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ABSTRACT

The stuc_ly of the impacts of free trade on the garment industry in Thailand has
main objective is to‘ﬁnd out net weifare effect having on Thai garment industry under the
Voluntary Export Restrictions (VERs) regime in order to analyze and find out the
appropriate policy for the situation before and after the openness of free trade system.
This research used the descriptive method to explain the structure of Thai garment
industry, the content of Muti-Fibre Arrangement and an agreement on textile and clothing
of GATT. Moreover, the quantitative method was also used as an analytical tool by
constructing an econometric model for the explanation of a domestic garment demand,
a domestic garment supply, a garment demand from Thailand of MFA country under the
VERs and free trade system, and a garment demand from Thailand of other countries.

The research results showed that for domestic garment market, the supply price
elasticity of the domestic garment production was equal fo 2.1537. Meanwhile, the
demand price elasticity of domestic garment production was equal to ~13.44028 and
the income elasticity of demand for domestic garment production was equal to 0.50586.
In the case of free trade system in MFA market, the elasticity of imported garment

quantity from Thailand with respect to income in USA market was about 0.78125. For the



EU market, the demand price elasticity of imported garment from Thailand was equal to
—22.6947. Under the VERSs regime, both in the USA and the EU markets, the elasticity of
imported garment quantity from Thailand with respect to received quota was equal to
1.52444 and 1.45118 respectively. In the other couniries the demand price elasticity of
imported garment from Thailand was about —56.73709.

The research scenarios about net welfare effect during the 'study period from
1978-1994 were divided into five cases. Firstly, assumed that the garment prices in USA
are less than the garment prices in EU about & percent. Secondly, assumed that the
garment prices in USA are equal to the garment prices in EU. Thirdly, assumed that the
garment prices in USA are higher than the garment prices in EU about 5 percent.
Fourthly, assumed that the garment prices in USA are higher than the garment prices in
EU about 50 percent. Finally, to find out the garment prices in USA which make the gain
in economic rent equal the loss in economic rent. Due to the demand of garment from
Thailand in USA market was not related to garment prices in Thailand and moreover,
due to this research did not has the data of garment prices in USA together with the first
four cases of research results showed that Thailand always has net economic rent loss
and such losses are increased over time during the VERs regime. It means that, free
trade system will be more benefited to Thai's garment industry. However, under the
existing situation this industry have to raise their potential productivity by increasing
labor skill and using new technology to reduce their production cost as well as to
increase the market competitive ability. In the fifth case, it showed that the garment
prices which make the gain of economic rent equal the toss of economic rent in USA was
also declined over time since 1989.

The research .resu!ts about the impacts of an increased quota’s growth rate due
to GATT which have on net welfare effect during 1995-2000 showed that such an
increased growth rate due to GATT made Thailand obtained only the net economic rent
loss annually. This result implied that under the free trade regime, Thailand will be gain

more in benefits rather than losses.



The policy implications derived from this study are as follows. The govermnment
should try to negotiate for an increasing of quota’s growth rate or try to raise the garment
prices sold in the USA market in order to increase net weifare effect during 2000-2005.
Furthermore, the govermment should be well prepare for the garment industry under
free trade regime in the year 2006 through an improvement of domestic product
standard to be as higher standardization level. Because of at the present, Thai garment
industry is lost in their comparative advantage in low quality garment products as
compared with the new emerging important garment production country of the world
such as China. Moreover, the government should focus on trade negotiation issues in all
level both multilateral and regional levels which is the good strategy for enhancing the

barraging power for protecting trade benefit.



