ql) FULLUBDITNMTUAD
Qfy = agq + apy (L0l
memueihazgrmesausoud 1 fo 12 dwdudagenudiemiuar 1 e 6 dwiudayens
a AP v A o O A
@ou enmmilanlsien AIC Yasfign driuasgnidan
[ ) . ) ' f I ) A
2. §NdENMT bivariate autoregressive maamsamumnmmismﬂ (Qly) leTanelsau
2: d‘ (% & 1 A v [ ' d\L L 2 q’: ni ! A d.
esamiinu uarliemenacdmesshls Q whifuefleSuanniuaoun 1 menaadifivany
sumasuslmiasgrneaaudouden 1 G 12 dwiudeyemedam usr 1 D 6 dmiudoys

Nendau
Qfy = aqg + a1 Q%1 + a1aL Ry 1
afy = ago + ag1(LIQY.1 + a13LIO2 11
th =aqQ + all(L)Oft~1 + a14(L)LIQM,t_1
aumslafibien AIC Yaefigeuaciouniien AIC Tuiunauil 1 sumaiuazgnidon kg
aumsledien AIC slaenien AIC lu the univariate model Fausumantsasuanehassme §
fnniazdafiasumamadunau 1

v . . . K A 3 P P A a
3. §YNENMT trivariate autoregressive I@ﬂamnaaumﬂmju@am 2 LAYENNSILLSIARD

Assaviladh  Aemuafrmanyandmiudulsimignneseudious 1 e 12 dmudayens
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fawh uay 1 D 6 dmiudayenaifaudandi Ry Qmﬁan’lwhy’umauﬁ 2 §fathu the trivariate
equations ar.:l,ﬂuéfwiavlﬂﬁ

Qfy = ajg + a11(LQfq + ajpLIRy 1 + a13L)02A 11

Qly = agg + agq(LIQl 1 + agpLRyr1 + a14LILIAN 11

mndensumafiedundaidunoudl 2 ndnda Benssmafiien AIC taefigeuat
SounheniiRetuludunend 2 uasiiiiudunendaly

4. s‘hLLﬂiqmﬁwﬂqnﬂmmzoﬁwLﬁunﬁma’iau%umauﬁmum

5. nasvhaunaudt 1 B9 4 Mudumfindafodumananouwms (R o). AMNELY (G2 )
WAYANNARDITRIANG (LIQy )

2.2 micﬂasuauawaemmﬂﬁu‘lnzlGiamsLﬂéuuuﬂawummsamumnehaﬂszmﬁ

dunGrnfimaAeulag (autonomous  change) Lﬁm%uﬁumiamumnemﬂssmﬂ*?inm
ik amemdnnindaiimmeusiesathalsinaniusmmendmnnaniu  Tnsasadeuaineg
PELIYIL, ALY, WASHNIWNARRITEINAG msm?\'auuﬂaﬂuﬁﬁﬁmLﬁwﬁummlﬁmmuwmﬁm
VidIu msmauﬁmmﬁé’ﬁnwﬂé‘lﬁ'ﬁnﬁ The impulse response function (ATEAYduAlu
Enders, 1995) %ﬂﬁ‘ﬁujmﬂ’m a vector autoregressive model

A vector autoregression Qnﬁwm@ﬂﬂugﬂmm a vector moving average (VMA) nan
fa dhuils (Qfyg, Ry, 0%y, LIQy) swmmhanideulugiveseluiRqiiuavafiouas residuals
(e1r, €21, €31, €4r) WAUHABINNWERNT e;, WuHaruzag shock Tasduiovne (e, = f(€,, €,

€52 €0 faviu axlern

~oﬁ 113 ] « .—CD“(i) OO ONG qu(i)— vﬁofm |
Ry. | =R |+ 2 | D0 D) Dpl) Do) | | €

0| [O| 1=9D,0 Dy Dy D) | |Ec2y.,
110y, Lﬁb’“&t | D) D) D) Do) | | Eurn |
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vRadeuliheazay g
0/
X, = W + 2 D €4 (2.2.1)
i=0

a A v o £
AN seRng O, Lﬂumw’%@mawammu (impact multipliers) warAMENUIEEND
. a ! . . Y | ! | g &
CD]-k (i) Bund the impulse response functions anéhaewgu menLseavs Dyq (0) uamiaxg
o t:il ' f p.id t
nssvuraIMIasuulasnemsawunealIme  (Eql) VNAaNARRUIUIBNMA Ry )
1 o A . . o &l @ (73 a ,:E A
PENIVUYN (instantaneous impact) Twihmaadentueduyswans Dy (1) uaeshinanITLLes
maAsuulasmnamsaswpansdsdsuneiiom -1 (Eqlyq) danasaLwIIaIEIMA I M ¢t
y y 4 " £ a A
(Ryp o) T update Tayanihaumaaiszind Dy (1) asusasiaanTsUTaINELaeiane

MIBIUNNGIUTENE ] I ¢ (€l donamauwLTaRMOTNM t+1 Ry 1pq) MIWUaANN
mnaqﬁﬁmﬁ%ﬂmﬂﬂumiaﬁmawaé’wﬂuéwé’udﬂﬂ
d‘ o a ] 1 o ] [ (%] 2; & A’ﬁ
o na@Leas shock (€) Anasiaevasinulsusasdn setiumsnmiiasenanidsey
Fieulu 2 nedl Aensdil 1 ééweg shock Baan UBMNUNTSRIUAINENLTUNA HaGRLLWL
AR LAY FMWARDITBINAIN NI 2 S16UTDY shock (TN EMWARDIVBIAMA AIHTEN
NAGELLYIV ey USsnoimsasyuanenalsuime athelsfienulumsanmiisulaieos shock w89
Sanamaasyuainenalsemer 6aviu - shock Y09BURIgNENAR KR AL NAAWEN 161t
mmsm‘imwLLamaslu;sﬂniWWImﬂﬁmwauuﬁmmmmL’JmLLaszuﬁqLLammﬁLﬂﬁﬂmmaﬁﬂmnm
lﬂ‘ 1 L
IDRLYDILNRETINUT
%aagaﬁgnmaauﬁﬁﬁagaﬂaﬁﬂmﬁ%qt‘%mmmngmu 2537 D9 WoeAmeu 2539 wau
126 ndang uardayameaidowdnain anmaN 2536 D9 woeRmen 2539 Swau 47 adauna
P ] 3 -7 :
THALDHNVDILRLTILUTHAIN
1. PRnmsamuanaLssmeazgnunudeSnumsgagriresinamusend  §
1 [~3 ;2 ] 1 g [l 1% [~3 T 1 [~5 ‘gl/
mhfud Uy anNuena T nISnadauarnsastin e sdiumws s ieenueniduge

A
nwne

af, = Panumsarearinaamusiend - LRinumsnerassinasua
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2. waeELwWLRIeme lumsinmilaglimaiutiuag vitiflasnnifagiuinamueend
Remaomulustaydu ﬁqﬁumwﬁ’mﬁﬂas‘z‘iamaﬁaaguuﬁ@mﬂaa capital gain YAREMAEUTIUNE
A o 1 A A Al A A 2 v o [V [ [ A
painasarelusoy 6 iow vie 1 Paedewdaudraniosnndmivdayenedoniuasnodan

Rp = (SET, - SET,,) x 100/SET,,
loeit Ry ¢ Aenamauwmiasisiazdlaniviaiiion, SET, nefefidaniivdaiiont, SET,, @n

A Ao € ¢ A oA 1
NedavdUemvinaunsaiaunan
3. s blniewdaenadins dumnmnanenaulTLv I INaRE LWL
2 =\2

G Mt = [Z(RlM - R) ]/n
I P A Ao L = oA a A o € A A A A
Pef R, Aawaseuwnuitiu i, R Aenasauuminduaaasvidaitaniiadou, uay n fe
o v Ao 1y A o € A A a
Fwuesuivhmsm bmilsdomividaniiadion

4. EMWARBIIBIRMA TPnNIammasuwleumsin (rading turnover ratio) WA
flanrvitaision

[l 1
A~ A

LIQ, = [Swasiufigngemaudilenitiwmdadawiwinaiuiflerludaviiumdaiion

U] x 100

2 a -3 a a
3. NaMIANE LA TDAALINALAN
3.1 NANTENUTRINMETAUIINASLlszINATana auAANIWE Ing
dayasredlonsh
dd’ v o A U4 1o
NI 1 daurmnendannar i
Laef3t AIC test enaadfimanzasiigndio 1 el 1 wadwsildamnmsfnsiduged
£ 5 L 1 L> -
- ehdulavivdres Q1) Tudums G2y Wil -0.0001 uag t-statistic Wiy -2.062 &
T Banaumsgagvdvesinamusnenadaniwaathaddty (significantly) saenaldusinen
u v nl é’ X a s | & 2 ]
snananauymluamandnving mafisaulBinumstegysrasinamusnnd  axituwWiwh
ThAeena lininawrasraneuumiaaasudlomidean udfiosan R = 0.067 uaashiena luwd
veuasnameuwbildiinannAnumsamuansassmeiesathafien
A‘ 3 X A L% ] a o o ol 1
madsauluSnumsgagvsrasinamusimnd Wnaseuuwvanamandnviwdiu
é’ [ ' (% o Al a o ] ad : a G o
wautu wnyh mamanmaediiytongs Werinasushan @i Snumsgogvsiiunnings

ylutlszmefiazfi Bnumenegrsdhanngesnmnanimlslalugedu o ansficatinamdnmng
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LI 1 z : L4 v o o a v
maﬂmqwuvlﬁ ﬂﬁﬂNQﬂ‘lﬂz\lﬂﬂﬂﬂ’ﬂNNuN’JWZlENWD’ﬁT]ﬂ'MﬂﬂﬂTWEjLLﬂ'dNﬁ@'lEJULWM (P2 289IMY

dl v A [V LYt
wWasuasasnrinenannIwe)

a9 1 matszanes VAR() dwiudeyasedlanilunseifidausaynéndianasduriniv

M3 fuadesy R2 | Aqr2| SE
Mol | ft) | RutD | o2y | LOMED

of, -80.971 | 0321** | 65664 | -166.878 | 1100822 | 0221 | 0.195| 2934711
(-0.130) |  (2558) | (0.563) | (-0.939)| (1.494)

RM ¢ -0.365 | 9.81E-05 | -0.072 0.007 0101 ] 0007 -0.026 3.165
(-0.544) | (0.724) | (-0571) | (0.038) | (0.127)

o2y, | 1045**| -0.0001*| 0.054 0.134 0250 | 0067| 0.036 1,506
(3270) | (-2.062) | (0.895)} (1.475)| (0.663)

LIOpy | 0319** | 633E-06 | 00088 | -0010| 0618*| 0445| 0427 0.324
(4629) | (0.456) | (0.680) | (-0.531)| (7.594)

VBNEWe) : fn t-statistics UNngag Wiy uas SE. AamanuAewmannsgmu (standard error)

* eledheigisueiu 6 %

= GludAnNIeey 1%

msanad bBinumstegrsasinauienine it biwivowlusaoum

1 (Y t a v v o o~ [V o
WIEIINMINAUN TV UTDIUNAIV UG NN SNﬁﬂﬂu‘lﬁﬂ‘ﬁﬁﬂﬂﬁﬂﬂ NMNINLAAN LLﬂﬂuﬂﬁd‘Y)’lﬂ%

Usemeganmaamuiuladsldvmmmetu  dedefinemsnmindannsosdumilatnamuild

., uuslll Y A . X o ¥ (é\luuﬁlyn vl.li
9vUU margin loan WHNLNAY WIJ']EM%LW?J‘IT’]TJ“% AIUUADTUNMITUU LAND ANAONH ﬂu(r}ﬂ

' A’ .4 1 14 A’ v .’i d. [ <
FJERNIMTTBUSENINY MNTILR AN ARIM TN LAINNANNADINTTED GN%%LWDL}JHW]?@Q@@

Y- [ v €& A G 2 ) - Yo A \1}1 1
maﬂmmanmwamgna@m ‘mzmu‘lmwNa@lammwmﬁﬂﬂmumm LUUBU
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Al z 4 =) o 1 a ~ z ] 1 dl s 1
- mRdIurssFinamsragvtrasinawuiimfisietusthwsaiiasandleminen
naendnlavavisas Q1) Tuanms af, whify 0.321
- N6 t-stat 989 Q1) WaNMs Ry ¢ wa LIQ, whif 0.724 uae 0.456 Mo 3l

FininasmueemAtaviwadoranauuuaanWassaIIMeMaNVEWE i avisioantia
an  (insignificantly) Yo nzinBnumsmassinamusendiasnininamuluszme
v U A& Aa a '
FadafiBviswalalann
dd’ < y v A UNEA4 [} a
NIt 2 suvsusiaedfinnuaImIae ey

ada

et 2 Budiuh maragvdrastinasueen@iiniwanthanndarmaliwineurasng
el Y ¢ I ~ \l» Ly s £ 1 2 Y
favwuindUavdan  legWasanlennaandssdnores Q1) Waams O4y Wiy

-4 X o | Al g w ) “a o R‘ X
-8.06E-05 At t-stat -1925 upnnniinagvdfiisaureninamushen@lalianh wiimsuismm
£ U U w =) A‘
TuwaaoUwL (FANSEAVD = 00002 uAY t-stat = 1.659) WardmwWARITRIRAIR (Adnlsyavid
[ € 1 ' i
= 193E-05 uaY tstat = 1829) Iwesdewidoan uazmsasasludnaRRITRINMA (1
€ ! i '
SuseBnd = -2.62F-06 Waw t-stat = -2.487) idUemisiasn mmzininasuluLissmeninazdosis
uaslfiFmaninamuenalaune udazldfideeadind  wnsinasushendaglugmicih
A v sl - o vL A X \1 o o sL Lo sL
aane  lesazasnsoteruluneaignuszaneviimlafianea/useiimiwela  udihamulu
Ussnergfathiniwh e Seaglusmumsslsosusasshfudinesln  faneduanfliaafiag
nelfifiasnnlifllesaennae lurneiidmwedasanas
WOANTINTaINaIUIIMFANEonAREITU the market impact hypothesis NaMAD M3
A » I @ ' a 4 o 19/ v X VL o P eL A ‘1
Forulaeninasueiin@asidmvh neviuanluesadiodsnamulusmeusaiassnluan

& 3
RGEPAN Nﬂslﬂﬂﬂ'l‘]/juﬂﬂﬁd

& -

naaTEAAU

natifl 1 dauvmnaade s

ot AIC test ﬂ'wmmdw"iﬁﬁwwmuﬁqaﬁa 1 omah 3 Fhmadadulunmmete
qw%maaﬁnamusmmaﬁwasianmﬁu%ﬂuwamauLmu (ehdflsEAriS = 0.0003 WAL t-stat = 1.933)
waemaanad e biiiaurasnanaui (ehdlyant = -977E-05 way tstat = -5.081)
Twdausiasatihad Wy  (significantly) aEm‘lsﬁmuwams‘nwaqﬂ‘%mmms%aqw%waqﬁﬂamu

fumfsesmnaaerasnamataviagsnn (insignificantly)



M99 2 madszanas VAR(1) dwdudeyanedlonilunsdifidhudsudazsniianuainathedsssy

NS fullddsy R2 Adj B2 SE.
anif | oty | oy | ofa | o [RMY| 6%y |02l 0¥ | o%a| o%s) | ol | 0% | o%e | o%o) |HOCD{LIORR)|LIQM3) | LIGk) LIOMS) [ LIQGS) | LIAM7)
of |-194314] 0353 [ 0225 - - - ]-100.289 | -4.191 {131.258}-22.472| 346.166* | -276.748 | -284.414 | 404.690* | 156.437 [ - - - - - - - 10325 0255 |2734844
t
(-0337) | (3797) | (2.416) (-0.661) |(-0.022)] (0.697) |(-0.119)| (1.816) | (-1.422) | (-1.448) | (2.010) | (0.681)
RMt -0.376 | 6.04E-07 | 0.0002* - - -0.012 - - - - - - 0.033 ] 0009 3.096
(-1.237) | (0.004) | (1.659) (-0.087)
0-2 1.183** |-8.06E-05* - - - - 0.144 - - - - - 0.058 | 0.043 1.501
t
6.398) | (-1.925) (1616)
LiQy, | 0.168* | 1.18E-05 {1.93E-06"|7.78E-06 | -2.62E-05** | - -0.017 |-0.041*{ -0.002 | 0.003 | 0.044* | -0033 | 0019 | 0.050* | 0.071** |0.386**] 0.134 | -0.011 | -0.060 | -0.095 |0.312**| -0.061 | 0.603 | 0521 | 0.263

(1821) | (1.165) | (1.829) | (0.737) | (-2.487) (-0.918) |(-2.104){(-0.080}] (0.150} | (2.296) | (-1.627) | (0.924) | (2.348) | (2.844) |(3.730) | (1.262) |(-0.106}}{-0.6572}}(-0.990}] (3.338) {(-0.595)

vanEme : @1 t-statistics Unngaglwady uar S.E. AeranuAanainanasyu ( standard error)
* htldhdnfiseeiu 5 %

** eilufeyAiseay 1%

02
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a91#l 3 nstlszanss VAR() swSudayesiidanlunsdifidaudsynéniianasduriiu

GHINE i leBeasy R2 | Adjr2| SE

@hmﬁ Qf(-l) Rym(-1) 02(-1) LIQ(-1)

of 2011.043 | 0.680** | -447.620* | 120.512 | -242.933 | 0.326 0.260 | 11110.04

(0.569) (3.744) (-1.716) | (0.096) | (-0.483)

Rmt -5.258* 0.0003* -0.478* -0.266 | 0.954** | 0.198 | 0.120 8.600

(-1.922) (1.933) (-2.369) | (-0.275) | (2.447)

Gth 1.691** [-9.77E-05** | 0.125** 0.106 0.030 0.561 0.519 1.176

(4.522) (-5.081) (4.511) (0.800) | (0.554)

LIOM ¢ 1.306* 2.44E-05 0.007 -0.249 | 0.798** | 0.717 0.690 2.299

(1.786) (0.649) (0.121) | (-0.964) | (7.659)

yanume) : ¢ tstatistics Unngeiandy uar SE. Aomenufawaasnasyms (standard error)
* vl isee 5 %

> aumeyaweiy 1%

wedndrasdayanadeudnidoyenudlonidmiu R® wavssdutludéy  (significant
level) dlasmninsuedanaiiisiuresusandaudon Baudeiudardlant snnsdizesdaye
Nuddaidrinarasmiasmuanasamadananeuunuazlfnmansasienm CRIRER
sansniudrinaitudoyamuidon

natifl 2 shurlaudiazdafienashihahobay

i 4 ﬁuﬁuﬁoﬁw’ﬁwamaaﬂ%mmms%aqw’%maaﬁnamu@hﬂma@iawa@\ammu (e
SulseAvE = 00003 Uy tstat = 2172) uazan Biivaurainanayu (dwé’uﬂszﬁﬂé =
10,0001 UAE t-stat = -6.286) TuidovsioIuazdEMI RN TBIEMARRIMAMA (FhfTAvE =
867E-05 Ay tstat = 1.908) wenaniinmviadibiinmmetegviroainammsnond il
Aamafisanluanalisiuowaskanotu (fdsAns = 7.87E-05 uat tstat = 3.134) T

A ] A‘ 3 t 73 A‘ A §
HNADUNDH ﬂﬁLWN‘IJHELHﬁﬂ'IWﬂﬁQG (ﬂ']ﬁ&lﬂ'i:ﬁa'ﬂﬁ = 0.0002 uay t-stat = 2.936) slMﬁ’lNL@E]H@I@



M99N 4 MSUsEaIte VAR(1) zim%’m'fauuaﬂmﬁau‘lunstﬁﬁﬁmﬂiu@iazﬁaﬁmwéﬁ'\azheﬁaiz

funvs shuhsT R |agir?] SE
o | ol dia | o | o | des | RuiD Rt Ry®) Ryt9 [ Ry8) R0 521y | 622y | o | 0%y | o5 [ LIGED | LiGE-2) L1 3| LIGG4) | L1(-5) | LIG6)
Oft 835.015 | 0.686** - B - -518.868"* - - - - - - 0.322 | 0.290 | 10880.2
(0509) | (4517) (-2.452)
RM,t -5.911* { 0.0003* | -0.0002 | 0.0001 |-0.0003* -0.667** - - - - - - - - 1.704* | 0.356 | -0.768 - 0402 | 0.261 ] 8054
(-2.303} | (2172) | (-1.264) | (1.079) | (-2.265) (-3.263) (2.325)1 (0.418) |(-1.166)
ozt 1.359** |-0.0001**17.87E-05**|-3.87E-0§] 0.127** |-0.086*[0.075** - |osser| - - - - 0726 | 0671 | 0990
(3.928) | (-6.286) | (3.134) | {(-2.219) (6.248) |(-1.810)] (3.520) (2.263)
I..ICIM't -1.345 [8.67E-05*| -0.0001 |0.0002**|-0.0002**|6.93E-05{ -0.032 | -0.096 [0.229** -0.039 |-0.184*| -0.052 | -0.356 | 0.166 | -0.464 | -0.513 | 0.395 | 0.570* | 0.534* | -0.225 |0.805**| -0.029 | -0.121 | 0.944 | 0.875 | 1.495
(-0.869) | (1.909) | {-1.654) | (2.936) | (-2.916) | (1.253) | (-0687) |(-1.282){(-2.990}}(-0.428)(-2.219)|(-0.999){(-1.075)| (0.531) |(-1.447)|(-1.616)] (1.268) } (2.173) } (2.136) | (-0.805)| {3.230) [(-0.099){(-0.652)

Vaneme : 1 t-statistics Yangagflwindiy uar SE. fasnnuAawaiaaaigyu ( standard error)

* aludeyfisueu 5 %

** gmiadoyiiaseiu 1%

44
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z U A‘ U 1
M1 UALYIINTSANRS MNARBUWL (FdsEAYS = -0.0003 LAk t-stat = -2.265) WAYAMMWAREY (¢
L3 a A‘ : t 1 e o o &/ 3
HuseRvid = -0.0002 uat t-stat = -2.916) Wldiousioan f R’ uavsediniuddoyfau

WOANTINUDIINAIUST NN AanAaadiU the follow-the-market hypothesis na1ée T

! ! 2
amuaLszmeazaasfamanisedonimaasnmevdnnindraunasimssenevudunaldan
M3iie bidirectional causality 3sMINLBNUMITagNBUDITINAWUEITFUATNAGLUNL UANIN
:u 1% [ % . 1 A (% ) a A’ 1 4 d’
ileannnaeil the negative feedback strategy NEMABUINAMUINITFRLTOUMEENMAIAY
L4 dl Al v ol d‘ a o

neuiaoneuin lasemevianlnawmaanemaznAeuh/uwiemansaiuiu

anmsiunnghmsasmanshalszmel negative effect sionw winauninasay
WMURE  positive effect  GIONAMBLWYMUALENTWARBIZBINMAIUSTEZUSN  UA IufigeudIaus)
negative effect MUNARBLIVMLALENNARDITAIIMA FoiuiansziumIamuluamemanyineg
Fpnemmassuamnainadhsasduunnautssmeaisammluamendnming sehalsfimums
vaoanuaaBuvpuaneassmefinaliifasanssnuiiideme (adverse effect) Sgnauasiinaamin
UssneesisusmsosUudmumstitiony

3.2 MInavsussTRImMenSniwddemafuuuyasgsmsasmuanadssine
Toyanedian

Mt Snumiregvdnninamusinend, wansuuwms, e liwiveuasnanay
WY, LASEMWARRIZIOMARAIYNTL 847.3656, -0.1684, 1.2953, Way 0.8119 MmNMAL

i U i3

NN 1 §IUIINANTINUSNAUIN shock TeNLENIUMITHOGVEYEIUNAIYUGNTIF, KA
FOLUNY, AN NUUHOUIDINARDLUNY UBY FNTWARDNTEINATR

it 1 nenlAswnlasudieniusnenBanimsgagrisfieviiy 2875418 i

o e X ' a \1 "L a Aa X 0 a ' \1 roy
Tuslanviinanauumiuasanasasasfenulas i uiemaiisavanauade udonslsiwinen
1 1 1 1
JnaNARaLYIALEIMTanasINeIAAY Karasmswlasuasiaglivn i ludevisosn 1Bsmms
Fagriraninasmueuma, wanauun, uey ammesasiicnuAruwadlanndniuaeas dums
& P o \hj ; a1 a X GL P v oo o
whslaaeamnamdsrasems liviuautasnasauinuliaiisan  uhgausmsulvoe
[-3 v oa 1 dl a ] 2/ d. ] v oA A' : ~a (%
Fasnduugenadudn usazlfszsnmiuandeiufoBuannanauiny, Binnmsdegrizanin
AMUINR, A ILLMEUTOINRDLINY, LASAMNAREITEINAIR qauL /A lasgega lwvmaran
- a Y ] a s a X % (1 X

gaaLRnTumsoqyBraainamMeen®, namaLu, uavaneRBITBIRA AU Iuda AN

TudavidasnfafionmmAeuulasgegalunsuzasnnn bivinoursananauin
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NI 2 PUTEINANILYIUIEY shock BNVINEMWARINTDNGAI, AT INIHUaIaINE
¥
AOLUNH, NARDLUYIY, UAYNITTOYEYaINNAIUGITIA
H i '3 ¥ a b Y
it 2 menfAewulasludUamiusnuenBinunsregviienuiiy 1828177 Fwum
o ‘v 1 i [l 1 ]
Tuduamitas bifimafowadlumanouum,  ennliuvinoursswanouuyy,  LaLENWASEITDY
t v b
aanadlasnaduasranszy ludilawidasnBnaumstegniseninamusenaslenAeas
1 H 1 H A' z 1 H b 1 b
INMRILAOR  NaPaLLVULALEMWAaaaeMaBawasRsannnawae sk
a0 t A A‘ X [l - (7] - dl 1Y [ @ e A [l
UDUVDINAFDULNUNRAINNA R FLUNNIU L‘zjummnunsmusniumjmumnnmLLﬂsna:maUﬂug
DA oA aa A . A d E .
AR RULANLANILTEILINTILANGIINU mmjawuﬁmmnmj@immmnﬂnmﬂ%mmmifﬁazjwmm
L7 1 =3 1 ] = 3 w L
uﬂamumammLLazslumdammmmiNLLuuaeraqNamammu\lﬁmmﬁmaﬂmﬁL?]mnunsm‘iLLiﬂ
] i i 1 - z o ]
ﬂ'mmmjﬁﬂumjmmnﬂthwwmnﬂnawamauLmuLLazamwmawaamm@mmﬂuaﬂmﬁmam
Qs € 1 0 W dl ¥ [l = é’ A o | a 1 '
wavaRsdUaisiamnmNaUFehin lunadiusn ﬂ‘%mmm‘seﬁaqwmamnamumwmLLazmm‘luLm
waurnsnanauuwytmasnhlunsdiusnumandufugimnde  Fimsedhaiunanauumiuesy
ANMWARDITDINMNA
& -]
YAYATILLAD
] v
AMRALTAILTNUMITAGTNNINGIMUTNIE,  NaRELUY, ax luuauaINanay
WYL, LAYENMNARBITDIMANMITIU 2463.774, 0.47513, 1.8306, Uay 5.7388 NN 1AL
NI 1 AWUIRINANIINLTEY shock (SNIUIINMIITOGVTIOSHNAIUGTNDIF, Wasay
WY, A7 INUUUOUIDINATOLLIY LAY FMWARNYNGAIR
nll d‘ A g =3 w 1 - [
nnUn 3 maduuulaafaunsneas R grsreItna e AR whiY
¥ : - o X DA
10488.87 awuv  Lwdeulinanauuyuiasamwaaasasemaaauitanisauanneinds  §u
anuliiuaurananaurwldswiaanasanends  NazasmailAuuules wAeutiasyi v
U’%mmmi%aﬁw%maqﬁnammhmauazwamauLmuslwﬁau@iamLﬂﬁﬂuuﬂmamm FIUANINAED
« 4 L X . oo A da AR
Jpsemenduasuulasiaan  ennlluiveusasanauuwuieAeuasniduauiiaag  ud
gomnéuisaziannduAvgriadeda dusmmadeunladunasauumiiasanwasasaInme
TUEILNINAREALIM Lwim‘sm‘éwuﬂmmamﬁmmmi%afm%hﬁfmLlﬁnLﬂumnuazﬁ’mﬁatﬂuau %9
asdatumIasuiasasenn iheuranansuwm gegaIRIMTUAEULLaD I T
-4 a L7 1 " = z ¥ 1 1 =) lg
mi%aqwﬁmmuﬂamuma‘mLLazwa@muLmummﬂm?\auﬁ AUTBIRNIWASITDITAANG T

Wausianmiaaiuadgarasman Asulasasenaiwinourasnanauunu



25

N3G 2 SPLIDINANTINUSHAINANWARENINGNG, AN NUHUSUYINAROLUNY, HA
MOLUNY, UATMTZOFNEVAINAIUeINTIF

YU 4 maAeuudashudeuusnasa Binaimstagrsienvitu 7858.644 dmam
wantlalifinsfouaduanoum, enalblusiuounsmanauun, uasdnmasosoInaI
Hasnnddmasmanssny  ludeuiaamawAnuasenSBnumstegrianinamushinian

! A ) dl dl AI 3 | d‘ | ¢ ]
8 HanBULIUAAN WARBasemadls o adifisaulinndusde duemalisiiouses
A dl dl [~ AI g dl | w n’j A [ ¢i| a a
wasaUuymiieAemuaiiuauiaan Tufigamduimmueasndufudeiadoda fiemaeos
nafeuasunadifimdowtunad 2 hudoyamnedla ngsgemaamaAmyasonm
mzegvtrasinawusenfnaryaigaresmafouuasasenalluiueursinanauuwaio
luFoufeniundlil 1 dqrgaATIMSIL AT AT LU LA TR DITE AR
a é’ b ! a
Aeaudhnalunadiusn
a 6 1 3 v [y . . [V 1 ad P

WHGNIUNAUADANGDINU the market impact hypothesis WARWHIINNTUN 1 WALN 2
WG YRIMIARYAGIFATDIMISL A UL T INARDLLYILAYENNARDITIAMA T4
uaioa WA dumasHansues  shock  AnadasumlmanagigarasmaUasuanmsing
FALLYUUALEN WATINMA Stvisdayanadamuasnafeulinnuuaneuased s
rasmaieuiase Binmmsgegrsresinamuieniuasanabiviiousasanauum  fau
HARDLYULALENTWARDITINMANTLITI TN TR ALKNIeNG 9T

namlagsqazinleimsufewmias (autonomous change) Tas A nmsTegysasin
amushemdiinansnuissiasdeamaulnauaznnfigalugaanmau o daiu snesmstums

nsudumsaopuluameulneleslimsamuanssameasisedvinmiidesuisszasomdu «



2

U 1 Foyemediaminediil 1nansenueas shock Guan M ITagVBIDsnATMiNE, Nanauw, A UHUEUTDINARBLIUYIY, LALAMNARBIIEIANA

N
(=)}
(a) Response of NET to One S.D. NET Innovation (b) Response of RETURN to One S.D. NET Innovation
2.50
3000 z
(. 2500 - % 2.00 -
0 =
Z 2000 - &J 150 +
g
2 1500 - E 100 +
E 1000 - %0
050 +
O s00 | 5
0 T S S 0,00 e}
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 1 2 3 4 5 6 7 8 9 1011 1213 118
Time (week) Time (week)
(c) Response of LIQUIDITY to One S.D. NET Innovation (d) Response of RISK to One S.D. NET Innovation
0.15 AR WU RO T——
- I
=
a 10 11 12 13 14
So.10 %
o o
= £
" 00.05 g
o 1
Co.00 o
1t 2 3 4 5 6 7 8 9 10 11 12 13 14 15
Time (week)

Time (week) |



1 2 Feserediiomi nsdifl 2 nansznUes shock BGrANENMARBITAITAG, AN LILUHEUIBINARBLLYIL, NARALWYY, UavLRINIMYTogyEasinamUshemd

Change in RETURN

(b) Response of RETURN to One S.D. NET Innovation

0.20

0.1 -+

0.10 +

0.05 -+

0.00

T T T T T T T

6 7 8 9 10 11 12 13

Time (week)

— _ _
(a) Response of NET to One S.D. NET Innovation
2000
5 1800
Z
=1
o 1000 4
[T
g
5 500 +
0 et f i -t — + t f
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15
Time (week)
(c) Response of LIQUIDITY to One S.D. NET Innovation
0.02
>
g
=)
D 0.01 +
g
=
R
w001 +
on
=1
<
=
@]
0.00 T t t f t t } t } f ; ¥
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15
Time (week)

Change in RISK

14

15

(d) Response of RISK to One S.D. NET Innovation
0.00

PR

. e
T * p———t

s\ 2 3 5 6 7 8 9 10 11 12 13

-0.16 +

-0.20 T

-0.25

T

14

}

Time (week)

Lg



UM 3

;5 I=d

Foyamuidaunsill 1nansevuLad shock BxaN 1S MMsTagVBYaIiNAUENING, NARALUWNY, A LLUBUTBINGRDLUYIA, LAZENMNARBITDINNA

—

15000

Change in NET

(a) Response of NET to One S.D. NET Innovation

,4'7‘{,,‘\ l .

Time (month)

(c) Response of LIQUIDITY to One S.D. NET Innovation

150

1.00 -

0.50 -]

0.00

Change in LIQUIDITY

-0.50

Change in RETURN

(b) Response of RETURN to One S.D. NET Innovation
5.00

4.00

3.00

2.00

1.00

0.00

-1.00 r4 3 4 i) o 7 o J TUTIT 12715 1%

Time (month)

Change in RISK

Time (month)

-0.20

-0.40

-0.60

(d) Response of RISK to One S.D. NET Innovation
0.20

0.00

5 6 7 8 9 10 11 12 13 14

1%

Time (month)

N
o]



2 A

17 4 oyameidion nadifl 2 HansENLTEY shock BNMNEMWARBIIAINAIN, AN UHKEUIBINARBLLN, HATBLUYIL, uALLRMMMsTagnTrasinasushand

(a) Response of NET to One S.D. NET Innovation z(t;g Response of RETURN to One S.D. NET Innovation

" i

i

| |

: |

8000 \ 2 200 |

| z |

- 5000 2 s | |

i & ‘

: | |

\ ‘g 4000 L% 1o f \
o : 3

| %" 2000 ‘ Eﬂ 0.50 - |

= 2 |

© e aa O 000 f——+—t——+—+— — ’

] -2000 33—l G B A2 13— 14—45 ‘ -0.50 Y SN Sanen TN SRae SN SSUEE S RSN (aay v QNS ¥ A & M -3 ‘

\ Time (month) \ Time (month) J

— _ e e

|
.

0 (¢) Response of LIQUIDITY to One S.D. NET Innovation \ (d) Response of RISK to One S.D. NET Innovation }
¢ 0.20 ‘
. | |
5 | 0.00 4~ R \
g \ B
@ E -0.20 3 8 9 10 11 12 13 14 15 ’
: I |
£ g
o , g 0.40
§ | £ |
£ [ \ © -0.60 -
Q ] ] ‘
: | ;
!, 0.1 T I TS | \ -0.80 i
H i
| Time (month) ‘ ; Time (month) ‘
| i | i o |

63



30

LONH1581989

UNANANIIANFES

Bae, Kae-Hong and G. A. Karolyi. (1994) "Good News, Bad News and International Spillovers
of Stock Return Volatility between Japan and U.S." Pacific-Basin Finance Journal.
Vol. 2, pp. 405-438.

Chan, Louis K.C. and Josef Lakonishok. (1993) "Institutional Trades and Intraday Stock Price
Behavior." Journal of Financial Economics. Vol. 33, pp.173-199.

. (1995) “The Behavior of Stock Prices around Institutional Trades." The

Journal of Finance. Vol. 50, No.4 (September), pp.1147-1174.

Holthausen, Robert W., Richard W. Leftwich and David Mayers. (1987)"The Effect of Large
Block Transactions on Security Prices." Journal of Financial Economics. Vol. 19,
pp.237-267

___________ (1990) "Large-Block Transactions, the Speed of Response, and Temporary and
Permanent Stock-Price Effects.” Journal of Financial Economics. Vol. 26, pp.71-95.

Jeerapat, Boonlert. (1994) "Investors with the Financial Volatility." Economic Fragmentary.
Bangkok Metropolitan Bank, Vol. 5, No. 2 (Apr-Jun), pp.1-4. (in Thai)

Keim, Donald B. and Ananth Madhavan. (1995) "Anatomy of Trading Process: Empirical
Evidence on the Behavior of Institutional Trades." Journal of Financial Economics.
Vol. 37, pp.371-398.

Klemkosky, Robert C. (1977) "The Impact and Efficiency of Institutional Net Trading
Imbalances." The Journal of finance. Vol. 32, No. 1 (March), pp.79-86.

Lakonishok, Josef., Andri Shleifer, and Robert W. Vishny. (1992) "The Impact of Institutional
Trading on Stock Prices." Journal of Financial Economics. Vol. 32, pp.23-43.

Thai Military Bank. (1996) "Investment of Foreign Investors in The Stock Exchange of
Thailand.” Economic Information. Vol. 5, No. 2 (Feb), pp.1-12 (in Thai)



31

Thammasat University, Faculty of Economics, Economic Research and Training Center.
(1995) "Stock Market Investment of Foreign Investors in the Stock Exchange of
Thailand." Economic Monitor. Vol. 3, No.3, (May-June), pp.4-8. (in Thai)

Udomwajjanasak, Bunpow. (1996) “Analyzing the Investment Behavior of Foreigners in the
Thai Stock Market.” Research and Development, SCF Finance and Securities

Co.,, Ltd. pp.7-11. (In Thai)

wisdla

Agtmael, Antoine W. Van and Keith K. H. Park. (1994) The World's Emerging Stock
Market Structure, Developments, Regulations and Opportunities. Habr.

Barham, Sarah and lan Hallsworth. (1995) A Capital Guide to Foreign Investment in Asian
Markets. The International Securities Institute.

Charemza Wojciech W. and Derek F. Deadman. (1992) New Directions in Econometric
Practice: General to Specific Modelling, Cointegration and Vector Autoregression.
Great Britain: Edward Elgar Publishing Limited.

Enders, Walter. (1995) Applied Econometric Time Series. John Wiley & Sons, Inc.

Galloway, David., Greenbaum Louisa and Jacqueline Grosch. (1996) The LGT Guide to World
Equity Markets.

Hall, Robert E., Jack Johnston, and David M. Lilien. (1994) Eviews User's Guide:version 1.0.
Quantitative Micro Software.

Khoury, Sarkis J. and Torrence D. Persons. (1981) Mathematical Methods in Finance and
Economics. Elsevier North Holland, Inc.

Mishkin, Frederic S.(1995) The Economics of Money, Banking, and Financial Markets.
Fourth Edition. Harper Collins. 1995

Reilly, Frank K.(1994) Investment Analysis and Portfolio Management. Fourth Edition. The

Dryden Press.



32

The Stock Exchange of Thailand. (1995) Rules of the Stock Exchange of Thailand governing
Members, Trading, Securities Depository Center and Securities Registrars (as
amended up to May 1995).

. (1987-1986) Research and Development Department, Fact Book.

. (1994-1995) The Stock Market in Thailand.

Lﬂflﬁliéﬂz Q)

Sabaijai, Wipawee. (1993) “Dynamics of Thailand’s Budget Deficit and Current Account
Deficit.” Master of Economics (English Language Program), Faculty of Economics,
Thammasat University, Bangkok, Thailand, (May)

Sellin, Peter.(1994) 'Do Foreign Investors have a Market Impact on Swedish Stock Prices?”
Seminar paper no. 581, Institute for International Economic Studies, Sweden,
(Mimeographed)

The Stock Exchange of Thailand, Public Relations Department. (1996) A training course,
"The System and Performance in the Stock Exchange of Thailand." (in Thai)
Wannasophon, Tipwan. (1997) “Impacts of Foreign Investment on the Thai Stock Market :

VAR ANALYSIS" Master of Economics (English Language Program), Faculty of

Economics, Thammasat University, Bangkok, Thailand, (May)



[3 [3
'J‘liﬂ’ﬁkﬁiugﬁ‘\ﬂﬂiﬁﬁuﬁ‘lﬂﬂi Thammasat Economic Journal

U9 15 ativfl 1 fwraw 2540 Vol.15, No.1, March, 1997

Long-Term Gains in Joining ASEAN:

A Case of Laos*

Motoyoshi Suzuki

Associate Professor, Mie National University, Japan

~fuumenafiaueulassnsuanyfeum3nmse-GMS (The Greater Mekong Sub-region)

TDINDRAFITHGANTAT AMTINENTLTITHATRS



34

1. Introduction

Who could expect that Laos would join ASEAN, when the nation abolished its
monarchy in December 1975 and established a socialist regime? Overcoming initial political
uncertainty, the country worked to build a moderate socialist state through the
nationalization of industry and collectivization. Laos is undergoing a conversion to build a

modern state. The first Five-Year Plan launched in 1981 yielded many successes in the
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agricultural sector. The country's basic difficulties went unresolved, however, including the
fiscal and trade deficits and the inefficiencies of production under the socialist system.
Coinciding with the start of the Second Five-Year Plan in 1986, Laos embarked on a
program of economic reform dubbed "The New Economic Mechanism'.  Under this
program, the country championed the swift conversion from a socialist command-style
economy to a market economy.

This paper explains the possibility, through categorizing Lao modern history into
four periods, that such a conversion of the economic system may be realized more readily
for Laos than for Russia or other East-European countries. However, this does not imply
that the market mechanism may be introduced quite easily and successfully. In addition,
Laos plans to join ASEAN, along with Cambodia in July 1997. Whether this decision
making is a proper one or not depends on the long-term costs and benefits of joining
ASEAN. A market economy will not be born naturally, simply by reducing government

intervention.

2. Joining ASEAN to the Realization of Comprehensive Development
The ultimate aim of the country is realization of comprehensive development. It
means improvement in both quality and quantity of peoples' welfare. Before analyzing
influences of joining ASEAN, it is essential to acknowledge relative and intertemporal
conditions of the Lao society and economy. We categorize Laos's modern history into the
four economic periods, as depicted in FIGURE 1.
2.1 French Colonial Period
The First period was the "French Colonial Period" which started in 1893. Although
the Japanese Army advanced into Laos in 1945, Laos returned to being a French colony
after the end of World War II. The economic characteristic of this period is that the
traditional economy sector, i.e. the non-monetized natural economy sector, had a dominant
share in the Lao economy. The market economy sector in the urban area and its

neighboring areas were developed to some degree by the French colonialism. The French
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and other western countries provided a huge amount of assistance in order to check the
infiltration of communism into Laos.
2.2 Socialist Command Economy Period

The second period, the “socialist Command Economy Period’, started in 1975
when the nation abolished its monarchy and established the Lao People's Democratic
Republic. The land title was restored to the state. The commercial sector was compelled to
transform into a controlled economy sector, the agricultural sector collectivized, and other
sectors such as the industrial and trade sectors, nationalized. The traditional economy was
composed of a natural economy which relied little on money in the mountainous areas,
where the farmers still live self-sufficiently by participating in low-productivity shifting
cultivation practice. Each village consists of several families.
2.3 Transitional Economy Period

The third period was the "Transitional Economy Period". This was oriented
toward the conversion from a socialist command economy to a market economy, under the
economic reform called the "New Economic Mechanism". In this period, a double structure,
i.e. (1) the transition from a socialist command economy to a market economy and (2) the
development of a natural economy sector, occurred side by side. However, the ultimate aim
of the transitional economy is not to accomplish the conversion from a socialist command
economy to a market economy, but to achieve development by improving the people's living
standard. The World Bank and IMF put emphasis on the policies themselves during the
period.
2.4 Joining ASEAN Period

Laos joins ASEAN in July 1997 along with Myanmar. Laos will have dynamic
costs and benefits in both the long run and short run by joining ASEAN. Joining ASEAN
will be justified if improvement of peoples' welfare is realized through (1) the transition from
a socialist command economy to a market economy and (2) the take-off of a natural
economy sector. In the following chapter, the costs and benefits of joining ASEAN will be

discussed more concretely.



FIGURE 1 Classification of the Socio-Economic Periods in Laos
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3. Long-Term Gains in Joining ASEAN

We analyze the long term gains in Laos's joining ASEAN in this chapter. This
analysis can apply to old member states of ASEAN as well as new member states, Laos and
Myanmar. TABLE 1 shows direct costs for joining ASEAN. When Laos joins ASEAN, it
must contribute one million dollars and pay 0.6 million dollars as an annual membership fee.
ASEAN held more than 270 meetings in 1995. For participating in meetings, member states
must pay transportation costs, stipends for accommodation, correspondence expenses, etc.
In official or unofficial meetings, English is used as the official language. Lao officials need
to be trained in English. In addition, they need to acquire fundamental knowledge
regarding international law, economics, politics, etc. Japan, other countries and international
organizations can provide financial or technical assistance in some fields. However, the Lao
government itself must make efforts to upgrade the ability of government officials to catch
up with other ASEAN member states.

The influence of joining ASEAN on Laos is expected to affect the three broad
fields of (1) economic effects, (2) regional cooperation effects, and (3) political, psychological,
socio-cultural (PPS) effects illustrated in FIGURE 2. Economic effects include three effects,
namely, budget effects, trade expansion effects, and dynamic effects. Regional cooperation
effects include four effects, ie., ASEAN Regional Forum (ARF) effects, Japan-ASEAN
Relation effects, Greater Mekong Subregion effects, and AFTA-Plus effects. Political,
psychological, socio-cultural (PPS) effects mean the political stability effects, psychological
effects, and socio-cultural effects. Some of these effects will become obvious in the short
term, and others will be realized in the long term. They have derivative dynamic effects in
various fields, and are closely related to one other. Expected effects are explained as

follows.



TABLE 1 Direct Costs

Meeting frequency  more than 270 meetings in 1995
Expenditures (a) contribution fund 1 Mil.$
(b) annual membership fee 0.6 Mil. $
(c) traveling expenses ?
(d) training expenses ?
Study of English, Economics, etc.--Using Japan's ODA, etc.
(e) miscellaneous ?

(Source) The Author

FIGURE 2 Long-Term Gains in Joining ASEAN

ECONOMIC EFFECTS REGIONAL COOPERATION EFFECTS

1. Budget Effects fe===3 4. ASEAN Regional Forum (ARF) Effects

2. Trade Expansion Effects 5. Japan-ASEAN Relation Effects
3. Dynamic Effects 6. Greater Mekong Subregion Effects
7. AFTA-Plus Effects

Joining ASEAN
Formation of AFTA
Realization of CEPT

PPS Effects

8. Political Stability Effects
9. Psychological Effects
10. Socio-cultural Effects

(Source) The Author
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3.1 Budget Effects

(3.1.1) Relative Importance of Tariff Revenue

ASEAN member states ought to reduce tariffs to within 0-5% by the year 2003. As
Vietnam joined ASEAN in 1995 three years after AFTA started, the deadline of Vietnam's
tariff reduction schedule has been postponed until the year 2006. From this analogy, the
deadline of the Laos's tariff reduction schedule can be estimated to be the year 2008, two
years after Vietnam's. Tariff reductions are considered to have negative effects on tariff
revenues in the national budget. The percentage of tariff revenues in Laos's GDP was 2.3%
in 1995 (TABLE 2). The percentage of tariff revenues in government revenues (tax revenue
plus non-tax revenue) is as high as 20.1% (TABLE 3). Although this value is not as high as

Vietnam's (28.3%) or Cambodia's (54.1%), the loss of this revenue source will expand the

budget deficit.

TABLE 2 Effects of Tariff Reduction

GDP by Industrial Origin at 1990 Constant Market Prices  (Mil. of Kip)

Share(%)

1991 1992 1993 1994 | 1995 est. 1994 11995

Agriculture 365,347 1395,537 | 406,234 |439,980 | 461,641 | 56.4| 55.2
Industry 105,634 |113,587 | 125,258 |138,664 | 154,393 | 17.8| 185
Services 156,993 | 163,03 | 175,633 185,376 | 201,086 | 23.7| 24.0
Import duties 9,186 - 9,635 14,718 | 16,668 19,263 211 23
F(,;rli)cg at constant market| 637,160 |681,797 | 721,842 |780,657 | 836,382 |100.0 |100.0

(Source) Bank of the Lao PDR, Annual Report, 1996




TABLE 3 Lao PRD: Revenue, Grants and Tax on Foreign Trade

FY 1994 | Share of foreign trade tax
[ I ] Revenue and Grants 238.4 100%
1.Revenue 165.7 100%

1.1.Tax 1349 100%
(1)Profit tax 173
(2)Income tax 10.7
(3)Agricultural/Land tax 1.8
(4)Business licenses 0.2
(5)Turnover tax 276

(6)Tax on foreign trade 38.7 16.2% | 23.4% 28.7%

6.1 Import duties 33.8 14.2% | 20.1% 25.1%

6.2 Export duties 49 2.1% 3.0% 3.6%
(7)Excise taxes 55
(8)Timber royalties 26.7
(9)Other taxes 6.5
1.2. Non-tax revenue 30.8
(1DDepreciation/dividends SOES 3.0
(2)Others 278
Leasing 50
Concession 04
Overflight 79
Interest/Amortization 106
Other 3.9
2 . Grants 72.7

(Source) The Author, based on the Bank of the Lao PDR, Annual Report, 1996
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(3.1.2) Tariff Structure

TABLE 4 shows the average tariff lines of import goods imposed by the Lao
government, which are categorized into five groups of products, namely (1) agricultural
products, (2) wood products, (3) energy, (4) natural resources, and (5) manufactured
products. Tariffs averaging 18.5 % are imposed on agricultural products, in particular, the
tariff rates on vegetables, fruits, tobacco (26.9%), and livestock meat (20.5 %) exceed 20%.
Although Laos has a comparative advantage in wood production, its processing techniques
are still primitive. Thus the tariff rate on processed wood products is as high as 11.4%
compared with import of unprocessed woods (6.5%). The tariff rate on energy is relatively
low. Tariff on natural resources used for intermediate products is low. Concerning
manufactured products, tariff rates on consumer products (14.0%) and passenger cars
(18.8%) are relatively high, while low tariff rates are fixed on capital goods (1.4%),
intermediate products (7.8%), trucks and buses (1.9%) essential to production activity. The

average tariff line of all import products is 12.1%
TABLE 4 Average Tariff Lines of Products

Product unit Average tariff Product lines Average tariff

Agricultural products 185 Fish products 113
Livestock meat 20.5

Livestock 6.1

Processed products 19.8

Vegetable, fruits, tobacco, etc. 26.9

Wood products 12.4 Woods 6.5
Wood products 114

Non-forest products 19.2

Energy 8.2 Electricity 0.0
Fuel 10.1

Natural resources 11.1 Intermediate products 79
Manufactured products 9.8 Capital goods 14
Consumer products 14.0

Intermediate products 7.8

Medicine 24

Vehicle as capital goods 1.9

Vehicle as consumer products 18.8

Total average 12.1

(Source) The Author, based on Import-Export Tax Regime, Decree No. 12, Lao
People's Democratic Republic.
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(3.1.3) High Tariff Product List

TABLE 5 shows the high tariff product list for Laos. High tariff rates are imposed
on cars with engines of more than 1200 cc (80%) and cars with engines of less than 1200 cc
(60%) to control import. Alcohol, such as beer (80%) and wine (70%), and cigarettes (80%),
and cigars (80%) are also products on which high tariffs are imposed because they are
regarded as luxury goods. The import of cars and their parts amounted to 9.9% of total
import in 1994 (TABLE 6). That of luxury goods amounted to 3.7%. As drastic tariff
reduction from 80% to 5% is expected to induce huge potential demand, it is inevitable that
both the balance of payments, due to import expansion, and the budget, due to tariff

reduction, will deteriorate.



TABLE 5 List of High Tariff Products (more than 50%)

13.8.0 Cars with engine of more than 1200cc, 80
including frames

56.3 Al kinds of beer 80

56 .5 Specially processed alcohol, including all 80
kinds of alcoholicbeverages

57 .4 All kinds of cigarettes (with or without 80
filter)

57.5 All kinds of cigars 80

56 .4 Wines 70

56.9 Other drinking alcohol 70

94 .2 All types of gambling devices 70

13.8 Cars with engine of less than 1200cc 60
Including frames

25.1 All types of plywood 50

25.2 Parquets 50

55.0 Raw coffee 50

55.1 Processed coffee, ground or not ground 50

55.3 Raw tea 50

55.4 Dried tea, ground tea 50

56.1 Distilled alcohol of less than 80 50

56.2 Medicinal spirituous liquors 50

57.3 Other kinds of tobacco (red tobacco, pipe 50
tobacco)

64.0 All kinds of perfume 50

(Source) The Author, based on Import-Export Tax Regime,
Decree No. 12, Lao People's Democratic Republic.

TABLE 6 Lao Import by Gommodity

(US$)
1994 %
Food stuff 96,685,501| 13.3
Clothes 48936522 6.7
Sports & culture 5987694] 08
Machinery 41,372,7116] 5.7
Luxury goods 15,947,103 2.2
Construction 56,042,979 7.7
Cars & parts 71,654317] 9.9
Medicine 6,608945] 0.9
Energy & gas 56,724993] 7.8
Grants & Loans 26875862 3.7
Total 726,926,632]100.0

(Source) The Author based on data

obtained from Ministry of Commerce



45

(3.1.4) Intra-ASEAN Trade vs Extra-ASEAN Trade

Although CEPT tariff reduction is applied to intra-ASEAN trade, the tariff rate
imposed on import from non-ASEAN sources will not be reduced. Namely, ASEAN has a
double-standard tariff structure. While 70% of Laos's import are from intra-ASEAN trade, in
particular, 60% of total imports are from Thailand, 30% of its imports are from extra-ASEAN
trade (TABLE 7). After realization of CEPT tariff reduction schedule, tariff revenue accrued
from imports (70%) from ASEAN will decrease, but tariff revenue accrued from imports (30%)
from extra-ASEAN trade will not change directly. However, as the formation of AFTA is
expected to expand intra-ASEAN trade, the present 7 to 3 intra-extra trade ratio will be
biased in favor of intra-ASEAN trade. Tariff revenue accrued from extra-ASEAN import will
increase according to the absolute increase of import value, and vice-versa. Although the
percentage share of extra-ASEAN trade is expected to contract after formation of CEPT, its

absolute value will increase according to Laos's economic expansion.

TABLE 7 Destination of Lao Trade

Lao export to Lao import from

US$ Mil. share(%) US$ M il share(%)
199311994 1995(1993 [ 1994 | 1995 [1993]1994 | 19951993 11994 11995
ASEAN 95] 161 188 51.6] 36.8] 54.0f 221| 376| 464| 62.8] 58.7| 70.3
Thailand 571 63] 63{31.0{ 14.4] 18.1] 193| 321} 390{ 54.8] 50.1} 59.1
Singapore 31 1001 0.00 0.7y 29| 11y 31| 45| 3.1{ 4.8 6.8
Vietnam 381 94| 115) 20.7| 21.5] 33.01 16| 23| 28] 45| 3.6] 4.2
Extra-ASEAN 89| 276} 160f 48.4| 63.2| 46.0] 131| 265} 196]| 37.2] 41.3] 29.7
Japan 11| 28] 27| 6.0f 6.4 7.8f 41} 37| 32| 11.6] 5.8 4.8
France 17y 18] 26| 9.2 4.1 7.5 41 21 26| L1| 3.3] 3.9
Germany 121 191 17| 6.5 43| 4.9 4 8 5| L1p 12 0.8
United States 8 91 10] 4.3 2.11 2.9 5 6 2 L4 0.9] 0.3
Australia 0.01 0.0 0.0 12 31 231 3.4 48] 35
China 3 4 6] 1.6 0.9 171 41 40 53| 11.6] 6.2 8.0
Russia 3 1.6 0.0 0.0 2 1 0.6] 0.2 0.0
World 184 437 348{100.01100.0}100.0] 352f 641{ 660(100.0/100.0{100.0

(Source) The Author based on IMF, Direction of Trade Statistics Yearbook, 1996.
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(3.1.5) Impact of CEPT on Illegal Trade

As Laos is a landlocked country surrounded by 5 countries, border trade has been
quite active. Let us define “legal trade” as trade passing through customs. It is estimated
by the authority that illegal trade or smuggling amounts to several times as much as legal
trade. FIGURE 3 illustrates the conceptual comparison between legal trade and illegal trade
under the present tariff lines, where the illegal trade amount is illustrated as equivalent to
legal trade amount due to lack of data. This figure depicts illegal trade which occurs
because the transaction cost of smuggling is smaller than tariff payment for active
smugglers under the relatively high tariff rate. FIGURE 4 illustrates the trade expansion
effect and conversion of illegal trade into legal trade. After successful realization of CEPT,
both legal exports and imports will increase due to trade expansion effects induced by
CEPT tariff reduction. The increments are illustrated in (A) and (E). Therefore tariff
reduction by CEPT will create new tariff revenue imposed on (A) as legal import by trade
expansion and (C) as conversion of illegal import to legal import. However, the reduction of
tariff revenue induced by CEPT will not be wholly offset by the increase of new tariff
revenue (TABLE 8). Therefore, the Lao government must look for a new source of revenue,
such as a turnover tax, or it may implement tax reform to curtail expenditures and to

improve tax collection.

FIGURE 3  Conceptual Comparison between Legal Trade and Illegal Trade

Legal Imports Legal trade

B) A

Legal Exports
¥

Present tariff (Average rate 12.5 %)

Illegal Exports
Illegal Imports v
Illegal trade (Smuggling)

(Source) The Author
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FIGURE 4 Trade Expansion and Conversion of Illegal Trade into Legal Trade

Trade expansion effects

Legal trade

Present tariff (Average rate 12.5 %)
1€— Conversion to legal trade
CEPT 0-5 %

(A €
—
Legal Imports B :
B
Legal Exports
F)
© G
Illegal Exports(H)
Illegal Imports
(D)
(Source) The Author

Illegal trade (Smuggling)

TABLE 8 Comparison of Tariff Revenue before and after CEPT

Present tariff revenue

(B) X 0.

125

After-CEPT tarniff revenue

[(A)+B)+(C)] X (0 ~ 0.05)

(Source) The Author
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(3.1.6) Inevitable Introduction of Turnover Tax

In Laos, a 5% turnover tax for finished products is imposed on the sum of CIF
price plus import tariff at the wholesale stage, and 5% is imposed on the retail price minus
paid tax at the retail stage (TABLE 9). Concerning raw materials, a 3% turnover tax is
imposed on the sum of CIF price plus import tariff at the wholesale stage, and 3% is
imposed on the retail price minus paid tax at the retail stage.

However, the author has not paid any turnover tax on purchased goods and
service at any shop in Laos in the last five years. Under the present condition, it is rather
difficult to charge and collect a turnover tax because of an inadequate auditing system.

In conclusion, a turnover tax will not alleviate the negative impacts of tariff
reduction by CEPT on the national budget because of its unsuccessful introduction.
However, there is no way to relax the budget deficit other than a turnover tax. Therefore,
the government must make efforts to fully establish a turnover tax regime, in particular in

urban areas through the penetration of an auditing system, etc.

TABLE 9 Turnover Tax

Finished Wholesale stage | (CIF price + import tariff) X 0.05

Products Retail stage (CIF price + import tariff) X 0.05 - Paid tax*

Raw materials | Wholesale stage | (CIF price + import tariff) X 0.03

Retail stage (CIF price + import tariff X 0.03 - Paid tax*

{(Source) The Author

(Note) * To prevent double taxation.

3.2 Trade Expansion Effects

As tariff reductions reduce the prices of imported goods, intra-ASEAN demand
will probably expand. This demand condition will induce supply to increase production.
Thus, intra-ASEAN trade can be expected to increase. However, this does not imply the

increase of Laos's exports but the expansion of Laos's total trade values. Laos must make
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efforts to counterbalance import expansion with export expansion.

Laos has a comparative advantage in producing buffaloes. Thailand imposes a 40
% tariff on the import of live buffaloes, and a 60 % tariff for buffalo meat. Trade expansion
effects for Laos will be smaller, if products in which Laos has a comparative advantage are
included in the exclusion list.
3.3 Dynamic Effects

One of the most important effects is called "Dynamic Effects” which occur over
the long term. The successful realization of tariff reductions means that borders will
disappear or be negligible for companies in ASEAN. Thus, companies can choose the
most convenient production base to maximize profit. Japanese companies have established
one production base in each ASEAN country. As the CEPT tariff reduction schedule makes
progress, companies will implement integration through the abolition and establishment of
their production bases. This dynamic effect will invariably bring about still more severe
competition among the ASEAN member states. Formerly, companies used to follow
government policies. However, in the future, it is companies that will select the country as
their production base. Therefore, the negotiation power of governments will decline. When
Laos invites manufacturing companies to set up their plants, former import substitution
policy through prohibitive tariffs as incentives will not be effective. Laos must invite land-
intensive industry, electricity-intensive industries, water-resource-intensive industries, etc.
Labor-intensive industries will also be more attractive in the near future. However, as Laos
has a small population (4.6 million persons), wage rates will easily increase when foreign
companies rush into Laos.
3.4 ASEAN Regional Forum (ARF) Effects

ASEAN has multi-channels to open a dialogue with foreign countries through
ASEAN Regional Forum (ARF). A brief explanation of the ARF is as follows.

In July 1993, ASEAN initiated the establishment of the ASEAN Regional Forum
(ARF) to serve as a multilateral consultative forum aimed at promoting preventive

diplomacy, confidence building, and an elaboration of approaches to conflicts among the
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states in the Asia-Pacific region. The Forum presently consists of the seven ASEAN
Member Countries, seven Dialogue Partners (Australia, Canada, European Union, Japan,
New Zealand, South Korea and the United States), three Observers in ASEAN, (Cambodia,
Laos and Papua New Guinea), and two Consultative Partners, (China and Russia). Joining
ASEAN will promote Laos's negotiation power with non-ASEAN states through support
from ASEAN.

3.5 Japan-ASEAN Relation Effects

Japan has had political, economic and cultural cooperation with ASEAN member
states as shown in TABLE 10. Japan-ASEAN relations began in 1973 and were
institutionalized in 1977. Japan and ASEAN relations have strengthened through wide-
ranging and frank exchange of views in (1) the Japan-ASEAN Summit Meeting, (2) the
Japan-ASEAN Foreign Ministers Meeting, (3) the Japan-ASEAN Economic Ministers
Meeting, (4) the Japan-ASEAN Science & Technology Ministers Meeting, and (5) the
ASEAN-Japan Forum. These meetings cover various topics of politics, trade, commodities,
investment, transfer of technology, development assistance, etc.

Concerning Japan's economic cooperation with ASEAN, it has ten projects, (1)
Assistance for ASEAN Industrial Project, (2) ASEAN Promotion Center on Trade, Investment
and Tourism (APC), (3) ASEAN Human Resource Development Project, (4) Plant Renovation
Project, (5) Japan-ASEAN Science & Technology Cooperation, (6) Invitation of ASEAN Youth
(Japan-ASEAN Friendship Program for the 21 Century---JAFP), (7) Japan-ASEAN
Cooperation Promotion Program (JACPP), (8) ASEAN-Pacific Human Resource Development
Cooperation, (9) ASEAN-Japan Development Fund (AJDF), and (10) Inter-ASEAN Technical
Exchange Program (IATEP).

As to cultural cooperation, Japan has 6 projects as shown in TABLE 10. When
Laos joins ASEAN, Japan will extend these projects and programs to Laos, too. Laos will
have long term gains to establish closer relationship with Japan under political, economic,

cultural, and technical cooperation.



51

TABLE 10 Japan-ASEAN Relation List

[1] Japan—ASEAN Meetings

1. Japan— ASEAN Summit Meeting

2. Japan— ASEAN Foreign Ministers Meeting

3. Japan— ASEAN Economic Ministers Meeting

4. Japan— ASEAN Science & Technology Ministers Meeting
5. Japan— ASEAN Forum

[2] Main Japan— ASEAN Cooperation Projects

2.1 Economic Cooperation

(1) Assistance for ASEAN Industrial Project

(2) ASEAN Promotion Centre on Trade, Investment and Tourism (APC)

(3) ASEAN Human Resource Development Project

(4) Plant Renovation Project

(5) Japan— ASEAN Science & Technology Cooperation

(6) Invitation of ASEAN Youth (Japan—ASEAN Friendship Program for the 21
Century— — —JAFP)

(7) Japan— ASEAN Cooperation Promotion Programme (JACPP)

(8) ASEAN-Pacific Human Resource Development Cooperation

(9) ASEAN—Japan Development Fund (AJDF)

(10) Inter— ASEAN Technical Exchange Programme (IATEP)

2.2 Cultural Cooperation

(1) ASEAN Cultural Fund (ACF)

(2) Ministry of Foreign Affairs Invitation of Youth Programme (Southeast Asia)
(3) ASEAN Research Cooperation

(4) Japan Foundation Asia Centre

(5) Japan Scholarship Fund for ASEAN Youth (JSFAY)

(6) Japan— ASEAN Exchange Project JAEP)

(Source) The Author

3.6 Greater Mekong Subregion Effects

The Mekong River has its origin in Yunnan in China, and its flows into five
countries: Laos, Myanmar, Thailand, Cambodia, and Vietnam. As Laos suffers from a
chronic budget deficit, it is rather difficult to improve infrastructure. Even though there

may be muitilateral assistance by international organizations, the amount of the assistance
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for a country is not large. It is much easier for international organizations to provide
financial support for infrastructure projects to improve roads, bridges, communication, etc.
across the borders. When the three Indochinese countries join ASEAN and an integrated
and larger market is formed along the Mekong River, development in the Greater Mekong
Subregion will be accelerated. This is the Greater Mekong Subregion (GMS) effect.

The Greater Mekong Subregion Task Team organized by Japan's Ministry of
Foreign Affairs, completed suggestions about a sustainable and well- balanced development
plan(l)i A summary of this plan is as follows.

(1] Integrated development berefiting GMS as a whole

(a) positive promotion to improve infrastructure across the borders.

(b) To place higher priority to providing assistance for Laos and Cambodia to
improve the economic imbalance in the GMS and to promote balanced
growth.

{c) To balance exploitation of natural resources and environmental conservation
along the Mekong River .

[2] To promote sectors having comparative advantage in each country and key
industries.

[3] To develop rural areas which form dominant positions in the country
3.7 AFTA-Plus Effects

The expansion of intra-ASEAN Trade will never be realized without tariff
reduction. However tariff reduction is merely one necessary condition to expanding intra-
ASEAN trade. Necessary and sufficient conditions include tariff reduction being realized
with the adoption of the related microeconomic and macroeconomic policies.

Microeconomic policies include Trade-Related Investment Measures (TRIMs), Trade Related

(1) Japan's Ministry of Foreign Affairs Greater Mekong Subregion Task Team, Development

Plan Report in the Greater Mekong Subregion, (In Japanese) July 1997, pp.1-4.
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Aspects of Intellectual Property Rights (TRIPs), rules of foreign direct investment, etc. As
for product standardization, safety, quarantine, etc. ASEAN needs a common methodology
and procedures.

Macroeconomic policies consultation includes (1) monetary issues, (2)
transportation and communication issues, (3) labor issues, (4) non-banking services,
(6) Research & Development (R & D), (6) environment issues, etc. As the contents of these
policy issues vary among ASEAN member states, the divergence gives a negative impact
on the unity of ASEAN”. AFTA-Plus effects means a positive impact in which consultation
about policy issues among member states will result in the expansion of intra-ASEAN trade.
3.8 Political Stability Effects

The Bangkok Declaration (1967) specifies that “the countries of South East Asia
share a primary responsibility for strengthening the economic and social stability of the
region and ensuring their peaceful and progressive national development”. Laos will benefit
from joining ASEAN, by strengthening domestic political stability and settling disputes
with neighbors. However, if economic development in Laos progresses after joining ASEAN,
it is very difficult to maintain one-party rule by the Lao People's Revolutionary Party. In this
transitional process, the Lao political situation will become somewhat chaotic.

3.9 Psychological Effects

Investors hate the nationalization of their assets. Even though the law of foreign
direct investment specifies that the property and investment of foreign investors shall be
fully protected, they feel uneasy about investing in socialist countries, because these
countries do not allow private property rights in their constitutions. If Laos joins ASEAN,

this psychological unease will be reduced considerably.

(2) Masao Sakurai, “Trade Liberalization of ASEAN Member States: AFTA-CEPT Agreement’,
(in Japanese, ASEAN Shokoku no Boueki Jiyuuka, Kanzei to Boueki) 1996, p. 84.
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3.10 Socio-cultural Effects

The inflow of foreign culture seems to have negative socio-cultural effects in that
it may erode domestic culture, morality, ethics, etc. As Laos had long periods of colonial
experience, it desires to maintain a national identity. On the other hand, the inflow of
foreign culture, information, knowledge will have positive effects in that it will promote

internationalization.

4. Concluding Remarks: Company Strategy vs Country Strategy

Many East Asian nations have made efforts to industrialize their economies by
implementing an import substitution policy. While an import substitution policy blocks the
import of finished products by imposing a prohibitively high tariff, the country must import
capital goods and intermediate goods essential to produce import substituting goods. As a
result, foreign reserves saved by blocking the import of finished products is offset by import
payment for capital goods and intermediate goods. As ASEAN nations, except for
Indonesia, have relatively small population, small domestic demand cannot create economies
of scale. It is difficult to curtail production costs. Thus, these countries have adopted an
export promotion policy instead of an import substitution policy, and have industrialized
their economies and solved the foreign exchange gap and domestic demand problems.
Industrial policies such as an import substitution policy or an export promotion policy are
usually designed by the government's initiative, and companies follow these policies. This
is a traditional and fundamental relationship between nations and companies. Namely, a
nation’s decision making stands superior to companies', as illustrated in FIGURE 5. The
objectives of ASEAN policies to form AFTA are to improve competitiveness by making
ASEAN markets more attractive. After the formation of AFTA, companies will be able to
make decisions more freely on selecting more efficient production bases among all their
bases in ASEAN. Japanese companies, such as car and electric appliance manufacturers,
have so far established one production base in each ASEAN country, where all bases

produce finished goods. However, they will integrate production bases in ASEAN,



FIGURE 5 Company Strategy vs Country Strategy
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reorganize their functions and abolish some of them. In this process, they will convert some
of the production bases of finished goods into the production bases of parts. Concerning
cars, companies select one production base from among all assembly bases in ASEAN,
convert some production bases into parts-sourcing bases, and abandon the rest. This
implies that the car industry will disappear from certain countries. Therefore, Indonesia,
which does not have much comparative advantage to produce cars, was forced to
implement its "National Car Plan". The Indonesian authority might fear that the car
industry will disappear from Indonesia.

Can Laos have a comparative advantage as a production base after the formation
of AFTA? Laos deeply relies on importing a wide range of products, from sundry goods like
soap, clothes, etc. to manufactured goods like machinery, cars, etc. Imports to Laos are
sure to increase rapidly. One of the most serious scenarios illustrates that low-priced
imports after the introduction of CEPT may drive out some of domestic light industries.
However, some industries which have high costs in Singapore, Malaysia or Thailand will
shift their production bases to Laos in accordance with the "Product Life Cycle
development” hypothesis. One example is a ball bearing company whose production base
in Singapore was shifted to Thailand due to increasing production costs. But Laos does not
border the sea. As already explained, country strategies no longer control company
strategies. A tariff protection policy will no longer be effective to attract foreign companies.
It is proper that Laos should design industrial plans over the regional span of northeastern
Thailand, Vietnam and Cambodia. The construction of the second Mekong bridge and huge
potentials of hydroelectricity may contribute to spatial development. The establishment of
land-intensive industries or electricity-intensive industries in the southern region of Laos
connecting Vietnam and Thailand will have a comparative advantage. It is not unrealistic
to invite high technology industries to set up integrated circuit (IC) chip plants, because
export by air might overcome the transportation problem specific to Laos, namely its land-

locked location, inadequate road network, etc.
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The author interviewed managers of foreign companies in Laos about the impact
of AFTA. Although they agree that the formation of AFTA through the introduction of
CEPT will bring about serious competition, they expect qualitative improvement in
government administration. At present, companies cannot transfer their products or parts to
other cities or villages without the approval of the government. It takes time to get
permission from the government. This means that they cannot respond immediately
according to their decision making under the present economic conditions. Normally, in
capitalist countries, companies need not seek official approvals to transfer their products. In
general, it is better if governments do not interfere with day-to-day private business
activities. It is expected that joining ASEAN will lead to improvement in such functions

and roles of the government which will bring about welfare gains in Laos in the long run.
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1. Introduction

China and ASEAN are neighboring countries with a long traditional relationship in
history. With the global trend of regional integration, and with competition coming from the
European Union, the North America Free Trade Area and other regional groupings, it is
important both for China and ASEAN to enhance their trade and investment relations. In
this paper I would like to give an introduction on China's economic situation, economic
reform and development, and to analyze and explore the trade and investment relations as

well as potentials and perspectives of cooperation between China and ASEAN countries.

2. General Situations of the Chinese Economy

China is a developing country during a transitional stage from a planned economy
to a market economy.
2.1 Land area and population

The People’s Republic of China is located in the East of Asia with the land area

about 9.6 million square km., and a population of more than 1.2 billion in 1996, about 70% of

which live in rural areas.
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China is administratively divided into 23 provinces, 5 autonomous regions and 4
municipalities. They are in turn divided into prefectures, cities, counties, towns and villages.
There are 56 nationalities in this country, 94% of the population are Han people. The largest
minorities are Zhuang, Mau, Hui, Miao, Uygur and Yi.

2.2 Economic Development

China’s economic development can be divided into two periods since 1949: before
and after 1978.

In the first period before 1978, China’s economic system was centrally planned with
three features:

1) public property ownership or state ownership was dominant;
2) personal income distribution is according to work and relatively equal;
3) 5-year mandatory central planning.

In the second period since 1978, the government has been carrying out reforms and
an open policy which greatly changed China. The changes are also called “the Second
Revolution after the 1949 liberation”.

Since 1978, China has achieved a high economic growth rate, with its GNP being
doubled in the period of 1978-1985, and redoubled in 1985-1995. The GNP per capita
increased from 379 Yuan RMB in 1978 to 855 in 1985 and 4754 in 1995, being doubled in the
period of 1978-1985 and increased by 5 times in 1985-1995. Price increases were also
significant, as the CPI increased by 300% from 1985 to 1995. However, even if inflation is
discounted, the people’s real income increased obviously in last 12 years.

Along with high economic growth rate, China experienced a remarkable change in
its economic structures. In terms of GDP, the share of the primary sector decreased from
30.1% in 1980 to 20.6% in 1995, while that of the tertiary sector increased from 21.4% in 1980
to 31.1% in 1995, and the secondary sector remained almost unchanged. In terms of
employment share, the primary sector decreased from 68.7% in 1980 to 52.9% in 1995, the
secondary sector increased from 18.3% in 1980 to 23.0% in 1995, the tertiary sector almost

doubled from 13.0% in 1980 to 24.1% in 1995 (see Table 1).



Table 1: China’s GDP and Employment Structure by Sector
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GDP Structure by Sector %

1980 1985 1990 1995
Primary 30.1 284 271 20.6
Secondary 485 431 416 48.4
Tertiary 214 28.5 313 311

Employment Structure by Sector %

1980 1985 1990 1995
Primary 68.7 62.4 60.0 52.9
Secondary 18.3 209 214 23.0
Tertiary 13.0 16.7 18.6 24.1

Source: China Statistical Yearbook 1996.

2.3 Economic Reform

The economic reform which started in 1978 in China can be divided into three stages:

The first stage (1978-1984)

The economic reform at very beginning emerged from the countryside, first in a

village of Anhui Province, where 18 farmers made a secret contract to distribute their land

to every family for household production use. They were very successful and had a good

harvest. For several years, supported by governments, the arrangement was developed into a

household responsibility contract system adopted by most Chinese rural areas, and farmers

were induced by incentives to produce more agricultural goods and earn higher income.
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The second stage (1985-1993)

The successful results in the rural reform encouraged the government to expand the
reform into cities and industrial sectors. At the beginning, the government gave more
decision-making power to enterprises and then introduced the contract system into
manufacture and commerce sectors. If state-run enterprises had contracts with government,
and they made more profit, they were allowed to retain more for their own use, and their
managers and workers could have more income. Some small state-run enterprises were
leased to the private sector. Some shareholding companies raised their capital in the
Shenzhen and Shanghai Stock Exchanges which were established as a test for the system.
In general, people can enjoy more economic freedom.

The third stage (since 1994)

In 1994, in order to resolve the problems of

1) serious inflation which affected most people;

2) because of decentralization policy, local governments gained more power
and erected trade barriers along their provincial borders, resulting in
excessive investment in some sectors;

3) the central government experienced a high fiscal deficit and there were
enormous shortages of infrastructures, and the economy was overheated
and structurally distorted. Consequently, the central government
undertook a new round of reforms:

Fiscal and taxation reform: the tax bureau was divided into central
and local organizations, and more taxes were collected by the central
government, while local governments which ran a budget deficit would
receive transfer payment from the central government. In this way the
central government enhances its control on local governments.

Banking and financial system reform: the central bank took a tighter
control on money supply; three new state-run banks were established to

support the agricultural and foreign trade sectors; stage-owned large banks
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were to be transformed into commercial banks; the Shanghai and Shenzhen
stock markets were further regulated; and so on.

Investment and foreign trade management reform: the government
took a tighter control on manufacturing investment and encouraged
infrastructure investment; the government took less control on  the
exchange rate, foreign currencies and foreign investment; and more

enterprises have obtained a right to conduct foreign trade.

2.4 Opening up to the outside world

In the first period (1950s-1978) of economic development, except for trade with USSR
and East European countries in 1950s, China was relatively isolated from most countries.
Since 1978, the government has been carrying out a policy which opens the economy to
the outside world. Firstly, four special districts were set up to attract foreign capital and
develop manufactured export industries. Then 14 cities in the coastal area were opened up,
and Hainan Province was set up as a new special district. Laws and policies were enforced
to give preferential treatment to foreign investors. Foreign trade, tourism and FDI increased
rapidly and gave the whole economy a strong impetus to develop at a high growth rate and
the people’s standard of living improved a lot so far.

China's export increased from 18.12 billion US dollars in 1980 to 148.77 hillion US
dollars in 1995. Import increased from 20.02 to 132.08 billion US dollars in the same period.
In 1980, more than half of the exports are primary goods, in 1995, more than 85% of the
exports are manufactured goods (see Table 2). For the import structure, more than 80% of
China's import are manufactured goods. In 1995, China's largest 5 trade partners are Hong

Kong, Japan, USA, Korea and Germany.
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Table 2: China’s Exports, Imports and Balance of Trade

Billion US dollars

Year Export Import Balance
1980 18.12 20.02 -1.90
1985 27.35 42.25 -14.90
1986 30.94 42.91 -11.97
1987 39.44 4321 -3.77
1988 4752 55.27 -7.75
1989 52.564 59.14 -6.60
1990 62.09 53.35 8.74
1991 71.84 63.79 8.05
1992 8494 80.59 4.35
1993 91.74 103.96 -12.22
1994 121.01 115.61 5.40
1995 148.77 132.08 16.69

Source: China Statistical Yearbook 1996.

China’s tourism increased rapidly too. Most of the tourists were from Hong Kong,
Macao and Taiwan, which in 1995 accounted for 87% of total overseas tourists. Among
other foreign tourists, half in 1995 were from Japan, USA, former USSR, Singapore,
Philippines and Britain. In 1996, China’s foreign exchange earnings from tourism was 10.5
Billion US dollars, which ranked the ninth among the largest tourist countries in the world.
(see Asia Week, April 7-13, 1997.)

As for  foreign capital inflow, in 1995, China attracted 48 billion US dollars of
foreign capital, the largest four investing countries or regions were Hong Kong, Japan,
Taiwan and USA (see Table 3).

At the same time, China has developed its investment abroad at a high speed.

China is one of the largest outward investors among developing countries in the first half of



Table 3: China’s Utilization of Foreign Capital by Country of Origin
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1995 Million of Dollars
Total Foreign Loans FDI and
Others
Total 48132.69 10327.00 37805.69
The Largest Four
Hong Kong 20401.83 216.72 20185.11
Japan 5113.32 1900.85 3212.47
Taiwan 3165.16 3165.16
United States 3134.66 50.93 3083.73
International Organizations
World Bank 2149.45 2149.45
International Fund for
Agricultural Development 16.22 16.22
Asian Development Bank 541.42 541.42
ASEAN
Indonesia 111.63 111.63
Malaysia 259.00 259.00
Philippines 105.78 105.78
Singapore 1860.61 1860.61
Thailand 288.24 288.24
Vietnam 28.30 28.30
Myanmar (1994) 2.89 2.89
Laos (1994) 0.05 0.05

Source: China Statistical Yearbook 1996.
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1990s. By the end of 1994, over 900 Chinese corporations had established over 4,600 foreign
affiliates in 130 countries. China’s FDI outflows averaged 2.4 billion US dollars a year during
the period 1990-1994, comparing with 0.7 and 0.05 billion US dollars during the periods of
1985-1989 and 1980-1984 respectively. Among China's outward FDI, more than 60% goes to
Hong Kong and Macao, about 15% goes to North America. (see United Nations, 1995, pp.
56-57.)

3. Trade and Investment Relations between China and ASEAN
3.1 Rapid growth of trade and investment

Geographically being close to China, the ASEAN countries and Cambodia are
China’s neighbors. Traditional trade has been conducted between China and these countries
for a long time, and has been redeveloped rapidly in recent years.

In 1970s, China and Malaysia, Philippines, Thailand established formal diplomatic
relations. In 1990, Indonesia and Singapore and in 1991 Brunei established formal diplomatic
relations with China. Since then, many bilateral agreements on trade, investment, tourism,
scientific technological cooperations and cultural, educational and other academic exchange
have been signed between China and the ASEAN countries, to provide favorable conditions
for trade and investment. In July 1991, Chinese Foreign Minister was for the first time
invited to participate in the 24" Conference of ASEAN Foreign Ministers, and the formal
diplomatic relation was established between China and ASEAN as an organization. In
August 1993, the General Secretary of ASEAN visited China, and as a result, the China-
ASEAN Joint Commission of Economic and Trade Cooperation, and the China-ASEAN Joint
Commission of Scientific Technological were established. Since the 1970s, government
leaders of ASEAN and China have exchanged visits, and their trade and investment

relations have been greatly enhanced.
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In 1970, the total trade between China and the 6 ASEAN countries was valued at
1.24 billion US dollars, increasing to 6.65 billion dollars in 1989, and  more than 18 billion
Us dollars in 1995. In 1995, the total export from the ASEAN-6 to China was 9,401.66 million
US dollars, and the total import from China was 9,035.25 million US dollars. (Xu Jianguo,
1991 p. 17, and also see Table 4.)

Befare 1979, there was almost no investment between China and the ASEAN
countries. Since the 1980s, ASEAN's direct investment in China increased rapidly, most of
which from Singapore and Thailand, and in 1995, ASEAN’s FDI to China reached 2,625.26
million US dollars (see Table 3).

Table 4: Trade between China and ASEAN Countries

1995 Million US Dollars

Export to China Import From China
ASEAN 6 countries total 9401.66 9035.25
Brunei 0.03 34.48
Indonesia 2052.02 1438.15
Malaysia 2065.09 1280.09
Philippines 275.77 1030.15
Singapore 3397.98 3500.64
Thailand 1610.77 1751.74
Vietnam 332.06 720.13
Myanmar 149.55 617.85
Laos 6.45 47.77
Cambodia 572 51.62

Source: China Statistical Yearbook 1996. )
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3.2 Competitiveness and mutual complementarity

Both China and ASEAN countries are developing countries, which export primary
goods, textiles and footwear as major exporting items, and they are trying to attract foreign
investment and imported technologies they need for their economic development. Therefore,
there is competitiveness among them. At the same time, they have mutual complementarity
between them on trade and investment. For example, the main items China exports to
ASEAN are steel and iron, electrical goods, vehicles and equipment, chemical products,
cotton, garments, coal, cement, Chinese medicine and vegetables. The main items China
imports from ASEAN are rubber, lumber, palm oil, sea food, electrical goods and machinery;
among these products, China is one of the largest importers of Malaysia's and Thailand’s
rubber, Myanmar's lumber, Malaysia’s palm oil. Indonesia’s main items exported to China
are petroleum and wood boards, while Philippines’ major exports to China are petroleum,
copper and copper products. It is obvious that there is a mutually complementary trade
structure between China and the ASEAN countries.
3.3 Potentials and prospective for further cooperation

For the following reasons there are a lot of potentials and bright perspective for
further cooperation between China and ASEAN.

1. Geographically close to each other

China and ASEAN are neighboring countries with a long traditional

relationship in history. Due to geographical proximity, the transportation cost of

trade is lower compared with trade with other continents. Now there are networks

of sea ways, road ways and airways as well as an improved communication system

among China and ASEAN countries.

2. Small proportions of trade and investment on each side

Although trade and investment growth was rapid in recent years between
China and ASEAN, on each side the value of mutual trade and investment only
accounted for a small percentage. Exports from ASEAN countries to China in

1995 only accounted for 3% of its total export value, and ASEAN's import from
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China only accounted for 2.6% of its total import value. On the other hand, in 1995,
China’s export to ASEAN 6 countries accounted for only 6% of its total export
value, and its import from ASEAN 6 countries accounted for 7% of its total import
value. Of China’s total FDI inflow, ASEAN accounts for only 5%, while China’s
outflow of FDI to all Asia Pacific countries (except Hong Kong and Macao) has a
5% share (see United Nations, 1995, pp. 56-57.) Therefore, there are large potentials
of trade and investment between China and ASEAN.
3. Similar income level and consumption customs

For GNP per capita, the average level in China is about 550 US dollars.
However, there are large differences among different areas; in the coastal area, it is
about 1000-1200 US dollars, but in western area the average is only 200-300 US
dollars. It is similar to the range of income level in most of ASEAN countries. In
addition, both China and ASEAN are Eastern countries with similar consumption
customs. According to  S.B. Linder’s trade theory, it is very likely that trade tends
to emerge between countries with similar income level and customs.
4. A Natural Tie among Overseas Chinese

There are about 27 million overseas Chinese in the whole world, about 85%
of which (about 21 million) live in Southeast Asia and most of them are minority
citizens in ASEAN countries. They have been making large contributions to the
economic development of their countries. Because these overseas Chinese have
relatives and are familiar with the Chinese traditions and culture, it is easier for
them to have a trade and investment relationship with the mainland Chinese
people.
5. Developing Regional Cooperation ‘

Bordering with Laos, Myanmar, Vietnam, and being close to Cambodia and
Thailand, the southwest part of China, especially Yunnan Province, has taken part
in the Great Mekong Subregional cooperation on economic development, cultural,

educational and other cooperation. In recent years they have developed their border
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trade, investment, tourism and technological cooperation in this very promising
subregion.
6. Mutual benefits

Although there are still some problems, such as competitiveness, trade
imbalance, trade barriers, drug trafficking and even territorial dispute in the
relationship between China and ASEAN countries, there are large potentials and
very promising perspective on the economic and technological cooperation
between China and ASEAN. The main reason is that economic relations based on

comparative advantages will create mutual benefit among them.
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