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Abstract
This paper examines the past trends, current situation, and future prospects of economic
integration in the Greater Mekong Subregion (GMS), with particular focus on progress in
regional trade in the GMS and the role of cross-border transport infrastructure. First, progress
in trade integration among the GMS member economies is described. While GMS members
are in different developmental stages and had different initial conditions, regional economic
integration has advanced noticeably in recent years, reflected in the increased share of intraGMS trade and dependence of GMS economies on external trade. Second, an empirical analysis
based on a gravity model of the impact of cross-border road infrastructure on regional trade
shows that development of cross-border road infrastructure—distinct from domestic road
infrastructure—has had a positive effect on intra-GMS trade. Third, the paper provides six case
studies of local economic corridors and discusses the development of transport infrastructure
and its economic impact and prospects along each route. Some general implications drawn from
the case studies are: (i) the expansion of trade and economic integration requires a specific size
of economies (or markets) at expected “nodes” along the corridor; (ii) expansion also requires
some form of resource complementarity between such nodes, e.g., between resource richness
and availability of processing technology, or between labor abundance and capital abundance;
and (iii) integration requires cooperation among the concerned governments, both in physical
and nonphysical aspects of cross-border transport infrastructure.

Introduction
Recent empirical literature in economic geography indicates the importance of reducing
transport and logistics costs in international trade and economic development. Reduced
transport costs across borders not only induce regional trade but also regional foreign direct
investment (FDI) associated with intrafirm supply chain management. Increases in such FDI
can, in turn, further increase regional trade. This leads to a cycle of cross-border infrastructure
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development, trade, and investment that fosters higher economic growth. This line of reasoning
is behind many initiatives of development assistance and economic cooperation in the Greater
Mekong Subregion (GMS).2 In fact, the Asian Development Bank (ADB) expects that out of
the total investment requirement of $29.3 billion3 in support of the GMS Economic Cooperation
Program up to 2015, as much as $20 billion will be allocated to the transport sector.4 However,
despite the positive contribution to be made by transport infrastructure on GMS economies,
there is a dearth of empirical investigation on the impact of specifically cross-border transport
infrastructure. This paper tries to fill this gap to some extent.
Section 2 of this paper describes GMS member economies’ progress in trade integration.
Section 3 discusses the results of an empirical analysis based on a gravity model that investigates
the impact of cross-border road infrastructure on regional trade. Section 4 provides six case
studies on local economic corridors and discusses the development of cross-border transport
infrastructure and its economic integration impact and future prospects along each route. Section
5 provides some concluding remarks.

Trade Integration in the Greater Mekong Subregion
Since the 1980s, all GMS members—except Thailand—have been under a transition from
some form of central planning to a market-friendly economic system, and benefits have started
to emerge (Table 1). In particular, the economies of Yunnan Province and Guangxi Zhuang
Autonomous Region (hereafter called Yunnan and Guanxi, respectively) of the People’s Republic
of China (PRC) grew rapidly in parallel with PRC-wide growth, and their per capita gross
regional products are now around $1,000, which is, however, still about half the national level.
Viet Nam has embarked on industrialization helped by surging FDI; its per capita gross domestic
product (GDP) grew to $835 in 2007 and was about $960 in 2008 as projected by the Ministry of
Planning and Investment (Saigon Times). Cambodia and the Lao People’s Democratic Republic
(Lao PDR), with their per capita GDPs of over $500 by 2006, are now seeing emerging urban
middle classes (Asia Times). These economies are growing faster than Thailand’s in recent
years, resulting in some degree of convergence in the GMS, in which lower-income economies
are catching up with higher-income economies. One cautionary note for Yunnan and Guangxi
is that while their economies are growing fast, the areas are also experiencing high population
growth rates of 7%–8%.
Although GMS member economies are in different developmental stages and each has
unique conditions, subregional economic integration has been advancing in recent years (tables
2, 3, 4, and 5). The share of intra-GMS trade in total trade amount has increased from about
4% in 2000 to 7% in 2006. With the exception of Cambodia, GMS members have increased
their trade dependence on themselves. However, it should be noted that a common problem
concerning trade data in the subregion is that of undocumented trade and smuggling. The limited
evidence available regarding the magnitude of smuggling suggests that a significant portion of
intra-GMS trade is unrecorded by government officials, with a broad range of 30%–50% of the
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The GMS comprises Cambodia, Lao People’s Democratic Republic, Myanmar, Thailand, and Viet Nam, as well as
Yunnan Province and Guangxi Zhuang Autonomous Region of the People’s Republic of China.
In this paper, “$” refers to US dollars.
Asian Development Bank. GMS Development Matrix. www.adb.org/GMS/Projects/devmatrix.asp (accessed June
2008)
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Table 1: Basic Indicators for Greater Mekong Subregion Economies
Population
2006
(million)

Population
Growth Rate
2006
(%)

14.2

2.4

7.26

513

5.7

1.8

2.87

536

Myanmar

56.5

2.0

–

160

Viet Nam

84.2

1.3

60.88

723

Thailand

65.2

0.8

206.25

3,162

Yunnan

44.8

6.9

42.35

956

Guangxi

47.2

8.3

49.59

1,069

Cambodia
Lao PDR

GDP or GRP
2006
($ billion)

Per Capita GDP
or GRP 2006
($)

– = no data, GDP = gross domestic product, GRP = gross regional product, Lao PDR = Lao People’s
Democratic Republic.
Note: GDP and per capita GDP figures for Guangxi, Lao PDR, and Yunnan are for 2005. Per capita GDP
for Myanmar is an estimate by the International Monetary Fund for 2005.
Sources: ADB. 2006. Key Indicators 2006. Manila; and statistical yearbooks for Yunnan and Guangxi.

value of the recorded trade (ADB 2004, p. 14). Including these undocumented trade flows, trade
integration in the subregion might be progressing even faster.
Cambodia’s dependence on GMS members for its exports is small due to the dominant
role of its garment exports to the United States and Europe. Yet much of its industrial and
intermediate product imports come from Thailand, making its import dependence on the GMS
around 20%. Additionally, although Thailand’s outward-oriented development in earlier years
led to having major trading partners outside the GMS, the GMS share of its exports and imports
increased from 3% and 1%, respectively, in 2000 to 5% and 3%, respectively, in 2006. The share
of Viet Nam’s trade within the GMS increased during the same period, particularly imports at
8%–10%.
The Lao PDR, landlocked and surrounded by other GMS economies, is by far the most
dependent on the GMS for its trade. The GMS made up 65% of the Lao PDR’s exports and 78%
of its imports in 2006. In particular, the Lao PDR has had a close trade relationship with Thailand
across the Mekong River, and electricity sales to Thailand have been added to traditional exports,
such as timber and wood. Imports from Thailand range from petroleum products, consumer
goods, and machinery to electrical appliances. The flow of goods and people between the Lao
PDR and Thailand will accelerate as more bridges are built over the Mekong River (discussed
further in section 4).
Myanmar is also heavily dependent on the GMS for its trade, with 54% of its exports and
66% of its imports conducted within the subregion in 2006. The GMS share of Myanmar’s
exports jumped from 19% in 2000 as its garment exports to the United States halted due to
sanctions and the sale of natural gas to Thailand commenced. Imports from the PRC and
Thailand increased after 2000, and these countries have replaced Japan as Myanmar’s major
trading partners. As with the Lao PDR, Myanmar’s exports to the PRC have been dominated
by logs and wood products, but when PRC-sponsored natural gas fields start production,
23
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Myanmar’s export structure will change dramatically. Myanmar’s imports from the PRC come
mainly through Yunnan and include machinery, motorcycles, fuel, steel, and other industrial
products. Myanmar’s increasing trade dependence on the GMS, however, is not a result of
realizing its full potential for trading with extraregional countries—particularly its abundant
and inexpensive labor force—but rather a result of its development satus, leading to a potential
overreliance on natural resources.
The importance of the GMS in Yunnan and Guangxi’s trade has also increased. The GMS
share of Yunnan’s exports and imports increased from 36% and 14%, respectively, in 2000
to 68% and 23%, respectively, in 2006. Likewise, the GMS share of Guangxi’s exports and
imports increased from 16% and 17% in 2000 to 22% and 24%, respectively, in the same period.
Myanmar has a long land border with Yunnan and, therefore, has been the most important trading
partner in the GMS for Yunnan. However, Yunnan’s trade with Lao PDR, Thailand, and Viet
Nam has been gaining importance as land transport infrastructure improves. Guangxi’s most
important trading partner in the GMS is Viet Nam, again due to a long shared land border.
Overall, intra-GMS trade is expanding in a “vertical” (inter-industry) pattern in which
Cambodia, Lao PDR, Myanmar, and Viet Nam export natural resources and primary products to
Guangxi, Thailand, and Yunnan, and import industrial products. However, this structure might
change in the future as land transport infrastructure develops and induces more intra-GMS
FDI activities. For example, manufacturing firms in the PRC and Thailand may shift part of
their production cycle to the other four GMS countries, which would lead to an increase in
“horizontal” intra-industry trade.

Impact of Cross-Border Road Infrastructure on Regional Trade
in the Greater Mekong Subregion
The overview of regional trade in the GMS suggests the importance of geographic conditions
in determining trade partners and patterns. In addition, recent literature in economic geography
provides wide-ranging evidence of an association between geography and trade. A country’s
geographic conditions, such as the development of transport infrastructure, distance to major
international markets, length of borders shared with neighboring countries, and whether a country
has coasts or is landlocked, influence the costs of transport and therefore trade volume. Land
transport is normally more costly than sea transport per unit distance. Therefore, landlocked
countries like the Lao PDR tend to suffer from higher transport costs and are constrained in
international trade. For relatively small economies in the GMS, high transport costs denote
difficulty in importing capital and intermediate goods necessary for industrialization as well
as in sending products abroad. Geographic disadvantages and poor transport infrastructure
can also deter FDI, which, in turn, constrains trade further. Even with sound macroeconomic
management, geographic disadvantages could rule out the outward-oriented development
path that East Asian countries—such as Japan and the Republic of Korea—followed. Exportoriented industrialization depends on reduction of transport costs, because high transport costs
can negate the advantages of low labor costs.
Drawing on Edmonds and Fujimura (2008), this section summarizes findings on empirical
relationships between the level of development in cross-border road infrastructure and trade
volume among GMS economies. The author drew from Limao and Venables (2001) and applied
a gravity-type model to bilateral trade flows for each pair of trading GMS economies. Following
24
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142.00

347.00

0.70

–

Viet Nam

Thailand

Yunnan

Guangxi
468

–

13

381

71

–

×

3

Lao PDR

803

–

293

504

6

×

–

0

Myanmar

1,271

222

93

838

×

3

96

19

Viet Nam

744

23

24

×

372

233

69

23

Thailand

92

NA

×

8

8

70

6

0

Yunnan

91

×

NA

22

69

–

–

–

Guangxi

3,959

245

424

2,100

668

306

171

45

GMS

89,213

1,493

1,175

68,963

14,483

1,646

330

1,123

Total
Exports

4.4

16.4

36.1

3.1

4.6

18.6

51.8

4.0

Share of
GMS (%)

Sources: International Monetary Fund. Direction of Trade Statistics Yearbook: www.imfstatistics.org/DOT/ (accessed January 2008), and statistical yearbooks for
Yunnan and Guangxi.

– = no data, GMS = Greater Mekong Subregion, Lao PDR = Lao People’s Democratic Republic, NA = not applicable.

490.00

0.10

Myanmar

GMS Total

0.04

×

Cambodia

Lao PDR

Cambodia

Origin

By Destination

Table 2: Intra-Greater Mekong Subregion Exports, 2000
($ million)
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0.1

245.0

1,235.0

0.6

–

Myanmar

Viet Nam

Thailand

Yunnan

Guangxi
1,173.0

–

65.0

1,025.0

83.0

–

×

0.3

Lao PDR

1,317.00

–

541.00

761.00

15.00

×

–

0.03

Myanmar

4,289

750

208

3,098

×

51

107

75

Viet Nam

3,574

51

96

×

822

2,135

455

15

Thailand

306.0

NA

×

16.0

53.0

224.0

13.0

0.1

Yunnan

747

×

NA

30

717

–

–

–

Guangxi

12,888

801

911

6,165

1,935

2,410

576

90

GMS

184,280

3,599

1,342

130,790

39,605

4,500

882

3,562

Total
Exports

7.0

22.3

67.9

4.7

4.9

53.6

65.3

2.5

Share of
GMS
(%)

Sources: International Monetary Fund. Direction of Trade Statistics Yearbook: www.imfstatistics.org/DOT/ (accessed January 2008), and statistical yearbooks for
Yunnan and Guangxi.

Note: Figures for Yunnan are for 2005.

– = no data, GMS = Greater Mekong Subregion, Lao PDR = Lao People’s Democratic Republic, NA = not applicable.

1,482.0

0.9

Lao PDR

GMS Total

×

Cambodia

Cambodia

Origin

By Destination

Table 3: Intra-Greater Mekong Subregion Exports, 2006
($ million)
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×

3

0

37

8

0

–

48

Cambodia

Lao PDR

Myanmar

Viet Nam

Thailand

Yunnan

Guangxi

GMS Total

188.00

–

6.00

76.00

106.00

–

×

0.04

Lao PDR

330.00

–

70.00

256.00

3.00

×

–

0.13

Myanmar

584

69

8

331

×

6

78

92

Viet Nam

2,037

22

8

×

811

555

419

222

Thailand

423.0

NA

×

24.0

93.0

293.0

13.0

0.7

Yunnan

245

×

NA

23

222

–

–

–

Guangxi

3,856

91

92

718

1,272

854

513

315

GMS

83,261

545

638

61,923

15,637

2,402

690

1,425

Total
Imports

4.6

16.7

14.4

1.2

8.1

35.6

74.3

22.1

Share of
GMS
(%)

Sources: International Monetary Fund. Direction of Trade Statistics Yearbook: www.imfstatistics.org/DOT (accessed January 2008) and statistical yearbooks for
Yunnan and Guangxi.

– = no data, GMS = Greater Mekong Subregion, Lao PDR = Lao People’s Democratic Republic, NA = not applicable.

Cambodia

Destination

By Origin

Table 4: Intra-Greater Mekong Subregion Imports, 2000
($ million)
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83.00

35.00

0.10

–

Viet Nam

Thailand

Yunnan

Guangxi
632

–

13

500

118

–

×

1

Lao PDR

2,629.0

–

224.0

2,348.0

57.0

×

–

0.1

Myanmar

2,046

717

53

904

×

16

86

270

Viet Nam

5,834

30

16

×

3,408

837

1,128

415

Thailand

910.0

801

×

–

51

750

–

–

–

Guangxi

12,971

747

306

3,934

4,624

1,394

1,279

687

GMS

185,408

3,075

1,318

128,636

44,410

2,100

1,633

4,236

Total
Imports

7.0

24.3

23.2

3.1

10.4

66.4

78.3

16.2

Share of
GMS
(%)

Sources: International Monetary Fund. Direction of Trade Statistics Yearbook: www.imfstatistics.org/DOT/ (accessed January 2008), and statistical yearbooks for
Yunnan and Guangxi.

Note: Figures for Yunnan are for 2005.

–

×

96.0

208.0

541.0

65.0

0.6

Yunnan

– = no data, GMS = Greater Mekong Subregion, Lao PDR = Lao People’s Democratic Republic.

118.00

0.04

Myanmar

GMS Total

0.30

×

Cambodia

Lao PDR

Cambodia

Destination

By Origin

Table 5: Intra-Greater Mekong Subregion Imports, 2006
($ million)

the empirical approach common to gravity model regressions, the volume of bilateral trade
was regarded as dependent on economic size (typically GDP), population size, and geographic
characteristics, such as distance between the major markets. Using this basic relationship,
explanatory variables for road infrastructure were added to the model. Gravity models were
often estimated with a few other variables to characterize the geographic characteristics and
proximity of economies besides distance (e.g., sharing land borders, being landlocked, having
small island status) or cultural–historical ties (e.g., shared language, dominance by common
colonial power). However, these variables were not included in the author’s estimates due to the
statistical constraints explained below.
The dataset used in the analysis covers each pair of six GMS economies, excluding
Guangxi (due to data limitation) over 1981–2003. In all, 30 economy pairs can be formed across
the six GMS economies, making the maximum number of observations 690 (30 × 23). Due to
the relatively small number of GMS economies and limited number of years for which most
data are available, missing data problems were widespread and created challenges in model
estimation.
For trade flow data, two measures were employed: one based on total bilateral trade
reported in the International Monetary Fund Direction of Trade Statistics (IMF-DOTS) database
(except for Yunnan, for which data were taken from Yunnan statistical yearbooks), and the
other based on major exports transported via land or river. For the latter measure, up to five
commodities defined at the four-digit level in the United Nations Globally Harmonized System
of Classification and Labelling of Chemicals that are considered largely transported via land (or
ferry, where river transport dominates) were identified, and their export values reported in the
United Nations Commodity Trade Statistics (UNCOMTRADE) database were added to form the
measure of major exports via land.5 Using this measure is preferred to using total bilateral trade,
because cross-border road infrastructure was expected to be more important in determining the
volume of overland trade flows than that of total trade, which includes ocean-bound trade and
is influenced by a greater variety of factors. However, using this preferred measure came at the
cost of data scarcity and some unavoidable subjectivity in the selection of major goods due to
vague customs data at overland points of entry. Therefore, the use of the total bilateral trade
worked as a check on the sensitivity of estimates. It was assumed that omission of the value
of unrecorded trade mentioned previously was unlikely to influence estimates due to the focus
on international crossing points—as opposed to local border crossing points—in deriving the
measure of cross-border road infrastructure.
Two separate measures were constructed for road infrastructure based on road density in
GMS economies: one characterizing road density in border areas and the other characterizing
road density in nonborder areas. In the author’s analysis, “cross-border road infrastructure”
was represented by the density of paved roads in the provinces/states containing international
crossing point(s) to the corresponding GMS pair. “Domestic road infrastructure” was represented
by the density of paved roads in the provinces/states that do not border any economy.6 Figure 1

5

6

Many GMS countries, particularly Cambodia, Lao PDR, and Myanmar, do not report trade figures to the
UNCOMTRADE database; bilateral trade data between these countries are absent in the dataset that was used.
Therefore, the analysis for intra-GMS trade is driven by the data available from the PRC, Thailand, and Viet Nam.
Data sources (and data years available) were Council for Development of Cambodia for Cambodia (1995–2002),
Department of Roads, Ministry of Communications, Transport, Post and Construction for Lao PDR (1992–2003);
Department of Highways, Ministry of Transport for Thailand (1994–2003); and the transport section of statistical
yearbooks for Myanmar (1984–1996), Viet Nam (1993–2002), and Yunnan (1990–2002).
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displays the GMS road network and the international crossing points referenced in the dataset.
For example, cross-border road infrastructure for Cambodia as an exporter and the Lao PDR
as an importer is represented by the road density in Stung Treng Province, Cambodia and
Champasak Province, Lao PDR, respectively. Similarly, the domestic road infrastructure in this
case is represented by road density of all the other provinces in these economies, respectively.
The main findings from the econometric analysis are: (i) economy size appears to be
a dominant driver of regional trade; (ii) the elasticity of trade in major exports, likely to be
transported over land between GMS economies with respect to developments in cross-border
road infrastructure, is estimated to be 0.6–1.4 (this means that a 1% increase in road density in
GMS border regions would increase the volume of trade in major commodities by 0.6%–1.4%);
(iii) when the variable of domestic road infrastructure is included in the gravity model separately,
a positive association exists between the two with an estimated elasticity of about 1.0; (iv) when
both variables of cross-border and domestic road infrastructure are included in the model, crossborder roads have a positive association and domestic roads have a negative association with
trade flows (both major exports and total trade);7 and (v) barriers to trade captured by weighted
average tariff rates failed to yield significant associations with trade flows, which may suggest
a relatively greater impact of unmeasured nontariff barriers.8
Despite the severe data constraints, the analysis indicates that the development of crossborder road infrastructure in the GMS has had a discernible positive effect on regional trade and
is considered a critical part of a broader effort to encourage regional integration to benefit GMS
economies, particularly those less endowed with natural seaports.
Technical details on this analysis can be found in Edmonds and Fujimura (2008). Many
potential problems, such as omitted variables and measurement uncertainties due to the small
sample size, cannot be dismissed. The results summarized in this paper are not the last word on
empirical evidence. To the best of the author’s knowledge, no similar study has been conducted
before, implying that there is room to either validate or to refute these results with a better
dataset that will be available in the future.

Case Studies of Local Economic Corridors
and Their Economic Impacts
The previous section provided findings on the GMS-wide average association between crossborder transport infrastructure and regional trade. This section discusses more micro-level
developments using case studies of six local economic corridors, based on the author’s site
visits in 2005 and 2007, supplemented by available secondary information. The naming of the
corridors follows that of ADB where available, but some routes (e.g., the Middle Corridor) also
are named by the author. The location of each route is indicated by a–f in Figure 1.

7

8

There is a possibility that this result is caused by collinearity between the two road density variables, in which case,
cross-border and domestic road developments could have complementary, not substitutive, impacts on regional trade.
This result may be partly due to the fact that this measure was calculated from actual tariff revenues (divided by total
import values) instead of statutory tariff rates. The actual duties are generally lower than those implied by statutory
tariff rates.
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Figure 1: Greater Mekong Subregion Road Network
and Major International Crossing Points
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Note: Blue lines and dots marked a–f are local economic corridors referred to in the text. a = Northern
Viet Nam–Guangxi Zhuang Autonomous Region–Guangdong (North–South Corridor 1), b = Northern
Thailand–Northwestern Lao People’s Democratic Republic–Yunnan Province (North–South Corridor 2),
c = Udon Thani/Nong Khai (Thailand)–Vientiane (Middle Corridor 1), d = Northeastern Thailand–Central
and Southern Lao People’s Democratic Republic–Central Viet Nam (East–West Corridor), e = Northeastern Thailand–Southern Lao People’s Democratic Republic–Central and Southern Viet Nam (Middle Corridor 2), f = Bangkok–Phnom Penh–Ho Chi Minh City (Southern Corridor).
Source: Asian Development Bank; author’s additions in blue.
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Northern Viet Nam–Guangxi Zhuang Autonomous Region–Guangdong
(North–South Corridor 1)
Since normalization of the PRC–Viet Nam relationship, economic integration along this route has
been accelerating. Furthermore, Guangxi is becoming an important land link between southern
coastal PRC—which is ever-growing with industrial clustering—and northern Viet Nam, which
is also industrializing rapidly, helped by increased FDI. The Red River Delta surrounding
Ha Noi has seen construction of many roads and bridges leading to the Noi Bai Airport and to
PRC borders, making the area attractive for foreign investors who are thinking of production
networks using both northern Viet Nam and southern coastal PRC. According to a test run done
by a Japanese trading company, transporting a 12-square meter truckload between Guangzhou
and Ha Noi by sea takes 4–6 days and costs $1,250, while doing so by land takes only 2 days
but costs $1,800.9 This indicates that further development in land transport will make it more
attractive relative to sea transport for businesses by reducing overall transaction costs involved
in the cross-border operation along this corridor.
Of the two land links between northern Viet Nam and Guangxi, the Ha Noi–Lang Son–
Yougiguan route has a railway connection, but there is a problem of different gauges between
the two countries. Yet now, with the paved and widened road between Ha Noi and Lang Son
(NR1, part of which is expressway) and a shortened travel time of about 2.5 hours, road transport
has become the dominant mode. There appear to be no significant structural bottlenecks on this
route. Many factories and warehouses are being established along NR1 in northern Viet Nam
toward the PRC border. Also, on the Guangxi side, road infrastructure has developed fast with
tolled expressways between Yougiguan and Nannin (209 kilometers [km], taking about 2 hours)
and expanding beyond to Guangdong (809 km, taking about 14 hours).
The other land link between northern Viet Nam and Guangxi is the route from Ha Noi via
Cailan (NR18) and Halong to the Mong Cai–Dongxing border—about 316 km, taking over
7 hours by car. The road from Ha Noi is well-paved along the coast up to Hong Gai and Cam
Pha. The rest of the way (about 130 km) is mostly narrow, winding, and badly maintained,
with potholes in many parts, making the trip tiring and dangerous. Nonetheless, the number
of buses and trucks seems greater than that near Lang Son. Unlike the other border of Dong
Dang–Yougiguan, the two border cities of Mong Cai and Dongxing across Song Ka Long River
seem to have formed a well-integrated and prospering economy. Residents on both sides cross
the border bridge on a daily basis for shopping and selling local products. Many PRC products
are carried into Mong Cai’s morning markets by boats and motorcycles. While development in
Mong Cai seems new and fast, including upscale hotels to accommodate tourists from the PRC,
Dongxing City on the Guangxi side seems to have developed much earlier. Income level is
presumably higher on the Guangxi side because Vietnamese street vendors were seen there.
Overland trade between northern Viet Nam and Guangxi would increase not only through
natural increase of traffic flows but also by diversion from sea transport. The two main ports
in northern Viet Nam, Hai Phong and Cailan, both have constraints. Hai Phong’s port has easy
access to Ha Noi (NR5), but it is a river port and is limited in the size of ships that can enter.
Cailan’s port is difficult to access because incoming ships must pass through Halong Bay
(a tourist destination) and a shallow channel into Cailan Bay.

9

Information from the Japan External Trade Organization.
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Comparing the two routes mentioned above, overland trade along the Lang Son route
would increase significantly as border regulations, such as on truck transshipment, become
more liberalized.

Northern Thailand–Northwestern Lao People’s Democratic Republic–
Yunnan Province (North–South Corridor 2)
This route links Thailand’s Chiang Rai Province and Yunnan through Lao PDR’s Bokeo and
Luang Namtha provinces, and constitutes part of the Bangkok–Kunming North–South Corridor.
Soon, physical bottlenecks along this route will almost be eliminated by the completion of the
Lao PDR portion of road upgrades (228 km) between Houayxai and Boten (R3 and part of R1),
cofinanced one third each by the governments of the PRC and Thailand and ADB. Expected to
be completed in 2011, the remaining bottleneck will be the third Mekong international bridge
between Houayxai and Chiang Khong (Thailand), the cost of which will be shared equally by
the governments of the PRC and Thailand. When the bridge is completed, the land link between
Bangkok and Kunming will be a fully paved all-weather road. The completion of this corridor
route will increase flows of goods and people between the PRC and Thailand, benefiting
consumers, producers, and traders along this corridor. The volume of trade in timber, rubber
(Chinese investments), and coal (Thai investments) will increase. Trade across the Lao PDR
border in temperate produce (e.g., fruit and vegetables) from Yunnan and tropical crop produce
(e.g., fruit) from Thailand is also expected to rise. Trade in consumer goods made in the PRC and
high-end garments and machinery made in Thailand will also increase along this route.
Traffic in the Golden Triangle has been dominated by river transport on the Mekong River,
mostly by ships from the PRC. Once the road and the bridge are completed, substantive portions
of the river traffic could be diverted to land transport, which may negatively impact those whose
livelihoods depend on river transport. However, towns and villages along the corridor, especially
those in the two northwestern Lao PDR provinces and Yunnan’s Xishuanbanna District, will
benefit from the all-weather road access to public services and distant labor markets. With
reduced transport costs, farmers who have been dependent on subsistence agriculture may
seize opportunities for diversifying into higher-value crops. The number of tourists visiting this
corridor will also grow, providing local residents with nonfarm income-earning opportunities.
There are additional potentially negative impacts of the road development, such as
overexploitation of natural resources (e.g., rubber plantations), a higher risk of incidence of
communicable diseases, and other socially deteriorating effects on vulnerable peoples, including
minority hill tribes. These risks need to be mitigated to the extent possible.

Udon Thani/Nong Khai (Thailand)–Vientiane (Middle Corridor 1)
Though not a part of the ADB-initiated corridors, this route connects the local economies of
Udon Thani and Nong Khai in northeastern Thailand and that surrounding the capital of the Lao
PDR. The flow of people has increased since the completion of the first Mekong international
bridge (financed by Australia) in 1994, and the local economies have been well integrated. This
route is already a de facto economic corridor although short in distance, and the border between
the Lao PDR and Thailand is close to major markets on both sides. Laotians go to Thailand for
department store shopping while Thais visit the Lao PDR for tourism and shopping at duty-free
stores.
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As the capital, Vientiane’s economy had a head start in development and is the largest
market in the Lao PDR, attracting the largest proportion of FDI inflows. Less than 20 km of
paved road in good condition connect the center of Vientiane to the Thanaleng border. On the
Thai side, the Nong Khai border is only 50-minute drive away from the center of Udon Thani,
where the local airport is located. For Bangkok residents to travel to Vientiane, it saves both time
and money to take a domestic flight to Udon Thani and cross the bridge to Vientiane than to take
an international flight from Suvarnabhumi Airport (Bangkok) to Wattay Airport (Vientianne).
Although both the Lao PDR and Thailand require emigration and immigration checks at the
international bridge, the officers on both sides appear to be skilled in processing the flow of
people; frequent shuttle buses operate to and from the bridge and carry people efficiently.
Exports from the Lao PDR to Thailand that use this bridge are dominated by timber and
wood products while imports are miscellaneous goods in small lots. The Lao PDR usually
registers a trade deficit against Thailand. Since 2006, with Thai and French financial assistance,
a cross-border railway has been under construction on the bridge. Once completed, it will
accelerate the flow of goods on this route. So far, the flow of goods seems to be within the short
economic corridor between Udon Thani and Vientiane. However, as the road network in the Lao
PDR extends eastward into Viet Nam (R8 and NR8), it is conceivable that this corridor will be
able to connect the economies of Vientiane and Ha Noi. In fact, a Japanese paper manufacturer
plans to expand operations into central Lao PDR for tree planting and transport of wood chips
along this route for export at Vinh Port in Viet Nam (JETRO Daily).

Northeastern Thailand–Central and Southern Lao People’s Democratic
Republic–Central Viet Nam (East–West Corridor)
This route constitutes the eastern one third of the East–West Corridor, which extends 1,446 km
from Mawlamyine, Myanmar to Da Nang, Viet Nam. With the second Mekong international
bridge (financed by Japan) between Mukdahan and Savannakhet completed in December 2006,
the flows of goods and people across the river have been increasing. Between January and April
2007, the number of visitors to Savannakhet was close to 50,000, already far exceeding the rate
of crossings on the first Mekong international bridge. The initial increase in visitors to the Lao
PDR seems to be due to Thai tourists traveling to central Viet Nam (Souknilanh 2007), thanks
to the completion of the Viet Nam portion of the corridor—including the opening of Hai Van
Tunnel—and upgraded beach resorts at Hoian, Hue, and Mison. Tourist buses pick up and send
off these tourists at Savannakhet. Moreover, it now takes only 5 hours to travel from Da Nang to
Lao Bao, making it possible to move cargo from Da Nang to Mukdahan in 1 day.
Lao shoppers traveling to Thailand are also increasing in number due to enhanced travel
convenience, with the bridge replacing ferries. To promote the flow of people across the border,
a plan for joint use of Savannakhet Airport, which was built in 1998 but has been closed since
2004 due to low demand, is in place. The plan will expand the airport and allow Thai citizens to
use it with some simplified border procedures.
The donor community expects the corridor’s benefits to reach poorer peoples in central
Lao PDR and Viet Nam who have been left behind in the countries’ economic development. It
is hoped that the upgraded road will induce investments and provide economic opportunities. At
the Lao Bao–Densavanh border, the Government of Viet Nam established a duty-free zone with
the aim of inducing further FDI and providing employment to ethnic minority peoples.
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Savannakhet Province, through which the East–West Corridor passes, is the largest in the
Lao PDR in terms of population (about 900,000), area, and endowment of natural resources. Its
dominant exports have been timber and wood products to Thailand, a visible activity with many
sawmills along R9. Additionally, an Australian investor is expanding operations for gold and
copper mining in the province for export to Australia. In the manufacturing sector, there has been
a gradual increase in investments along the corridor, including local garment factories, a cement
factory, a beer brewery, a motorcycle assembly plant (a Republic of Korea investment), and a
socks factory (a Japanese investment). Taking advantage of the new bridge, the Government of
Lao PDR is developing the Savan–Xeno Special Economic Zone at two strategic sites, one at
the bridge and the other at the intersection of R9 and R13.
For global firms thinking of investing in the GMS, the immediate significance of the second
Mekong international bridge is the opening of a land transport route between Bangkok and
Ha Noi, reducing cargo trips to a minimum of 2 days and providing an opportunity to restructure
and streamline their supply-chain management between the two “node” economies. Many major
logistics and forwarder companies have reportedly commenced services for the Bangkok–Ha Noi
route using the new bridge. To promote business investments further by external manufactures,
shippers, and traders, simplification of customs procedures and facilitation of transit trade are
needed. On the former, a pilot project is ongoing at the Lao Bao–Densawan border, in which
import and export customs inspections, immigration, and quarantine are to be done at a single
window. On the latter, it was reported in September 2007 that the governments of Lao PDR,
Thailand, and Viet Nam agreed to allow their trucks to travel freely in the three countries on the
condition that Thai and Vietnamese trucks do not provide services to Lao PDR local traders.
Currently, Lao PDR trucks can run in any of the three countries, Thai trucks can run on Lao
PDR roads but not in Viet Nam, and Vietnamese trucks can run on Lao PDR roads but not in
Thailand.

Northeastern Thailand–Southern Lao People’s Democratic Republic–Central
and Southern Viet Nam (Middle Corridor 2)
This route connects the local economies of Ubon Ratchathani in northeastern Thailand and
Pakse in southern Lao PDR, and then extends southeastward to Viet Nam. This is also not part
of the ADB-initiated economic corridors, but de facto economic integration along this route
seems well advanced. The road access between Ubon Ratchathani and Pakse is very good,
with a mostly two-lane, paved, all-weather road and a Mekong-crossing bridge (financed by
Japan) close to Pakse. The two economies across the Chong Mek–Vangtau border (the only land
border among seven major Thai–Lao PDR border points) seem well integrated. Citizens of both
countries with temporary border passes can travel across the border without passports. Laotians
shop for Thai rice and consumer goods in Chong Mek, while Thais buy alcoholic beverages and
tobacco at the duty-free shop in Vangtau.
Pakse, the capital of Champasak Province, is located at a crossing point between the main
road connecting Thailand (R16) and the main north–south trunk road (R13) in the Lao PDR. It
has a large, lively central market (Talat Dao Heuang) where consumer goods from Thailand and
Viet Nam, as well as local agricultural produce, are sold. The town of Paksong, 45 km east of
Pakse and 1,100 meters high, serves as a gateway for high-value agricultural goods produced in
Bolaven Plateau, such as coffee and vegetables. Coffee harvested in Bolaven Plateau is known
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for its good quality. Large-scale producers, including Dao Heuang, mainly produce arabica
coffee (which has high yield but is susceptible to diseases and requires intensive inputs), while
small farmers produce robusta coffee exclusively. Much Lao PDR coffee is currently exported
to Viet Nam for blending in Vietnamese brands of coffee or to Europe as a high-end brand
(with a foreign nongovernment organization’s help). Organic vegetables, especially cabbages,
produced in Bolaven Plateau are also popular exports. Cabbages are grown in 2–3 hectare farms
and exported mainly to Thailand where they are sold at higher prices than Thai local cabbages.
However, due to organic farming, Bolaven cabbages carry a higher cost of production. With
the established road link, the government of Champasak Province aims to add value to local
products and market them mainly in Thailand.
It appears that this economic corridor is de facto extended to Viet Nam. The road from
Paksong to Quy Nhon in Binh Dinh Province has been connected with Vietnamese aid, and
travel time has been reduced to 6 hours. In fact, international route buses have been using this
road since 2006 and are expected to make integration on this corridor trilateral, with Pakse
being the center node.

Bangkok–Phnom Penh–Ho Chi Minh City (Southern Corridor)
This corridor has the potential to link two of the largest markets and industrial clusters in the
GMS: Bangkok and Ho Chi Minh City. However, so far, the contribution of this land route
to current GMS economic integration seems limited due to various bottlenecks as well as
competition with alternative sea-bound transport. Firms located in Bangkok and Ho Chi Minh
City have been looking outward separately instead of looking at each other—industrial products
made around Bangkok are shipped out at Klong Toy or Laem Chabang ports, while those made
around Ho Chi Minh City are shipped out at Saigon or Vuntau ports.
The road from the center of Ho Chi Minh City to the Cambodian border town of Moc Bai
(80 km) is mostly paved, has four lanes, and takes only about 2 hours to traverse. There are
many industrial estates along the road, decreasing in number toward the border. Neighboring
provinces, such as Tay Ninh, Long An, Bin Duong, and Dong Nai, appear to be agriculturebased and have extensive rubber plantations. Currently, there does not appear to a noticeable
cross-border industrial link along this route. However, on the Vietnamese side, the Moc Bai
Border Economic Zone is being constructed. The Government of Viet Nam plans to make
the surrounding area a special economic zone. There is an impressive duty-free hypermart,
an outlet-sized establishment where Vietnamese customers can buy duty-free items, although
with a quota per person. Passport-holding foreigners, as well as Cambodian citizens, also have
access to this facility. On the Cambodian side, the border town of Bavet is also fast developing.
Its customs facilities were completed in January 2006, and several casino hotels have opened to
lure Vietnamese tourists. About 6 km from the border, the Manhattan Special Economic Zone
developed by American investors has succeeded in hosting five foreign investors in mainly light
manufacturing sectors. Some of them, with capital from Taipei,China, have relocated there to
avoid antidumping measures faced in European Union markets.
Most of the road upgrades along the Southern Corridor have been completed. The remaining
physical bottlenecks include upgrading the 61-km road between Phnom Penh and Neak Loeung,
and constructing the bridge over the Mekong River near Neak Loeung (with Japanese aid and
an expected completion date of 2010). Nonphysical bottlenecks include the absence of an easy
transit cargo system (a similar situation to that of the East–West Corridor), less-than-transparent
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border procedures in Cambodia, and cargo imbalance (e.g., little demand for cargo transport
going from Phnom Penh to Bangkok or from Phnom Penh to Ho Chi Minh City, raising the
logistics costs along these routes). In addition to these bottlenecks, the Southern Corridor route
(about 900 km in total) faces competition with sea transport due to the limited geographic
advantage of the former. A 2004 survey by a Japanese logistics firm showed that transporting
a 20-foot container between Bangkok and Ho Chi Minh City by sea took 2–3 days and cost
$580, while doing so by land took at least 2 days and cost $1,390.10 Even when the physical and
nonphysical bottlenecks are eliminated, the advantage of land transport along this corridor may
be limited unless flows of traffic between Bangkok and Ho Chi Minh City become very smooth
and time savings become significant.

Summary of Case Studies
Some of the corridors reviewed are more advanced in de facto economic integration than
others due to historical and geographic factors. The earlier the development of the transport
infrastructure, the higher the extent of the integration across borders. Some general points
are that (i) integration does not happen immediately and requires a certain level of economic
agglomeration and industrial clustering at “node” economies along the corridor; (ii) trade
expansion requires resource complementarity between the nodes, which induces international
businesses to integrate their activities along the corridor; and (iii) integration requires not only
the construction of physical infrastructure but also the removal of nonphysical bottlenecks and
coordination among the governments involved.
Table 6 summarizes the current status of the corridors reviewed with characterization in the
gravity model framework used in section 3 and their future prospects. The “node” economies
in the table are chosen based on the author’s judgment regarding the current extent of economic
integration.

10

Information from the Japan External Trade Organization.
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Concluding Remarks
Although GMS members are in different developmental stages and had different initial
conditions, regional economic integration in the GMS has advanced noticeably in recent years.
Although the intensity of regional trade in the GMS is not as impressive as in other parts of East
Asia, including the PRC as a whole, Japan, and the Republic of Korea, the share of intra-GMS
trade and the dependence on GMS economies’ external trade on such trade have increased
during 2000–2006. The results from the gravity model estimation using historical data from the
GMS suggest that the development of cross-border road infrastructure, distinct from domestic
road infrastructure, has had a positive effect on intra-GMS trade. Case studies of several local
economic corridors indicate that some routes are more advanced than others in economic
integration across borders.
Some general implications drawn from the case studies are: (i) the expansion of trade and
economic integration requires a specific size of economies (or markets) at expected “nodes”
along the corridor; (ii) expansion also requires some form of resource complementarity
between such nodes, e.g., between resource richness and availability of processing technology,
or between labor abundance and capital abundance; and (iii) integration requires cooperation
among the concerned governments, both in physical and nonphysical aspects of cross-border
transport infrastructure.
Dating back to 1957, economic cooperation in the Mekong area began when the Mekong
River Commission was established to coordinate the interests of stakeholders in the Mekong
water basin. Since then, the region has undergone a series of conflicts that postponed substantive
progress in regional cooperation. Only after the mid-1990s when peace arrived has the region
been able to discuss economic development for mutual benefit—under the catchphrase of “from
battlefield to marketplace.” The time has come for the people in the region to reap the benefits
of peace dividends. With bilateral as well as multilateral assistance, GMS member governments
have deepened their policy dialogues to advance the benefits of regional integration and
cooperation. With accumulated experience in the cooperation thus far, the author is optimistic
about the future of the region’s overall prosperity in the long run, even with possible negative
repercussions in some areas in the short run.
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Node 1

Ha Noi

Chiang Rai
(Thailand)

Udon Thani
and Nong Khai
(Thailand)

Corridor

North–South
Corridor 1

North–South
Corridor 2

Middle Corridor 1

Vientiane
(Lao PDR)

Xishuanbanna
District
(Yunnan
Province)

Southern coastal
PRC

Node 2

Third
international
Mekong bridge;
simplification
of transit trade
and border
procedures
Possible
integration with
Bangkok to
the south and
Kunming to the
north
Possible
integration with
Bangkok to the
south and Ha Noi
to the northeast

Relatively fast
increase in flow
of goods and
people

Already well
integrated

Small but
growing
economies on
both ends;
medium distance
(about 300 km)
Small economies
on both ends;
short distance
(100 km at most)

continued on next page

Road
improvement
along R8 in
Lao PDR;
simplification
of border
procedures

Road
improvement
on the
Vietnamese side;
simplification
of border
procedures

Possibly fast
economic
integration

Gradual increase
in flow of goods
and people

Characterization
Large economic
size on both
ends; long
distance (1,200–
1,300 km) but
fast development
in road
infrastructure

Bottlenecks/
Required
Improvements

Foreseeable
Long-Run
Prospect

Visible Short-Run
Prospect

Table 6: Status of Economic Corridors and Their Future Prospects
(as of March 2008)
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Mukdahan–
Savannakhet
(Thailand–Lao
PDR)

Ubon
Ratchathani
(Thailand)

Ho Chi Minh City
(Viet Nam)

East–West
Corridor

Middle Corridor 2

Southern Corridor

Phnom Penh
(Cambodia)

Growing
economies
on both ends;
relatively short
distance (about
250 km)

Small but
growing
economies on
both ends; short
distance (about
150 km)

Small economies
on both ends to
date; medium
distance (350–
400 km)

Hue and Da
Nang (Viet Nam)

Pakse (Lao PDR)

Characterization

Node 2

Further
simplification
of border
procedures

Road
improvement
between Phnom
Penh and
Neak Loeung;
nontransparent
border
procedures

Possible
integration
with north and
central Viet Nam
and northern
Cambodia
Uncertain
prospect for
integration from
Bangkok through
Phnom Penh to
Ho Chi Minh City

Well integrated

So far,
integration
limited to Ho
Chi Minh City–
Cambodia border

Source: Author.

Industrial
accumulation at
the two nodes;
simplification
of transit trade
and border
procedures

Bottlenecks/
Required
Improvements

Possible
integration with
Bangkok to the
south and Ha Noi
to the north

Foreseeable
Long-Run
Prospect

Tourism impact
proceeding

Visible Short-Run
Prospect

km = kilometer, Lao PDR = Lao People’s Democratic Republic, PRC = People’s Republic of China.

Node 1

Corridor

Table 6 continued
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