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Title Foreign Direct Investment and Multinational Enterprises: Impact on Thailand’s

Economic Growth and The Escape from Middle Income Trap
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Traps

ABSTRACT

The objective of this research is to define a relationship between characteristics of Multinational
Enterprises (MNEs) who invested in Thailand in 2001 to 2009 and change in value-added per hour-
worked in 18 industries. Secondary data of FDI from 4 main foreign countries who invested in
Thailand is used to investigate the relationship and impacts of FDI on Thai economy. The country
that we obtain the data from are Japan, European Union, United State of American, and China.
Panel data analysis with Fixed-effect and Random-effect estimator is used in this research and -
the results from Fixed-effect estimation show that an increase in the used of gross fixed capital
per hour-worked, an increase in MNEs that have foreign ownership greater than 50% of total
investment share, and ah increase in MNEs investors who receive a promotion ffom Board of
Investment will significantly increase value-added per hour-worked. An investment form MNEs
both in terms of new investment and investment expansion will statistically significantly increase
value-added per hour-worked in Thailand’s industry. In additional, an investment of MNEs from
Japan, EU, and the US will increase value-added per hour worked, statistically significant.
Therefore, to promote an investment from MNEs with those characters will enhance an increase
in value-added per hour worked in Thailand’s industry then encourage Thai’s economy to

overcome the middle income traps in the future.
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“.... Foreign direct investment enterprise is “ defined as an incorporated or
unincorporated enterprise in which a foreign investor owns 10 per cent or more of the
ordinary shares or voting power of an incorporated enterprise or the equivalent of an

unincorporated enterprise.

“The numerical guideline of ownership of 10 per cent of ordinary shares or voting
stock determines the existence of a direct investment relationship. An effective voice
in the management, as evidenced by an ownership of at least 10 per cent, implies
that the direct investor is able to influence or participate in the management of an
enterprise; it does not require absolute control by the foreign investor” (§7 and §8

OECD Benchmark Definition).

“Foreign Direct Investment Enterprises (IMF, 2004) is an enterprise (institutional unit)
in the financial or non-financial corporate sector in the economy in which a non-

resident investor owns less than 10% or more of the voting power of an incorporated
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enterprise or has the equivalent ownership in an enterprise operating under another

legal structure....” (IMF, 2004)
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Variables Log of value- - Log of value-
added added
(Random Effects) (Fixed Effects)
Constant 1.895 -2.7166
(1.878) (3.326)
Log of Employee used per 0.4171%%* - 0.0578
hour
(0.146) (0.764)
Log of GFC used per hour 0.259 0.834**
(0.191) (0.397)
Major Foreign capital 0.511%** 0.420**
(0.164) (0.168)
Minor Foreign capital 0.247* 0.241%
(0.117) (0.117)
Investment Promotion -0.182 -0.103
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(0.120) (0.123)
Large MNEs 0.125 0.101
(0.116) (0.116)
Export Orientation -0.402%** -0.345%**
(0.103) (0.111)
New Investment 0.499%** 0.490%**
(0.157) (0.161)
Expand Investment 0.306*** 0.283%*
(0.117) (0.121)
Observations 93 93
R-squared ' 0.736
Number of industry sector 13 13

Note: Standard errors in parentheses and ***, ** and * represents statistically

significant at the 1, 5 and 10 per cent level
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Tugaaunssu 18 wvalul 2001-2009 Tne35ves Fixed - effect UWag Random effect

Variable Log of value-added Log of value-
added
(Random Effects) (Fixed Effects)

Constant 3.792%** -2.960
| (0.801) (3.158)

Log of Employee used per 0.420*** - 0.625

hour

(0.0521) (0.775)

Log of GFC used per hour 0.0615 1.010**
(0.0807) (0.391)

Major Foreign capital 0.599** 0.297*
(0.261) (0.166)

Minor Foreign capital 0.0286 0.0985
(0.198) (0.119)
Investment Promotion -0.505* -0.227
(0.262) (0.160)
Large MNEs 0.188 0.108
(0.186) (0.113)

Export Orientation -0.506*** -0.405%**
(0.169) (0.106)

New Investment 0.477* 0.396%*
(0.264) (0.165)
Expand Investment 0.546*** 0.172
(0.199) (0.120)

Japanese MNEs -0.0622 0.335%
(0.280) (0.171)

EU MNEs 0.0119 0.236*
(0.212) (0.122)

US MNEs 0.255 0.247**
(0.164) (0.103)
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Chinese MNEs 0.208 0.0568

(0.203) (0.126)
Observations 93 93
R-squared 0.777
Number of Industry Sector 13 13

Note: Standard errors in parentheses and ***, ** and * represents statistically

significant at the 1, 5 and 10 per cent level
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AMANUIN

A15199 1 N1TANNUVBIUTTENAIUIRIUGAAIMINTTNAEY

Major Major
Nonregistered
Industry Sector Total MNEs | foreign domestic
capital
share share

1. Agriculture product, hunting and foresting 74 12 40 22
2. Fishing 3 0 1 2
3, Mining and quarrying 75 17 31 27
4. Manufacturing 5486 1672 1117 2697
5. Electricity, gas and water supply 96 17 45 34
6. Construction 1 0 0 1
7. Wholesale and retail trade, repair of

369 188 89 92
vehicles and personal household goods
8. Hotel and restaurant 11 2 5 4
9. Transport, storage and communications 389 127 75 187
10. Financial intermediations 0 0 0 0
11. Real estate renting and business activities 98 32 32 34
12, Public administration and defence

507 317 66 124
compulsory social security
13. Education 7 1 3 3
14. Health and social work 14 8 6 0
15. Other community social and personal

49 15 27 7

service activities
16. Private households with employed
persons 0 0 0 0
17. Extra-territorial organisation and bodies 0 0 0 0
18. Other 0 0 0 0
Total 7179 2408 1537 3234
Share in Total 100% 33,54% 21.41% 45.05%

42




m’li'Nﬁ 2 Correlation Matrix
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Variable

mi’mﬁ 3 Descriptive Statistic
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