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corridor passes through Myanmar, the Lao PDR and along
the Mekong River.

» The EWEC in the plan extends from Mawlamyine

in Myanmar to Danang in Viet Nam through several cities
in Myanmar, Thailand, Lao PDR and Viet Nam. Despite
of some missing links, the existing utilized road is around
1,110-kilometer. The second Lao-Thai friendship bridge
between Mukdahan (Thailand), Sawanakhet (Lao PDR)
and the Hai Van tunnel in Danang, Viet Nam were built to
facilitate the physical linkages in the line. In 2012, physical
connections within the EWEC are almost finished with
some links needing rehabilitation in Myanmar.

» The SEC runs through Southern Thailand,

Cambodia, and Southern Viet Nam. Originally, the SEC
consisted of only one route, the Bangkok (Thailand),
Phnom Penh (Cambodia), Ho Chi Minh City-Vung Tau
corridor.

To advance economic corridors, enhanced cooperation
and integration are a requirement among GMS member
countries. Deepen opportunities will exist for collaboration
on matters such as cross-border trade, co-production, and
overland tourism, if they can cope with infrastructure and
service integration. However, a strong political condition
is important to enable the facilitation of cross-border
movement of goods and people.

Figure 3 shows the percentage of distribution of GMS
corridors construction in each member state. Thailand has
almost all of the major distribution of corridors. It might be
because Thailand is located in the center of the region that

can be simply transformed to be an interconnector.

M Cambodia [EChina B Lao PDR [Myanmar BThailand [ Viet Nam

SEC Central Sub.: 1,258 km

SEC Northem Sub.: 1,609 km

SEC Southern Coastal Sub.: 1,000 km

SEC Intercorridor Link: 1,149 km

EWEC: 1,481 km

NSEC Western Sub, via Lao PDR: 1,434 km [
NSEC Western Sub. via Myanmar: 1,462 km |
NSEC Central Sub.: 695 km |

NSEC Eastern Sub.: 501 km [Z57T

Note: PRC = People’s Republic of China, EWEC = East—West
Economic Corridor, GMS = Greater Mekong Sub-region, km
= kilometer, Lao PDR = Lao People's Democratic Republic,
NSEC = North—South Economic Corridor, SEC = Southem
Economic Cornidor, Sub. = sub-corridor.

Source: Strategy and Action Plan for the GMS SEC, NSEC, and
EWEC (August 2010) and ADB estimates.

Figure 3: Inter-Country Distribution of GMS Cormdors (%)

Thailand’s government realizes this role and has
responded to the opportunities by launching considerably
large projects. Thailand’s 11th National Economic and
Social Development Plan have the vision “A happy society
with equity, fairness and resilience™. It is divided into two:
four strategies for restructuring of the economy towards
quality, growth, and sustainability, and five strategies for
the creation of regional connectivity. The five strategies
focus on the issues of connectivity/logistics development
and supply chain development along economic corridors.
Five strategies for reconstruction and future development
are comprised of water resource management, restructuring
of the production and service sectors, development strategy
for new economic areas, infrastructure development (2012-
2020), and insurance system development.

Strategy of development for new economic areas
is concerned with land use policy, the development of
international transport and logistics networks, development
of Thailand’s regions to connect with neighboring countries
and Southeast Asia and development of border economic
zones and border towns. The strategy management covers
three economic corridors: the NSEC, EWEC, and SEC.

Moreover, the infrastructure development (2012-2020)
proposal has several potential plans such as transport
infrastructure development, energy security, and public
telecommunications infrastructure developments. Examples
are high speed train projects (covering four lines in four
regions; Bangkok to Chieng Mai, Nong Khai, Rayong, and
Hua Hin totaling around 1,900 km. —amounting to 15,000
million $ US), dual track construction projects (covering
whole railways of the country 900 km. amount 3,090 mill.
$ US), and express ways between major cities projects (for
example, Hat Yai — Padangbezar motorway)

Finally, to facilitate trade and support the related
economic activities along Thailand’s border areas, many
infrastructures have to be built. The new industries might be
created and be the source of growth in the future, when the
inter connectivity through GMS corridors are implemented
completely. Moreover, role of Thailand as an interconnector
to facilitate better connectivity of their less developed
neighboring countries also helps to eliminate income
gaps within the countries. Typically, shortening income
gaps is recognized a necessary step to stimulate domestic
consumption. If the role of Thailand and related activities are
successful, this might be a significant process to contribute a

more balanced growth path for the countries and the region.







The ASEAN Economic Community (AEC) will bring
about regional economic integration by 2015. AEC proposes
the following key characteristics: (i) a single market and
production base, (ii) a highly competitive economic region,
(iii) a region of equitable economic development, and (iv)
a region fully integrated into the global economy. The
ASEAN transform to AEC is the step into the region with
free movement of goods, services, investment, skilled labor,
and a freer flow of capital. (www.aseanse.org).

When AEC comes into being in 2015, there might be
many impacts felt in Thailand. If we evaluate the impact
of free movement of service sectors, the effects can be
divided into two factors. Firstly, there will be the increase
percentage of foreign shareholders. ASEAN foreign
investors can increase capital to the maximum rate of
70% of total shareholders. These service sectors are legal
consultants, food retail sales, and packaging services.
Currently, these service businesses have an average of
around 39%, foreign shareholders. However, there are
sectors which still have been neglected; for instance,
material retail sale, printing business, and technology and
communication of education. Secondly, skilled labor will be
able to move freely from a country with lower wages to a
country having higher wages. The professional occupations
in the list of Mutual Recognition Arrangements (MRA) are
engineers, nurses, architects, surveyors, physicians, dentists
and accountants. Moreover, there is a study“ reporting that
service businesses with highest earnings before interest
depreciation and tax (EBIDA) margin in Thailand are
composed of healthcare, the metal and glass container
industry, entertainment and restaurants (Siam Commercial
Bank analysis of data from Bloomberg).

There are three big trends in ASEAN countries. The first
is the concentration of production with a plentiful supply of
raw materials and markets, for example, production of pick-
up cars where manufacturers have selected Thailand to be a
hub of production in the region. The second is non-tradable
goods that can be adjusted to be tradable; for example, real
estate for retirees. The last is the ASEAN expatriate class;
for instance, skilled labor from foreign countries coming to
work in Thailand who is a new class of population with a

higher purchasing power.

4 Siam Commercial Bank Economic Intelligence Center (SCB EIC)
report, 2012
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from Business Online PCL as they are non-listed

Source: SCB Economic Intelligence Center based on data from Stock
Exchange of Thailand

Figure 6: Foreign Share Ownership in Thailand Services Business,
2012

Moreover, there are three opportunities among ASEAN
countries. Firstly, there exists a reformation of behaviors of
population; for instance, many people in ASEAN countries
are willing to pay for better education and leisure for their
children. Secondly, the middle-income class of people
enjoys paying for mobiles, condominiums, and shopping,
at the same time the aging population is increasing.
Lastly, there are many specific factors of each country; for
example, the Muslim population in Malaysia ranked 3rd
of Muslim population having high purchasing power or
Indonesia who has the most of Muslim population in the
world.

The trends and opportunities can be merged and
synthesize to be appropriate future strategies for Thailand.
Strategies for Thailand steps into the AEC are as follows’ :

+ Three trends in the AEC: Concentration of production,
non-tradable to tradable goods, and ASEAN expatriate
class

» Four potential ASEAN market: intra-region tourism,
biggest Muslim population, growing middle income

class, and an aging population.

If Thailand takes a trend add up with a potential
ASEAN market, it can propose a possible leverage core

competency.

5 SCB EIC analysis, 2012
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off Cambodia. Part of the reason for the lack of major
geopolitical conflict may have been that western colonial
interests were clearly established in Southeast Asia through
the age of exploration in the 16th and 17th century that by
the early 20th century, great power conflicts were neither
possible nor desirable; the British were in Burma and
Malaysia, the Dutch in Indonesia, the French in Indochina,
and Spain in the Philippines and there was no strong sense
among these colonizing powers to acquire another power’s
territories.

After all, none were geopolitically or economically
important for the major European powers to start a war
over. In fact, much of the political conflicts over territory
involving the region’s larger powers were in Northeast Asia.
Arguably the only major great power conflict in Southeast
Asia was over the Philippines in the late 19th century, when
American warships handily defeated the Spanish. But even
the confrontation between Spain and the US in Asia was
the result of American intervention in the Cuban war for
independence.

Much of the conflict in the Mekong region in the second
half of the 20th century resulted from wider political trends
and not any direct competition for resources. The nationalist
First Indochina War in the 1950s, Vietnam’s war with the
US in the 1960s and 1970s, the Vietham-Cambodia war of
1978 and the Sino-Vietnamese War of 1979 were all tied
to political developments in the countries involved and the
region itself (as another front in the Cold War between the
Soviet Union and the United States) rather than any active
competition for resources. More recently, Cambodia’s
border skirmishes with Thailand are the result of rancorous
debate over border demarcation during the mid-19th
century.

The only political conflict that can be tied to resource
issues between the Mekong countries and a major power
does not, in fact, involve resources within the formal area.
Rather, it is part of the wider claims over the South China
Sea. In 1988, Vietnamese and Chinese troops engaged in
light skirmishes at the Johnson South Reef in the Spratly

islands.

3. The dynamics of resource competition and
geopolitics in the Mekong region
Although the Mekong is not a significant supplier

of minerals and hydrocarbons at the global level (unlike

Indonesia, for instance), there will continue to be sustained

interest in the region from both Asian countries and
the west for several reasons. The first is the region’s
geographical proximity to major resource consuming
economies of China, Japan and South Korea. This will keep
transportation, storage and logistics costs manageable for
output destined for Asia. The direct geopolitical risks are
also low or manageable (unlike, for example, oil from the
Middle East, which is vulnerable to that region’s political
instability as well as the potential for the disruption of
maritime trade in the Straits of Malacca).

The second factor is the existence of a wide range of
connections between the countries, whether it be due to
the presence of Chinese immigrants in Southeast Asia or
Japanese aid that was commonplace for large parts of the
last half century. This range of connections reduces the
transactions costs because commercial, diplomatic and aid
relationships are already in place. It also makes it easier
to leverage diplomatic relations to resolve commercial
disputes. Contrast this to Africa, for instance, where Asian
countries have had to start from scratch in building up
diplomatic, cultural and aid efforts, which can be expensive
and time consuming.

Finally, the underdeveloped mineral sectors in the
Mekong countries (with the exception of Thailand)
combined with the weak capabilities of domestic firms,
offer the tantalizing possibility of underexplored areas with
reserves available at low prices and with less competition
from western companies. After all, there has always been
constant speculation about potentially large mineral and
hydrocarbon reserves in specific countries, but not much
exploration has been done due to the isolation of many
of several Mekong countries, political instability, rules
that severely limit foreign investment and difficult and
inconsistent regulatory frameworks.

Aside from mineral and hydrocarbon resources,
Mekong countries also have other resources that are
regionally relevant, primarily hydropower along the
Mekong, timber in Burma and Laos, and agricultural land
in Burma, Thailand and Cambodia that may be potentially
useful for food or biofuels. These resources could become
more important in the future, not just for East Asia, but for

countries as far afield as the Middle East.




Table 1: Top natural resource exports

Burma Gas

Cambodia Timber

Laos Copper, gold, silver
Thailand Gypsum, Agriculture
Vietnam Coal, Petroleum

Source: Eurasia Group Research

4. How geopolitical competition will take place in
the Mekong, for now

The competition for resources will, however, be largely
conducted at the firm (and not geopolitical) level. After
all, the US and other western countries have a much more
limited interest in the Mekong as a strategic supplier.
Known reserves in the region are not large enough for
these to be considered strategic. Compounding this is the
fact that many western firms find the endemic corruption,
weak regulatory framework and political opacity in many
of the Mekong countries difficult to navigate. So while
western firms will be opportunistic and attempt to develop
new businesses where they can, gaining access to Mekong
resources will not be a substantial component of the
strategy of the western powers or their companies.

Instead, US foreign policy will focus on more on its two
priorities of trade and security. The US will focus on having
a substantial or leading role in crafting the region’s trade
framework, expressed in the near term through the Trans
Pacific Partnership, and enhancing security and diplomatic
relationships (short of basing agreements) at both the
bilateral and multilateral level.

In contrast, China's geopolitical goal is to fend off what
it perceives as US interference in the region, and renew its
appeal — both economic and strategic — to its neighbors. But
China's efforts will be heavily influenced by an increasingly
powerful military and nationalistic public opinion. It
will engage in economic diplomacy, attempt to achieve a
strategic foothold in one or two countries and gain greater
access to regional resources. One distinct advantage
that China could have is that western governments and
multilateral agencies such as the World Bank or Asian
Development Bank may remain reluctant to engage in
certain sectors in Mekong countries due to corruption or
lack of reform. The Chinese may exploit this situation by
providing aid or financing in these sectors, but without the
stringent conditions for transparency or governance.

Other regional players such as Korea and Japan will

piggyback on the US effort to limit Chinese political

influence in the region. But these countries will have more
clearly defined economic goals such as obtaining resources
and market access, and be reluctant to directly engage
Beijing on geopolitical battles in the Mekong. Russia has
more limited intentions and capabilities and its political
engagement will primarily be with one or two countries in

terms of selling energy technology and military equipment.

5. How the region will react

In fact, China may find more competition for influence
from the smaller countries in Southeast Asia. Both
Thailand and Singapore are likely to be more aggressive as
diplomatic and business competitors in Burma. On the other
hand, Vietnam, with its historic, party and ideological ties
to the Laotian leadership, will continue to attempt to fend
off Beijing’s influence there.

Vietnam, where public suspicion of Beijing’s intentions
is widespread, will be the most active in attempting to
balance its relationship with the US and China, and in
ensuring that it avoids being drawn too closely to either
side. In addition, Hanoi will try to sustain economic ties
with key aid countries and markets for its product such as
Japan and Korea. For this reason, Chinese investments into
Vietnam will be limited and not approach the levels both in
absolute and relative terms that may be found in Cambodia
or Laos.

Of the Mekong countries, the one most vulnerable in
the near term to China’s entreaties is Cambodia, where
the combination of corruption and increasing Chinese
investment is likely going to create strong incentives for a
Phnom Penh to be more receptive to Chinese diplomatic
overtures. China is already a major source of aid, trade
and investment. By one estimate, Chinese investment in
Cambodia over the past two decades has reached almost
$10 billion. Cambodian President Hun Sen, who generates
discomfort in the west due to his perceived efforts to
undermine democracy, is likely to be more acceptable in
Beijing. In addition, there is a perception that China will
attempt to influence diplomacy within the Association of
Southeast Asian Nations (ASEAN) through Cambodia.

In Laos, Chinese investment in the mining sector is
growing, particularly for gold and copper. Beijing is also
trying to increase its diplomatic efforts in Vientiane, in an
effort to reduce the influence of the Communist Party of
Vietnam on the Lao People’s Revolutionary party. Vietnam,

which views Laos as a regional and ideological partner, will
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