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Promoting Foreign Investment Via International Economic
Cooperation Organizations -- The Taiwan-Thailand
Investment Seminar.

Abstract

I. Introduction

Foreign direct investment (FFDI hereafter) is one of the most important
means for promoting world economic development. As development stage and
endowment of resources in each nation is different in nature, FDI policies
adopted by every country are in great difference. In order to deal with
obstacles created by these differences, governments can utilize various
responsive measures. Among those, via economic cooperation organizations to
coordinate and solve the above problem is obviously one of the solutions, and
will be the major purpose of this seminar.

In recent years, Taiwan's foreign trade has enjoyed a large surplus, which
leads to a large appreciation of the NT dollar and a rapid increase in outward
investment, particularly to the South-East Asian countries. Since many
Taiwanese outward investments were made through informal channels, many
problems aroused and were difficult to be resolved. One reason for this is due
to investment environment of the host countries, and another is that most of
these countries do not have diplomatic relationship with Taiwan. Investment
rights and interests, consequently, can not be striven for or safeguarded. In the
long run FDI is a necessary trend for the future development of Taiwan's
economy. As a result, there is no excuse for the government not to take the
responsibility to effectively assist the outward investing firms.

Thailand is a South-East Asian country that Taiwanese investment has
increasingly flown into. In recent years, however, Thailand's infrastructure is
appearing insufficient which severely affected the inflow of their FDL
According to the 7th National Economic and Social Development Plan of
Thailand, it is anticipated that investment environment of the country will be
greatly improved. As a result, how to improve Taiwan-Thailand investment
cooperation becomes an important issue. Consequently, we will initially focus on
the problems of Taiwan-Thailand investment and then follow by discussions of
how to resolve these problems. In August 1991, Dr. Akrasanee Narongchai, the
Thailand committee members' coordinator of the Pacific Economic Cooperation
Conference (PECC), invited four experts from the Thailand Development



Research Institute to visit Taiwan and the Taiwan Institute of Economic
Research. Researchers from both countries jointly held a Taiwan-Thailand
Investment Seminar, focused on issues of current investment situation and
policy measures, in the hope to contribute to future investment cooperation
between the two countries. Followings are brief outlines of and implications
from the papers presented in the seminar.

II. Current Investment Policy in Taiwan and Thailand
(1) The Present Situation of Thailand's Foreign Investment

Up until 1985, Thailand's capital inflow was dominated by Ilong-term
foreign loans. From 1986, as a result of currency appreciation and the rising
wages in Japan and the newly industrialized countries, DI to Thailand became
advantageous by these east Asian countries. Since then, FDI increased rapidly
which has greatly reduced the importance of long-term foreign borrowing.

In the first half of 1980s, US was Thailand's major foreign investor,
followed by Japan and others. From 1986, Japan replaced US's role as Thailand's
main investor with a commanding lead. Taiwan's investment in Thailand only
started to expand at a significant pace from 1987. In recent years it has
increased rapidly. According to data released by the Bank of Thailand,
Taiwan's net investment in Thailand was 7.1 billion bath (or 11.4% of Thai's
total inward investment) in 1990 (at the end of 1990 the exchange rate for the
Thai bath to the NT dollar was 1:1.0594), which rendered Taiwan the third
largest foreign capital supplier of the year, second only to Japan and Hong
Kong.

FDI from Taiwan under Thailand's BO! (Board of Investment) promotion
was 7.5 billion bath (in term of registered capital) from the beginning of
Taiwanese investment until the end of 1990, a total of 4% of the total
registered inflow capital to the nation (not including non-BOI promoted
investrnent projects). The difference in statistics released by BOI and the Bank
of Thailand has revealed two things. One, there is a wide gap between
Taiwan's actual investment in Thailand and the publicly registered capital that
are flowing from the former into the latter, and two, substantial Taiwanese
investment are not under BOI promotion scheme.

Taiwan's investment in Thailand is concentrated in manufacturing
industries, only from 1985 to 1987 was there a significant increase in sectors of
finance, trade and construction. In 1988 and 1989, Taiwan's investment in
Thailand increased enormously, mainly in labor intensive/light industries such



as textiles, electronic products, plastics, food processing, and agricultural and
other miscellaneous products. At the same time, investment in chemicals, trade
and construction industries also shared a substantial expansion.

Of the projects under BOI promotion in 1986, investment in
natural-resource-based industries constituted 27% of the total Taiwanese capital,
investment in industries of the localcomparative advantage constituted 64%, and
the domestic-demand type of investment, 9%. The leading industries in the
naturalresource-based category included canned food products and wooden
furniture which were mainly for export. Because Taiwanese investment in
industries of the local-comparative-advantage category mostly utilized imported
raw materials and intermediate inputs, less foreign exchange revenues were
generated than those of the natural-resource-based category did.

Much of the Taiwanese investment in Thailand concentrated on
export-oriented industries. In 1989, 76% of the approved projects from Taiwan
was export-oriented. With regard to the scale of Taiwanese firms, investment
capital smaller than 20 million bath made up 45% of the start-up operating
class, while those from 20 to 100 million bath made up 43%, and 100 to 500
million bath (medium scale) made up only 12%. In comparison to Japan, US and
Hong Kong, the scale of Taiwanese firms is relatively small. But for the
hundred-percent-own investment category, Taiwan is the highest éompared to
other countries.

It is estimated that in Thailand, from 1974 to May 1991, the approval ratio
of FDI was 71%. Reasons for non-approved were as follows: 1)information
provided by the applicant was insufficient, 2) incompatible with the objectives
of the BOI's promotion scheme, 3) unable to meet the criterion of creating
employment opportunities or generating foreign exchange revenues. From 1978
to 1990, for example, it is estimated that approximately half of the employment
opportunities created by the Promoted Investment Projects were due to the
inflow of FDI

The BOI does not give significant preferential incentives to industries
according to their location, and, consequently, most foreign investment are
concentrated in Bangkok and the adjacent provinces as these areas have
relatively sufficient infrastructure and supporting industries. This has created
a labor shortage in the area, particularly with regards to skilled workers and
technicians. Therefore, the crux of Thailand's continuous development lies not
only in the upgrading of human resources, but also in the improvement of the
basic facilities and investment environment in other areas of the country.



(2) Thailand Investment policies

The five-year national economic and social development plans, started from
1961, were the guiding principle of Thailand's industrialization. In the first two
five-year plans (1961-71), protective tariff were used to develop private
importsubstitute industries and to encourage using local resources and raw
materials. From 1972, in order to resolve the deficit problem brought by the
development of import-substitute industries, the Thai government gradually
adopted an export promotion policy. In the 6th national economic and social
development plan (1987-91), apart from the goals of increasing export
competitiveness, strengthening the development of natural resources, human
resources and technological skill, the government also encouraged local small
scale industry in order to improve income distribution among various areas.

The BOI was established in 1960 to manage investment policy and
regulations. Investment policy and measures of Thailand are divided into two
broad areas, ie., tax incentives and non-tax incentives:

(1) Tax Incentive measures

The BOI gave the privileged firms the right for tax reduction, and could
also protect them by imposing value-added taxes to competitive imports. The
level of incentive offered by BOI was determined on a project by project basis
although criteria were listed as follows: increase of foreign exchange,
employment creation, technology transfer, and promotion and development of
manufacturing industries. General tax preferences included the reduction of
cooperate income taxes, and preferential tariff on machines and equipment,
accessories and raw materials. In addition, cooperate income is tax-free for a
certain period, and income of stock dividends, goodwill, and remittances are
tax free and are allowed to flow out the country as well.

(2) Non-tax Incentive measures

Generally, Thai government had promised that the privileged firms are
free from 1) been nationalized, 2) competition from public enterprises, and 3)
price controls. Only the special licensed projects such as investment in basic
facilities would the government at necessary times withdraw such guarantees.
For these projects, after the contractual period, the facilities would be
transferred to the government. Apart from these, Thai government may
control the prices of public utilities of the above projects.

The relevant FDI non-tax measures included:



