CHAPTER 2
REVIEW OF LITERATURE AND RESEARCH
METHODOLOGY

2.1 Review of Literature

They will be divided into 2 parts as follows:

2.1.1 To study CMS and RCA models
2.1.2 To study Japan’'s umport

2.1.1 To study CMS and RCA-modeis

Suthipan Jiratiwat etal (1987) studied on “The analysis of the
structure and the system’of thé export of industrial product of Thailand”.
This research applied ihe /piimary data by using the questionnaire to
interview traders on sonie | related) matters such as strengths and
weaknesses of export products and the competition capability. The
secondary data from various in&titutions were applied in this study also.
The analysis shew that the importance of industrial product increased.
The results shew the ¢hanges on the comparative advantage of the export
of industrial product/such as textile, clothe, shoes, wood product, etc.
This study also revised the monetary policy, market, etc. The study shew
the capacity of export wds different afid depended on types of product.
The adjustment by using “\CMS-model shew. the' capacity of export of
industrial product had tendency 16 be betterexSome of industnal products
had comparative advantage suchias'textile,! cloth, jewélry, rubber product,
plastic, toys and shoes. For the problem of export, it was found that the
investment support from the government to private sector was too low.
The private sector also lacked of updated data, human resource in both
quality and quantity, and way to give confidence to tradefs. This study

gave suggestion that the government should provide more production



support espectally for the adjustment of the cost of production. The
government should deeply concern in both short-term and long-term

Chalintu Saranya (1997) studied on “A Study of Thai
Competitiveness in Rice Export to the World Market”. This research
studied the performance of Thai rice export to the world market. Focus on
the value of nce exporting to the world market trom Thailand and the rest
of the world and ranging period from 1988 to 1996. This research used
Constant Market Share (CMS) model. " ~Tis4s an analytical method for
examining a country’s export- growth with respect to the countrv’s
performance.

This studied shew the/three major etfects that market trading
changes as follows: 1. Growth/eftect 2. Commodity eftect 3. Competitive
etfect. The result was Thai growth efteet was positive. In the period 1998
to 1996. Thai could expand export to the world market. The second
eftect, commodity etfect swas ‘positive, “the increasing of world rice
demand. And final effect, competitive ctfect was positive. Thai had
comparative advantage of rice in the world market. This studied gave
suggestion that Thai should be 1. Develop . production system.
transportation and stock 1 domestic for effective exporting. 2. The
unprovement and packaguig of rice exXport in order to make believed
directly to a customer. (3! Thai government to.set the quality standard of
rice export in order to compete it the worldamarket. 4. Rerfect data and
mmmediately] information 5. Trade policy-étudying 6. Adjust.trade policy
and restriction immediately.

Kontein (1996, this studied was to analyzé the export perforrnance
ot That manufactured goods to the EU. The studied had tried to pinpoint
the factors that may have the impact on the expansion those major export

items to the EU.



9 %]

Seven items among those major export items were identified as the
main focus in this study which can be categorized as follows: canned tuna,
garments, footwear, computer and part of computers, radio-broadcast
receivers, television receivers, vedio, toy and electronic integrated circuits.
The Constant Market Share (CMS) model and the Revealed Comparative
Advantage (RCA) Index model were the methods used to study the export
performance of all these goods.

The CMS model applied in this study-would show the effect on the
market expansion and price competifiveness in the export markets. Thai
exports were rapidly expanded between 1988 101990 since these exports
were able to compete wellwith its competitors. This expansion had
reduced its importance between 1991 to 1993 since its competitive ability
had decreased.

This studied shew the anti-dumping and countervailing duty
measures were some of the impgoitant barriers that the Thai exports. These
items would include for example television receiver, microwave oven. etc.
Furthermore, the export items under the studiedywere also face with new
competitors i.e. China.and Vietnam which start to export their goods 10 the

EU at s lower cost than Thailand because of their low wage.

2.1.2 To study Japan’s unport

In the Saxon House's work (1988), itamentioned ‘the comparative
advantage b} analyzing' thé' trade structure of Japand! [This research
included case study of the same industries. Import and export were
applied as dependent variables, and the factor endowment of factor of
production was applied as explained variable. Finally, the net trade
tormula was obtained as the standard for trade between different kinds of

industrv. It also created the internal trade tormula for the same industry.



The estimation was made by using the data for 41 countries and 61
products and by applying the factor endowment of major factor of
production. The factor endowment variable consists of 6 variables. i.e.
capital, education, labor, petroleum, coal and land.

The results of estimation from the model of trade for different kinds
ot industries shew that Japan had no comparative advantage in food and
natural resources. This i1s because Japan had scarcity of land and natural
resources. . The study also found that-Japan was the major industrial
product exporter and natural resources importer.

Due to the formula«of trade in the same industry. which explained
the import ratio for eacluproduct to GDP of each country, it shew that the
import performance of Japan were stable.

However, Saxon House's work was still unclear on labor endowment.
There were no distinction between the highly educated labor and the
uneducated Jabor. |

Mullika Limlukiert (19935 studied the case of Thailand entry into
Japanese market of compared with entering mte other countries markets
such as the USA and the countries in European Union. The econometric
model and the data of 36 products were used in the study. This model
classified the net export ‘assdependent varnables. The other 6 variables of
factor endowment ldvere (classitied | ds | independent wvariables. The
generalized least square technique was used in ordef/to resolve the
problem of heteroscedasticity

The studv found that the factor endowment variables, the capital
stock and low educational attainment labor had statistically significant
ettect on more products an other factor endowment.

For each product, the ability of the market access to particular markets
was different. According to the access to EU market ot Thai products

there were only 4 items that net exports were influenced by its “market



access” variables. Whereas only 1 of these 4 products mav be interpreted
as closed in the EU market. The accesses of 21 Thai product items to
Japanese market were statistically significant. However. there are 12
products for which the market closed. Most products that the Japanese
market was closed for were capital-intensive manufacturing, machinerv,
and chemical products. In cése of U.S.A market, there were 24 products
for corresponding market access variables that were found significant.
There were 6 products indicate that the USAsmarket was closed for.

Lawrence (1987), the study was applied from the theory of
Helpman and Krugman. FHe fitst formula was in the form of dependent
variable,. as the ratio of#he market in each indusiry of each country. It
implied the ratio of impaort to'the domestic consumption. The independent
vanables consisted of distange, ‘the ratio of export. It implied the ratio of
export to the foreign consumption. The dummy variable referred to Japan
mught imply that Japan had trade barnier and unusual different taste in
each industries. In order to evaluate both formulas the data of industrial
production and trade for the year 1970 and 1983/ of 13 countries was
applied, b}; dividing the/industial sector into to 21 sectors.

The result from second formula shew that there were 16 industries
out of 21 that differed in“eonsumptiofi“and had trade barrier. From
resulted the industriesthad no frade’ barriér.’ ii.¢~automatic data processing
machines and part thereof. airplané and part thereof. mingi“telephone and
part thereof. andaluminum striuctures and parts of structures

Khaophuthai Patcharee (1994) study was to analvze the import of
Japan from Thailand. The study has determined to important the factors.
That will be impact on major import items trom Thailand.

The major import items are identified as the main focus in this
studied as tollows: frozen shrimps, sugar, garments. jewelry. and

furniture. The resulted from this study shew the effect on the market



expansion and competitiveness of price in export to Japanese market. The
market expansion was an important contributing factor to the expansion of
That export to Japan. The products had trended upward ie. trozen
shrimps, garments, and furniture and part thereof while the products had

trended downward i.e. jewelry and sugar

2.2 Research Methodology

In order to cope with the objectives above. the study will be divided
into 2 sections as follows:
Section 1
This section will concentrate on

Analyzing the data with'descriptive analysis. In order to study trade
relation between Thailand and Japan. The'data will cover period 1989 to
1998. The change of currengy ex¢change policy effect to Thai export will
also be analyzed.

Section 2
This section will concentrate on:

Analyzing the data by applying the CMS and RCA models.

In order to study the factors~of Thai export. the Constant Market Share
(CMS) model will beutilized. | Itiwill 'céver'the trade between Thailand
and Japan in the two periods of time. i.e. fifst from 1995'to 1996 and
second 1s from 1997 16'1998.

To studv on the comparative advantage bv using the Revealed
Comparative Advantage Index (RCA) model, data of the years 1993
t01998 will be used. The study will also tocus on China, Singapore.
Malaysia, Philippine, Indonesia compare with Thailand since these
countries have trade value with Japan closelv to what Thailand have. 1t

can be said that they are the major competitors ot Thailand.



Models

Constant Market Share Model (CMS)

Some expected variables and equations will be as follows:

Vi =
Vi =
V_i 1 =
Vj 2 =
Vi =
vear |

Vi =

vear 2

the value of export of product 1 of Thailand in vear |
the value of export of product 1 of Thailand in vear 2
the value of export to Japan of Thailand in vear 1
the value of export to Japan.of Thailand in vear 2

the value of export of pioduet 1 to Japan of Thailand in

the valug.of export of product 1 to Japan of Thailand in

the totalwalue of export of Thailand in vear |
the total value of export of Thailand in vear 2
the export growth rate of Thailand during vear i and 2

the growth rate 6f exported product 1 of Thailand during

vear |1 and 2

rij =

the growth rate of exported product 1 of all Thailand to

Japan during year | and 2

From the above vanables:

5
e vijl
J

o

=, . Vi > Wi o= Vi (13
i

¥ V,g E Vijg 1 V,: {23
1

= > Vi = > V}j = V, {3)
1 J

= XVp = X Vy = V; ()
1 J



()

[n «~7er to consider the export that 1s no difterence in product and
market, the. export was constdered that there is the same product to a
market. T - export countryv can have the constant market share. The
result of e »ort growth 1s rV| (the growth rate of all export countries) or:

V.- /) = TVis (Vz2=V,—rV)) (5)
If only exys /11 country is considered which related to the increasing of total

world expe.: 1. the following fermulas tolgous on each export product may

be applied.
Via Vi = 6 Ve (Vo Vi -1 Vi) (6)
Or. V. /= X Wil ¥/ (Vi2 - Vil - nVil)

(rViu + i (ri=r)¥;, + i (Vix - Vip —1; Vip) (7)
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The export ++J export country will-depend on the following variable:

r Vil winch s the mereasing of export ol all expost countries.

> (ri—r) V.,

i ] . ‘

[t is the increase of quanuty export ot export country that depends on the
tvpe of exprrt praduct., Ifthe cxport product is.high-demand in import
country, term (G~ 1) will be positive. ‘But'ifthe product is low demand,
term (r; — r)-+vallbe negative.

3.0 S (vi2 Vil —Vil)

1 .
If thys term ts positive, the Thar mternational trade can grow as the

capacity to compete with the competitors, in the factor of price. If this

etfect is negative, it implies that the Thai export to Japan may lose the

competitive capacity.



To include market etfect trom 1mport countrv to export countrv the

fr.1lowmg tormulas may be derived.

Vip—=Vin = rj Vi + (V2 — Vi) — 13 Vign) (8)
Va-V, = Vi F Z(-0Vy + ZE (o) Vy
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Equation (9) showsethat increasing ot export product of export
conntry will depend on the fetipvariables:
¢ the growth rate ot impoert of import country (Growth Effect).

tri—r1) Vi the ettect fromt the tvpe ot product (Commmodity Effect)..

If this etfect 15 positiye /it means there 1s high demand in import
coantrv. which support the international trade between the import and
¢ port country to mcrease. M this etfect is negative, it means there is low
Jomand i import country. whieh import may be decrease.

oL (- ) Vi the elteet from the market distribation of export country
L (Market Etftect). 3

If the market oftexport countrv has higher growth rate than the
v ld average. this term will be positive and vice versa.
w oL Vi = Vi -ba Vi

1 .
It 1s the capability for shanng the market of export.countrv in the

joacign market (Competitione Effect). It this term _is positive, the Thai
jniernational trade can grow as the capacity to compete with the
competitors, n the factor of price. It this ettect is negative, it implies that
the: That export to Japan mav lose the competitive capacity.

In this study, the concentration will be on the export of Thailand to
Japan. So the result ol the calculation from the CMS model will be use 1o

cplain the Thai export to Japan. In the CMS model, tormula (9) will be



applied according to those tour factors. which the study will show the
three main solutions because tn thurd factor, Market Etfect, as studv on a
export country export to manyv markets but this study will be studyv Thai
export to Japan market which is a market so “Market Effect” no necessary
on this study.

Three mam tactors as tollow;
The growth import of Japan. (Growih Effect)
Effect trom the type of produet. (CommadiluEffect)

The result of the competition i -the market. (Competition Effect)

The formula can be written as tollow:

Vie= Vi = rij Vi V- Vi i Vs (10)
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Where:

V.-V 15 the total value of the difterence of Thai export value during vear
I and 2
1. rVyy 15 the growth Japanese market.

2.3 -V, 1s the commodity eftect.
1
This etftect may support the trade ,to increase or decrease which

depend on the Japanese market would have'hrgh or loww demand for the
product on the Japanese market. If the demand is high, this term swill be
positive butit the deinand1s low, this term will be negative,

3. ,\: A (V;jg - Vijl = Tjj Vijl) is the COIllpCtitiOll éffect

1]
It this term 1s positive, the Thai international trade can grow as the

capacity to compete with the competitors, in the factor of price. If this
etfect is negative, it implies that the Thai export to Japan mayv lose the

competitive capacity.



e Revealed Comparative Advantage Index Model (RCA)

Idea of the Comparative Advantage

According to the theory of Comparative Advantage., the
international trade occurred when each country has the commoditv in the
different level from the level of production factors. On the other hand
each country produced the same product with the diftferent factors of
production. However, the production “iaciors of each country have
difterent relative productivity. The country that can produce product with
the lower cost than the other will produce that praduct and the others will
produce another produci® The study of the comparative advantage byv
using this theory is quite difficult. So. the economist name Bela Balassa
suggested the “Revealed Comparative Advaniage’”. (Bela Balassa, 19653)
It is suggested to observe the mtio of the export product ot a country when
compared with the average ration‘ot that product in the world market. The

tormula 1s

RCA = (XX
(Wi IW)
Where.
RCA = ! theRevealed Comparative Advantage
X = the value of export of product i from contrv j
Xj = the total value ef export of country’ |
Wi = the value of export of product i in the world market

W = the total value of export 1n the world market

If the value of RCA is more than 1, it implied that the country has
comparative advantage in that product. But 1f it the value 1s less than 1.

the country would be no comparative advantage in that product.



In this study, the RCA model will be applied to study the Thai

export to Japanese market. The formula could be as follow:

RCA = (Ty/T)
(M;/ M)
Where;
Tj; = the value of export product 1 from Thailand to Japan.
T; = the value of total expast'ci Thailand to Japan.
M; = the value of world export of product 1 to Japan market.
M = the value'offotal world export to Japan market.

The study Thai export 10/ Japan, the RCA model will be applied

export to Japan market s6 that'the vaniables, W; as the value of export of
product i in the world market change to M; as the value of world export of
product i to Japan market, and W as the total value of export in the world
market change to M as the value of total world export to Japan market
because of this study is not study Thai export to the world but study
specifically Thai export to Japan.

In the RCA calculation, the value of export did not show the
production system and the trade barriers. The value of RCA cannot show

the effect of trade barriers either,
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