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Trade liberalization between Thailand and China will affect several industries in
Thailand. Indeed, factors of production have to be reallocated after the change of volume of
trade. If intra-industry trade effects on trade growth between two countries are more
pronounced than inter-industry trade effects, then the costs of reallocation will be lower
because of factor flows more freely within industries.

The purpose of this thesis is to study sources of international trade growth in major
industries, pattern of intra-industry trade and determinants of intra-industry trade between
Thailand and China using the decomposition of total trade model; product similarity criterion
and multiple regression analysis. The data used in this study cover the period 1998-2000
and 2002. The results of the study have shown industries that trade growth resulting from
inter-industry trade effects rather than intra-industry trade effects are petrochemical industry
and organic chemical industry. Inter-industry effects have contributed to trade growth of
24.54% and 6.27% respectively for these two industries. On the other hand, for industries
like plastic, machinery and computer, electrical and electronic and automotive, trade growth
of these industries is mainly derived from intra-industry trade effects. Intra-industry trade
effects have respectively contributed to a growth of 10.87%, -4.29%, 7.83% and -0.04%
respectively. In terms of the pattern of intra-industry trade, most of intra-industry trade
happened between Thailand and China is superior vertical intra-industry trade : This superior
vertical intra-industry trade is resulted from product differentiation by quality and price. Also,
it can be explained that intra-firm trade could occur with the presence of multinational
corporations (MNCs) that have production bases located in Thailand and China. Moreover,
the determinants of intra-industry trade between two countries can be explained by product

differentiation, economies of scale and trade imbalance.
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