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Chapter 1

Introduction
1.1 Background

In late 2018, a trade war erupted between the United States and China as a
result of former US President Donald Trump's efforts to reduce the US trade deficit.
The United States, in particular, has implemented trade protectionist measures with
China, which has a $300 billion trade imbalance (Chaiwichayachat et al., 2018), by
raising tariffs on over 1,300 Chinese goods worth up to $50 billion. The United States
has announced that import tariffs on solar cells and washing machines will increase
in 2017 without specific countries. Subsequently, in late 2018, the United States
announced an increase in tariffs on Group 1 products, such as electronics, machinery,
and electrical appliances, and China retaliated by increasing tariffs on imports from
the United States of the same value. These included agricultural items, fruit, frozen
meat, fish, etc. The United States subsequently announced an increase in duties on
the second, third, and fourth groups of products, and China retaliated by increasing

its import tariffs (Figure 1) (Bown, 2021).

Figure 1 Tariffs between the US and China and other countries around the world
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Figure 1 shows the import tariffs that the United States collects from China
and those that China collects from the United States. Obviously, the tariff rate
increased significantly during the trade war (after 2018), as depicted in figure 1,

resulting in a drop in bilateral trade (Figure 2).

Figure 2 The value of goods imports between the US and China in 2016-2019.

600000
500000 //\
= 400000
-
G 300000
E
-~ 200000
c
~ 100000
0
2016 2017 2018 2019
=@=="US import from China China import from US

Source: Compiled by the author, International Trade Centre (ITC)

According to Figure 2, the figure represents the value of Chinese imports from
the US and the value of US imports from China. Obviously, after 2018, the value of
imports dropped significantly. This reflects the impact of the increase in import tariffs,
which caused the two countries to import less from each other. The circumstances
also led to a sustained halt in the rise of global commerce. China and the United
States play an important role in driving the global economy, which has made the
impact more obvious since the start of 2019, when global commerce contracted for

the first time in three years.

As this is a circumstance that has never occurred before, there may be a
significant degree of uncertainty surrounding the trade war. Furthermore, when it
occurs, it causes global commerce to vary. Although Joe Biden has replaced Donald
Trump as President of the United States, there has been no long-term reform of the

country's policies. Despite the fact that the situation appears to have improved owing



to frequent negotiations between the United States and China, the trade war has not
ended. Consequently, trade wars might occur at any time. In the meantime, China
has improved industrial technology, so it may no longer require imports. Moreover,
according to reports, the effect of this crisis on global economic development may
not be the consequence of tariffs alone, but rather the uncertainty of the situation,

which has hindered global economic growth(CNBC., 2019).

The challenge with a variety of uncertain circumstances is that they cannot
be measured statistically or assessed instantly. Fortunately, indices have been
developed to quantify the unpredictability of situations such as politics, the

economy, and international trade. The method for calculating the frequency of

non non

related terms in newspaper articles, such as "uncertainty," "economic," "politics," and
"trade," would be to count the number of monthly articles containing word clusters.
Adjust the data to have an average value of 100 by dividing by the standard
deviation. The first index was constructed with the release of the US Economic Policy
Uncertainty Index. Thereafter, further indexes were constructed. For example, trade
policies and political uncertainty in several nations, such as Japan, China, the United

States, etc.

In terms of the unpredictability of the US-China trade war, Donald Trump's
tariffs are a blank slate. The US and Chinese trade policy uncertainty index will be
utilized to examine the situation. Following the inauguration of former U.S. President
Donald Trump, it was revealed that the index continued to increase, as
demonstrated by the index. Moreover, it rose substantially during the US-China trade

war (Figures 3).



Figure 3 China and US Trade Policy Uncertainty Index During January 2000 - January

2022
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Uncertainty regarding trade policy is one of the obstacles to international
trade, as it causes exporters to incur higher trade costs, which leads to a decline in
international trade. In addition to affecting domestic economic activities, trade policy
uncertainty also affects international economic activities because it makes operators

aware of potential expenditures and tariffs (Benigno and Groen,2020).

The impact of the situation is not restricted to the United States and China;
this even affects the exports of countries that trade primarily with the United States
and China, particularly those in the supply chain of the United States and China. In
as much as the majority of import tariffs are collected on goods that are highly
linked to many countries, including electronic components, auto parts, machinery,
petrochemicals, and chemicals, through the importation of intermediate or primary
products from foreign countries in order to produce exportable goods. The
proportion of US exports using foreign intermediate or primary goods was 18 percent,
compared with 47 percent of China's use of foreign intermediate or primary goods.
These are Japan, the United States, South Korea, Taiwan, and Germany (Figure 4). In
contrast, there is still a chance that increased exports by trade diversion of US and

Chinese goods to import from third countries instead of China and the US exporting

2021m5

2022m1


http://www.policyuncertainty.com/

less due to measures. The countries that will be most affected by the situation are

the Asian countries (Li et al.,2020).

Figure 4 Proportion of upstream and intermediate goods used in the production of

Chinese and US exports
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According to the effects of the situation described above on Asian nations,
this effect is particularly prominent in East Asia, which is a major source of
production for China. Among these countries are the major Chinese exporters of
electronic goods, machinery, automobiles, rubber goods, steel, and aluminum. In
other words, they are a part of the supply chain in China. Consequently, the trade
war reduces trade between China and the United States, as East Asian exports are
negatively impacted by China's supply chains. As a result, Taiwan, Malaysia,

Singapore, Korea, and Thailand are the countries most affected (Massimiliano, 2018) .

From a sector analysis of the impact of the US-China trade war on Thailand, it
was discovered that electronic components, rubber, and plastic resins, the majority
of which were intermediate or upstream producers, were negatively impacted.
Through exporting Chinese and American substitutes, Thailand can increase bilateral
trade with China and the United States. Such as exporting fruits, cereals, and seafood
products that Thailand can export to China instead of the United States. To compete
with China, Thailand may export HDD, primary plastic products (plastic sheets, films,
and foils), plastic pipes, and aircraft tires, among others, to the United States.

Consequently, it is apparent that the benefit industry might well manufacture final



goods. The underprivileged category will include both main and secondary producers

(Figure 5). This influence could be both a crisis and an opportunity for Thai exporters.

Figure 5 Net effect of US and Chinese import tariffs on Thailand by industry

-0.10 ~

% of production
0.25 1

0.20 A

015 1 \\

*

0.10 A

0.05 A

0.00 -

-0.05 1w

CEQ| R8P
ricul an

Source : OECD, TradeMap, Krungsri Research

First tranche of 25% tariffs
Second tranche
Positive effect from substitution of US exports

B Positive effect from substitution of Chinese exports

Negative effect from China’s supply chains

W Negative effect from US supply chains

& Net impact

o™
PAP
R8P

TRQ
woo

W

According to a survey of Thailand's top exporting nations (Table 1), China and

the United States were Thailand's major export destinations from 2017 to 2021.

According to Table 1, the value of Thailand's exports to China decreased in 2019

compared to the previous year. In contrast, the value of Thailand's exports to the

United States has increased since 2018, indicating that Thailand's exports to China

have been negatively impacted by the US-China trade war since Thailand exports

primary and intermediate commodities to China. Conversely, Thailand has benefited

from exports to the United States as opposed to China. Due to the aforementioned

circumstances, Thailand faces both opportunities and challenges in exporting the

aforementioned products.

Table 1 Thailand's top 10 export markets by country during 2017 - 2021

2017 2018 2019 2020 2021
Country | Value | Country Value Country | Value | Country | Value | Country | Value
United United United
China 29,506 China 30,317 31,348 34,381 41,768
States States States




2017 2018 2019 2020 2021

Country | Value | Country Value Country | Value | Country | Value | Country | Value

United United
26,570 28,041 China 29,169 China 29,813 China 37,204

States States
Japan 22,067 Japan 24,937 Japan 24,524 Japan 22,808 Japan 24,985
Hong Kong | 12,299 | Vietnam 12,961 Vietnam 12,115 | Hong Kong | 11,292 | Vietnam 12,539
Vietnam 11,586 | Hong Kong | 12,526 | Hong Kong | 11,716 Vietnam 11,167 | Malaysia | 12,058
Australia | 10,505 | Malaysia 11,645 Malaysia | 10,360 | Australia 9,831 | Hong Kong | 11,589
Malaysia | 10,343 | Australia 10,776 Australia | 10,229 | Singapore | 9,512 Australia | 10,902
Indonesia | 8,844 | Indonesia | 10,248 | Indonesia | 9,105 Malaysia 8,734 | Singapore | 9,010
Singapore | 8,288 | Singapore 9,303 Singapore | 8,873 | Indonesia | 7,628 | Indonesia | 8,861
Philippines | 6,946 | Philippines | 7,910 India 7,340 | Switzerland | 7,528 India 8,534

Source : Ministry of Commerce

The author is interested in investigating the impact of trade war uncertainty
on Thailand's exports to China, the United States, and the rest of the world due to
the uncertainty of such a situation. Due to Thailand's reliance on export earnings, the
China and US Trade Policy Uncertainty Index serves as a gauge of the trade war's

level Thailand's

of uncertainty. Moreover, economy is open and modest.
Consequently, foreign uncertainty is also utilized to evaluate the export status of
other nations. This information will be utilized as a starting point for the study, along
with other criteria such as the US import tariffs collected from China and the Chinese
import tariffs imposed on the US. The purpose is to determine how the trade war is
influencing things and to be prepared to make adjustments or seize opportunities in

the face of the uncertainty caused by the US-China trade war.




1.2 Objective

To study the impact of the trade war on Thai exports by categorizing the

analysis from:

1. Effects of uncertainty during the US-China trade war on Thai exports.
2. The impact of import tariffs during the US-China trade war on Thai
exports.

1.3 Expected benefits

1. The government is able to formulate policies to help and cope with the
direction of exports amid uncertainties.

2. Policy makers can separate analysis of the impact of uncertainty through
different categories of goods, such as intermediate goods and consumer
goods.

1.4 Scope of study

The study on the impact of trade war uncertainty on Thailand's exports is
based on the value of Thailand's exports to China, United States, and Rest of the
world (other destination than China and United States) from Thailand Ministry of
Commerce, China and the US Trade Policy Uncertainty Index from
www.policyuncertainty.com monthly data from January 2016 to December 2019, and
the US-China import tariffs from the World Integrated Trade Solution (WITS) annual

data from 2016 to 2019.



Chapter 2

Literature review
2.1 Import tariffs theory

Import tariffs are the collection of taxes on imported goods, which is one of

the trade protection measures used by governments in several countries.
There are two types of import tariffs:

- Specific tariff: A tariff Charged per unit of import.

- Ad valorem tariffs: A tariff charged on the value of the import.

Figure 6 The impact of import tariffs on product prices

P S* (1+4T)

P1=P1* (1+T)

P1*

Source : Amiti (2562) and Compiled by the author

The horizontal axis of Figure 6 represents the quantity of domestic imports
(Q), while the vertical axis represents the pricing (P). Line S* represents the exporter's
supply, while the line D represents the importer's demand. The price of items in the
country increases from PO to P1 when the import tariff is increased. As the price rises,
the export supply curve rises to the line S* (1+T). In contrast, domestic consumers

have decreased their consumption from m0 to m1, resulting in a decrease in
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consumer surplus in Channel A+B, where Channel A represents the increased price
from import tariffs and Channel B represents the economic loss (dead weight welfare
loss) that occurs when the tax burden that consumers must pay goes to government
revenue. Also, was noted that increasing import taxes will lead to higher consumer
prices, less consumer surplus, and decreased imports. This approach intends to
restrict imports of foreign goods in an effort to minimize the trade deficit and assist

domestic entrepreneurs and industrial production.
2.2 Trade policy uncertainty Index

The trade policy uncertainty (TPU) index is one of the category-specific
economic policy uncertainty (EPU) indexes developed in "Measuring Economic Policy
Uncertainty" by Baker et al. (2016). Therefore, it reflects the frequency of articles in
American newspapers that discuss policy-related economic uncertainty moreover
contain one or more references to trade policy. The method used to construct the
index uses a literary content analysis technique based on the principle of counting
the number of articles with content and words with these characteristics in the
article such as import ftariffs, import duty, import barrier, government subsidies,
government subsidy, WTO, world trade organization, trade treaty, trade agreement,
trade policy, trade act, Doha round, Uruguay round, GATT, dumping. According to the
research, searching for these words from a large news database of leading
newspapers, then counting the number of articles related to word groups in the
news each month. Subsequently, compare it with other news in all newspapers in
proportion and adjust the data to the standard value (Standardization) by dividing it
by the standard deviation then adjust the data to have an average value of 100.
Caldara et al. (2019)also construct a trade policy uncertainty index by counting the
frequency of joint occurrences of trade policy and uncertainty terms across major
newspapers. Compared to these indices, Caldara et al. (2019) have been in existence
since 1960 and do not look for mentions of legislation or institutions such as NAFTA

and the WTO. In contrast, Baker et al. (2016) have innovated this index since 1985.
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The Trade Policy Uncertainty Index was created not only by US indices but
also by index values from other nations. Thus, using the same methodology, the
index was calculated using leading newspapers from that country, such as those
from Japan (Arbatli Saxegaard et al., 2022) and China (Davis et al, 2019). For
example, the definition of the uncertainty of China's trade policy is calculated using

the definition shown in Table 2.

Table 2 Definitions of China Trade Policy Index

Category English Terms

Uncertain/Uncertainty/Not certain/unsure/Not sure/Hard to

Uncertainty
tell/Unpredictable/Unknown

Economics Economy/Business

Import tariffs/import duty/import barrier/WTO/World Trade
Organization/Trade treaty/Trade Agreement/Trade Policy/Trade
Trade Policy
act/Doha round/Uruguay round/GATT/General Agreement on tariffs

and trade/dumping/protectionism/trade barrier/export subsidies

Source: www.policyuncertainty.com
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2.3 Literature Review
2.3.1 The situation of the US-China trade war

The US-China trade war was precipitated by former US President Donald
Trump's imposition of tariffs on imported goods in an effort to reduce the US trade
deficit, particularly with China. In 2018, the bulk of U.S. consumers and importers will
bear the tariff burden due to the increase in the tariff barrier. Tariffs result in higher
prices for importers and consumers since such policies result in higher prices for
intermediate or final items. It might be argued that the consumer and the domestic
importer bear the tariff burden. In contrast, this section will help the government.
Because once importers bear the cost of tariffs, international trade and U.S. imports
are consequently reduced (Amiti et al,, 2019). In addition, a number of studies have
examined the impact of former US President Donald Trump's decision to increase
tariffs on US trade with China and other countries, such as the study by Tadashi
(2022) that examines the impact of tariffs on US imports on exports to the United
States from countries other than China. Canada, Germany, India, Ireland, Italy, Japan,
Korea, Mexico, the United Kingdom, and Vietnam are examples of countries that
trade primarily with the United States. The analysis concluded that increasing tariffs
had resulted in a clear decline in commerce between the United States and China.
On the other hand, the majority of the sample's other nations have raised their
exports to the United States to compensate for the decline in Chinese imports. The
results are comparable to those of Fajgelbaum et al. (2021), which analyzed the
impact of US tariffs on US trade with China and 50 other trading partners. According
to the estimate, the taxes on US imports could provide opportunities for US trading
partners, who can now export goods to the US instead of China. In addition to the
research listed above, there is further literature that uses the GTAP model to
examine the impact of the tariff increases on US imports that precipitated the US-
China trade war on other nations. This analysis revealed that the situation had

significantly reduced trade between the United States and China, which affects not
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only these two countries but also other countries that trade primarily with China and
the United States, which may benefit from the situation due to the diversion of trade
to imports from third countries, particularly Asian countries (Li et al., 2020). This study
employs the same methodology as Carvalho et al. (2019), which uses the GTAP
(Global Trade Analysis Project) Computable General Equilibrium model. The study
examines the impact of the trade war between the United States and China on both
countries and a variety of emerging economies. Increasing import tariffs considerably
reduced the U.S. trade deficit, according to the study. However, the burden of tariffs
is borne by Chinese producers and consumers. The decline in allocative efficiency,
notably in the United States, and the deterioration of China's terms of trade would
have a negative impact on the welfare of both countries and the world as a whole.
Moreover, it is possible that the trade barriers between the two states have no direct
effect on the rest of the world. Some countries may have a positive effect on
exports by substituting goods for which the United States and China have decreased
exports. In addition, Kumagai et al. (2021) demonstrated comparable results to the
aforementioned investigations. Through using IDE-GSM model, this article assessed
the impact of the trade war on Asian economies and showed that it contributed to
the global economic slowdown. In contrast, certain industries in certain nations also
gain from the redirection of US and Chinese goods to third countries. Multiple
economists have researched the effects of the trade war situation on the Asian
nation. Sanyal (2021) demonstrated that the tariffs imposed by the United States on
China restrict China's exports to the United States, allowing India to increase their
exports to the United States to replace the commodities that China cannot export.
China's retaliatory import tariffs on the United States, on the other hand, have a
negligible impact on India's exports. In spite of this, India was discovered to have
shifted to importing goods from countries other than the United States and China. In
addition, they classify products into categories that are mutually exclusive, such as (i)

intermediate goods and final goods, (i) differentiated goods and homogenous goods,
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and (iii) high elastic goods and low elastic goods, in order to analyze the unique
effects of the products in each category. The results of the study revealed that
India's exports of final commodities to the United States rose, although exports of
intermediate items did nothing. Similar results for (ii) differentiated goods and
homogenous goods and (iii) high elastic goods and low elastic goods. Exports of easy-
to-interchangeable products increased. Firdaus et al. (2021), utilizing a sample group
of four nations, namely Indonesia, Malaysia, Vietnam, and Thailand, they discovered
that the scenario affected exports, investments, and domestic industrial unit growth.
This study discovered that when a trade war started, the United States imported
more from these countries, which was due to the diversion of imports away from
China. Similarly, Chaiwichayachat et al. (2018) examine the impact of the US-China
trade war on Thailand's economy, revealing that Thailand has seen both positive and
negative effects. Thailand is one of China's supply chains for the product category at
issue, which includes electronics and components, rubber and plastic items,
aluminum, steel, and metal products. For many, the positive effect is a result of
Thailand's ability to export more goods to replace those imported from China and
the United States. Thailand can export to China in place of the United States things
such as fruit, rice, and seafood products. Likewise, Thailand can export hard disk
drives, main plastics, and aviation tires to the United States instead of China. Also,
was discovered, however, that the Thai economy experienced more positive than
negative consequences. As a result of the aforementioned effects, the US-China

trade war situation presents Thailand with both opportunities and challenges.
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2.3.2 Trade policy uncertainty

Several studies have examined the harmful impact of trade policy uncertainty
on international trade. Osnago et al. (2018), for instance, examined the influence of
trade policy uncertainty on exports. Utilizing an export sample of sixty-five This
article demonstrates that trade policy uncertainty is a significant export barrier, and
that each exporter is affected differently. Especially developing nations and those
involved in the global production cycle. Benigno and Groen (2020) established that
trade policy uncertainty has a major impact on economic activity, and this study
yielded similar conclusions. In addition, Imbruno (2019), who examines the impact of
trade policy uncertainty on imports into China, reports that not only are exporters
impacted by trade policy uncertainty, but also imports of goods under trade policy
uncertainty have caused numerous Chinese enterprises to face increased import
costs. Therefore, the emergence of unpredictability in trade policy could cause
several nations to halt international trade. On the other hand, a study has been
conducted on the impact of reduced trade policy uncertainty resulting from WTO
participation, utilizing the difference in tariffs before and after WTO membership as
an indicator of trade policy uncertainty. Using the 30 exporting nations to the United
States as examples, According to this report, only Taiwan had a negative impact on
exports to the United States when trade policy uncertainty was alleviated

(Suwanprasert, 2022).

Currently, the Trade Policy Uncertainty Index indicates the influence of
international trade and investment on a nation's economy Caldara et al. (2019), for
instance, constructed the US Trade Policy Uncertainty Index and analyzed the impact
of US trade policy uncertainty on the U.S. economy. They constructed three
measures of TPU are constructed using firms’ earnings calls, newspaper coverage,
and tariff rates. They describe the construction of firm-level trade policy uncertainty
measure. Moreover, discuss two complementary measures of aggregate TPU, one

based on newspaper coverage of TPU related news, and the last one based on the
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estimation of a stochastic volatility model for U.S. import tariffs. This study
demonstrated that a rise in trade policy uncertainty decreases corporate investment.
In addition, the trader's decision to export is influenced by the trader's awareness of

the news and heightened uncertainty over future duties.

The trade policy uncertainty index has not yet been constructed for Thailand.
However, the Economic Policy Uncertainty Index was created and evaluated by
international uncertainties. For instance, Apaitan et al. (2020) utilize the same
uncertainty measuring method as the international Economic Policy Uncertainty
Index, which further evaluates uncertainty in three areas: macroeconomic and
financial uncertainty; economic policy uncertainty; and overall economic uncertainty,
and then apply their approaches to examine the impact of such uncertainties on
economic activity in Thailand using a vector auto regression model. This research
reveals that a rapid increase in uncertainty led to a decline in GDP, including
investment, consumption, and exports. Moreover, research has demonstrated that
monetary policy uncertainty has a substantial impact on economic activity overall,
particularly exports and investments. In addition, external uncertainties in Thailand's
economic activities are studied by incorporating the unpredictability of U.S. economic
policy into the analysis. Foreign uncertainty has a detrimental impact on private
sector exports and investments, regardless of the sort of U.S. uncertainty. In a study
comparable to that of Sethapramote (2021), who examined both foreign and
domestic uncertainties to assess the economic model in Thailand, it was discovered
that the ambiguity surrounding US trade policy had a detrimental impact on
economic growth. Thailand's short-term economic volatility is a product of its
political uncertainty. Meanwhile, global economic policy uncertainties also affect
economic volatility. As global economic policies and Thailand's political climate
became increasingly unstable, stock market returns decreased. In addition, there are
studies that investicate the influence of US-China trade policy uncertainty and

economic policy uncertainty on regional risks. Additionally, the impacts of the United
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States and China were compared to determine which country had the greater
impact. The sample included Singapore, Malaysia, Thailand, the Philippines, and
Indonesia, and it was determined that both have a detrimental impact on the stock
markets of these nations. In terms of investment and commerce, China is more
connected to the ASEAN market than the United States, and China's uncertainty has
a greater impact (Dogah, 2021). The aforementioned study's findings contrast with
those of Supachart et al. (2020), who examined the effects of economic policy
uncertainty from China, the United States, Europe, and Japan on the Thai financial
market. The following study findings indicate that uncertainty in foreign economic
policy had a substantial effect on the Thai financial market. In contrast, the study's
findings indicate that uncertainty between Europe and China has a beneficial impact
on stock market performance. This is the first study to demonstrate that not all

effects of uncertainty are harmful.
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Chapter 3

Methodology
3.1 Method

Analysis of the impact of trade policy uncertainty on Thai exports to China,
the United States, and the rest of the world (US, CN, RW), where RW refers to all
destinations other than China and the United States. Between January 2016 and
December 2019, a panel regression model was used to estimate the results of the
study. This study will examine the China and US Trade Policy Uncertainty Index, the

US tariff imposed on China, and China's retaliatory tariffs.

Examine the impact on Thailand's exports across all product categories,
classifying goods according to HS-2 digits (01-97) and utilizing HS-6 digits for analysis.
In addition, the estimation will classify commodities as primary or intermediate goods
and consumer goods to estimate the model in order to analyze the impact of trade

war uncertainties on Thailand's exports?.

3.2 Data

This study utilized secondary data. In the analysis, the following studies from

January 2016 to December 2019 are considered:
3.2.1 Export value data (dollars)

Value of Thailand's exports from January 2016 - December 2019 at the HS-6
product level from Ministry of Commerce. Consequently, classify goods into primary
or intermediate goods and f