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Strengthening Competitiveness of

Thai Food Processing Industry

by
Assistant Professor Makasiri Chaowagul,Ph.D Research Leader
Associate Professor Sanit Kao-ian Researcher
Assistant Professor Boonterm Tirawatanaprasert Researcher
Lecturer Decharat Sukhamnerd Researcher

Introduction

The food processing industry of Thailand in the passed 10 years was rapidly
developed and the direction of development was mainly for export. The export value
of this industry in 1995 was more than a hundred thousand millions baht. Such
development of the industry was supported by both internal and external factors such
as high development in production technology , low cost of labor comparing to
competitors and the expansion of world market. But since 1992 | the growth of this
indusry has been declined . This was because those supporting factors were
aiternated into barriers to the industry’s growth . For examples , labor cost was
increased , together with the absence of labor for agro-indusry.The production cost of
this industry was then increased comparing to competitors.The expansion of the world
- market was also declined and the non-tariff measures were introduced by some

countries as barriers for import .

Objectives of Research Project

The main objective of this research was to strengthen export competitiveness

of Thaifood processing ihdustry which could be specified into 4 minor objectives as

followed :- !

1.to calculate the Revealed Comparative Advantage indices ( RCA ) of the

commeodities studied

2.to calculate the effects to the changes in export value of commodities studied

by applying the Constant Market Share model ( CMS )



3.to study the Market Structure of the commodities studied

4.t0 recommend to strengthen export competitiveness of Thai food processing
industry .

Commodities Studied

Commodities studied were those whose export values were of high ranks in
food processing industry at present . These included frozen and chilled shrimp and
squid , canned tuna , frozen and chilled chicken , canned pineapple and concentrated

pineapple juice , canned baby corn and asparagus .

Data Period Used In This Study

Data penod used in calculating the Revealed Comparative Advantage indices
and in Constant Market Share Model were between 1982 to 1993 . This was because
data needed in calculating in both sections were data of exports of countries in the
world market in which there were 2-3 years lagging of time period in data
presented.Data used in these calculation were seperated into 3 periods :- 1982-1986 ,
1987-1991 and 1992-1993 . However , data used in studying Market Structure would

be present data as much as possible.

Conclusion of The Study

The conclusion would consist of 2 parts. The first part was the conclusion of
each commodity studied . The second part was conclusion of the food processing
industry as a whole by concentrating at factors determining the export competitiveness

of Thai food processing industry.

Part 1 Conclusion of Each Commodity Studied

1)Frozen and Chilled Shrimp and Squid

The export of frozen and chilled shrimp has been continuously increasing both
quantity and value exported in which Thailand has been the biggest exporter since
1989. The quantity exported of this commodity in 1995 was 174,954 metric tons with
the export value of 50,274 millions baht. The other biggest exporters next to Thailand



were Indonesia and India . Market shares of these 3 countries in 1993 were 14.57 %,
8.76 % and 9.88 %, respectively. One factor determining the export competitiveness
of Thailand for this commodity was higher efficiency in producing fresh shrimp
comparing to Indonesia and India. That was , the total yield of 220 thousand metric
tons of caltivated shrimp in 1995 were only from 90.0 thousand hectars planted area.
While total yields of Indonesia and India in the same year were 80.0 and 60.0
thousand metric tons which came from 300.0 and 80.0 thousands hectar planted area ,
respectively. The yield per hectar of these countries were then equal to 2.44 , 0.27 and
0.75 metric ton , respectively .

The RCA indices of frozen and chilled shrimp for the 3 periods above :-
1982-1986 , 1997-1991 and 1992-1993 , indicated that Thailand got comparative
advantage in exporting this commodity . That was , the RCA index of the first period
studied was 11.14 and then increased to 15.72 and 21.34 for the second and third
periods studied . The direction of advantage was steadily increasing which was
opposite to the RCA indices of frozen and chilled shrimp of Indonesia and India .
Even though , the RCA indices of these two countries were greater than 1.0 but the
level of advantage were unstable.

The study of changing export values of this commodity from the Constant
Market Share model (CMS) indicated that internal factor was the main factor
supporting the rapidly and continuously expansion of exporting this commodity.The
study of Market Structure also provided more explaination about those internal factor.
It indicated that the expansions of marine shrimp and black tiger shrimp production of
Thailand were continuously increasing dued to the development of production
technology from natural caltivated technology in the past to develop-caltivated
technology at present. The 73.12% and 99.91% of total yields of these two shrimps
were from caltivation.Also, the external factors were supporting the export of this
commodity which included the expansion of the world market especially the periods
before 1992. Moreover, the importing countries liked European Community provided
the GSP measure for this commodity of Thailand. However,since 1992 the expansion
of world market especially the main markets liked Japan and the United States have
been declined. -

The study of Market Structure of exporting frozen and chilled shrimp of
Thailand also revealed that the number of grade A plants of refrigerating industry



under the standard of department of fisheries was only 15 % of the total plants. This
created the problem of standard for shrimp exporting in which the main importing
countries have begun to introduce the Sanitary and Phyto-sanitary measures for
controlling food imported since 1995.The study also showed that the vertical
integration among firms at various market levels was very loosely.Such loosely
integration did not support some important problems solving for this industry. For
examples, the problem of controlling standard for shrimp exported from farmers to
exporters or the unsuccess in claimating for raw material of feed meal import tax
charged for shrimp exported because it could not determine the properly business
proportion of each related firms at those various market levels.

The market structure also showed that the costs of feed meal and shrimp breed
were the main items in cost structure of caltivation which were 58.43 % and 10.07 %
of the total cost , respectively. For processing into frozen and chilled shrimp, the labor
cost was the main item which accounted for 30% of processing cost.The second and
third item were the cost of electricity-water supply and fuel which were 9.67% and
9.13 % , respectively. These factors became barriers to export for this commodity
recently. That was , the cost of feed meal was high because of surcharge measure, the
cost of labor was increasing and the high price of fuel.

Even though Thailand was the biggest exporter of shrimp, the export price of
frozen and chilled shnmp of Thailand was determined by the importers mainly by the
United States and Japan because those countries had choices of importing from the
competitors of Thailand liked Indonesia , India or Equador. More importance, these
importing countries are now applying non-tarriff measures to control importing. These
measures include sanitary measure and environmental conservation measures. These
measures have been sertously implemented since the settlement of GATT agreement
which started from the 1st of January 1995. And starting from the Ist of January
1997, the European Union would cut the total GSP given to frozen and chilled shrimp
and squid of Thailand but not the competitors .This industry would face more problem
not only from international markets , but also from domestic market because frozen
products are unfamiliar to the tastes of domestic consumers.

The RCA indices of exporting frozen and chilled squid in those 3 periods
above were decreased from RCA=34.54 for the first period to RCA =23.78 and 17.45
for the second and third periods , respectively.Eventhough it showed comparative



advantage in exporting this product but the level of such advantage were declined.
Inversely, the RCA of exporting the same commodity of other exporters liked
Morocco and India were increased.

The CMS model and Market Structure explained the declining of such exports
that were from the quantity of squid and octopus captured declined together with the
declining in economic growth of Japan the main importing country . Italy, another
importing country seriously controlled the quality of this commodity imported. The
frozen squid and octopus of Thailand exporting to these two market in 1995 were
49% and 21% of the total export.

2)Canned Tuna

The canned tuna export of Thailand was continuously increasing until 1991.
Since then both quantity and value of exports have been decreased. The quantity and
value of exports in 1991 were 272.8 thousand metric tons and 16,130.8 millions baht ,
respectively . Those two were decreased to 221.2 thousand metric tons and 13,624.5
millions baht in 1995 , respectively. Nevertheless, Thailand was still the biggest
exporter with market share of 40-45%.

The RCA indices of exporting canned tuna of Thailand for the periods
between 1982-1991 revealed that Thailand got comparative advantage in exporting
this product with RCA = 56.54 for the first period to RCA = 68.63 for the second
period and decreased to RCA = 47.22 for the third period. The RCA indices of
exporting this commodity of Philippines were rather stable between 32-34 . But for
Equador’s , the RCA increased from 12 to 27 for the same periods.

The CMS model and the study of Market Structure showed that the periods
between 1982 to 1991 were the golden years of canned tuna exports for Thailand. This
was because the world market was tremendously expanded especially the United
States and the European Community which were the main markets of Thailand. The
quantity exported to these two markets in 1991 were approximately 70% of the total
export. Since then the quantity exported to these two markets have been declined in
which such export in 1995 remained only 49% of the total .This was because the
amount of quota imported of the United States decreased from 75.1 millions pounds
for 1991 to 73.7 and 72.3 millions pound for 1992 and 1993 , respectively , in which
the imported tax for canned tuna in quota was only 6.0% while the imported tax for
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metric ton but in 1995 it reduced to 23,140 baht per metric ton. The problem of
importing these raw material was the fluctuation in import prices in each year. The
range between the highest and lowest price of skipjack imported in 1995 was 8,920
baht per ton,for example. The largest difference in import price for this tuna was
21,510 baht per ton in 1993. Such fluctuation created problems in production and
marketing planning for firms.

The external factor liked import measures of main importing countries also
affected this industry . The import tax charged under the GSP given by The
European Union to Indonesia and the Philippines was only 18% but 24% for tuna
from Thailand. The GSP of Canada given to canned tuna which produced from
skipjack only but not for Atlantic bonito in which there has been no separation in the
export code of canned tuna of Thailand , yet.This could affect the right to receice such
GSP.

3) Frozen and Chilled Chicken

Broiler production of Thailand were mainly for domestic consumption .
However , the quantity of frozen and chilled chicken exported was increasing recently.
Between 1993 to 1995 , such export was approximately 40% of total production.The
export proportion of this product has been continuously increasing from 14% in 1985
to 38% in 1995. The major exporters of this product in the world market in 1995
included the United States , France , Brazil , the Netherlands , China and Thailand
with the 37.8%, 11.3%, 9.1%, 9.1%, 7.5% and 4.0% corresponding market shares .
The quantities exported of China for the passed few years were rapidly increased
especially to Japan whose imports from Thailand in 1987 was 41.77% of the total
import and imports from China in the same year was only 5.79%.But in 1993 , the
import from Thailand remained 31.49% while import from China increased to
21.27%. The main source of problem came from the higher cost of brotler production
of Thailand comparing to China’s. The China cost of broiler production was only
73% of Thailand’s.The main source of higher cost of production was cost of feed
meal in which main raw material such as soybean meal and maize were mostly from
import. However ., import controlling measures liked import quota and surcharge

pushed the prices of these raw material imported very high.



The study indicated that Thailand got comparative advanage in exporting
frozen and chilled chicken with the RCA indices of 9.30 and 11.58 for the first and
second periods studied above but decreased to 8.12 for the third period.

The CMS model and the study of Market Structure revealed that the internal
factor was the key factor determing the direction of export. That was , the higher cost
of production for broiler as explained above.However , the exporter could claim for
import taxes charged to raw material for feed meal imported which partly reduced the
cost of export for the firms. This could be done because there was firmly vertical
integration in this industry . That was , the broiler industry was a completed cycie
industry. Firms got their own slaughter plants , broiler breed business , feed meal and
animal medical business.Moreover, they also owned chicken processing and exporting
businesses which was unliked shrimp industry.

Besides the import tax claimed measure which partly reduced the problem of
export , broiler producers have adjusted themselves in two ways. They turned to
export more of value-added chicken products to Japan. They also expanded internal
market passed through fast-food market which rapidly expanded , recently. The
adjustment of the exporters and the expansion of internal market were the better
points of chicken industry than other food processing industries which relied mainly

on external market.

4)Canned Pineapple and Concentrated Pineapple Juice

Thailand has been the biggest exporter of canned pineapple since 1984. The
quantities exported before 1994 were increased rather smooth with 48% of market
share in 1993 while market shares of the Philippines and Indonesia were only 18%
and 9 %, respectively. The main importers of Thailand were the United States,
European Union and Japan in which quantities exported to these 3 countries in 1993
were 35% , 30% and 8‘%5 of the total export , respectively. But in 1994 , Thailand
dumped the United Sates market which made quantity exported to this country
increased to 50%. The United States ,thus, then applied the anti-dumping measure to
pineapple imported from Thailand . This made the quantity exported reduced
significantly to 25.14% of the total export the year after timt.

However , the RCA indices showed that comparative advanges in exporting

canned pineapple of Thailand also reduced from RCA = 73.29 for the first period
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The Market Structure also indicated that [abor cost was approximately 30% of
total cost of producing fresh pineapple and cost of packaging was 60% of processing
cost excluding cost of pineapple. |

The exports of concentrated pineapple juice of Thailand have been increased
followed the increases in canned pineapple production. In 1994 , the quantities
exported were 103,545 metric tons , the highest level of export ever. The main
competitor was the Philippines.

The RCA indices of exporting this product of Thailand were rather stable
between 1982 to 1990 but decreased for the Philippines’. According to the CMS
model and Market Structure , it revealed that the quantity of fresh pineapple produced
and markets of canned pineapple were important factors for the expansion of
concentrated pineapple juice export. That was, whenever there was problems with the
markets of canned pineapple , the producers turned to produce and export more of
concentrated pineapple juice. The external factor determining export of this product
was economic growth of main importors such as the United States. In 1995 ,this
country imported concentrated pineapple juice from Thailand and the Philippines 36%
and 51% of the total import. The other important importers were the Netherlands and

Spain in which Thailand would not receive the GSP as of the canned pineapple case.

5) Canned Baby Corn and Canned Asparagus

Both baby corn and asparagus were second crops or products for both farmers
and processors. Farmers , however, had choices to sell fresh baby corn in term of
vegetable for direct consumption or sell it to processing firms. The processing firms
themselves also had alternatives in producing baby corn purchased as canned
vegetable or export it in the form of frozen vegetable. For asparagus, the farmers
could choose between growing as green asparagus for fresh comsumption or white
asparagus for processing into canned product.The alternatives to produce or process
above depended upon 3 factors :- demands of importers , domestic prices comparing
to export prices and quantity of product produced.

The productions of canned baby corn and canned asparagus for exporting
would follow the customers’orders both quantities and prices.The quality of product
produced was adjusted to price received. The problem of quality could be worsen by

many small processors in which export prices cutting were nrormally occured.



the one outside quota was 12.5%. This quota was fulled in a very short time.
However, Thailand exported more than quota to 2-3 times . The export problem still
came from the quality of the product exported . This industry consisted of many
small producers in which the quality of the product produced was not thoroughly
control. Between 1991 to 1993 |, canned tuna from Thailand were detained 250 times
by the United States.

For European Union , there has been increasing in import from the ACP
countries and also provided import quota for the countries in the ANDEAN group.
Moreover , the European Union still gives the GSP for products of the Philippines and
Indonesia while no such GSP for Thailand. Besides, in 1995 Austria , Finland and
Sweden which were the main importers of canned tuna of Thailand became the new
members of the European Union . This made the import tax charged by these 3
countries increased from 15.0% , 7.55 and 0.05, respectively , to 24.0% followed the
EU regulation. The quantities imported by those 3 countries were then decreased from
17,474 metric tons in 1994 to 7,440.64 metric tons in 1995.

The firms in this indusry have tried to solve the export problems in many
ways. Starting from some large firms of Thailand have tried to join investment with
the United States’ firms or many firms have tried to expand domestic market or some
firms have turned to produce some other related product such as cat food or many
firms haved tried to export frozen tuna which has no import tax ,yet.

The internal factor determining canned tuna export potential was cost structure
in which the cost of package , labor and elactricity and water supplied were the main
items accounting for 30% , 18% and 10% of the total processing cost |,
respectively.Liked the problem of frozen shrimp , the high cost of labor and the
absence of labor for agro-industry are now also the major problem of this industry.

The other problem facing canned tuna industry was raw material.
Approximately 80% of . raw material needed were from import. Those raw material
were '.;kipjack tuna, yellov:r fin tuna and albacore tuna. The problem of importing these
tuna was not the quantity imported since firms could import tuna from countries
around the world. The main sources of tuna supplied for Thailand were Taiwan,
Japan and South Korea. The level of import prices was not also the problems because
the prices of those 3 kinds of tuna imported have been significantly decreased. For
example, the prices of skipjack imported in 1988 was approximately 44,850 baht per



which this item is the key factor in food processing cost. Moreover, the absence of
labor in both agricultural and agro-industry sectors will make the problem of higher

cost worsen.

The HACCP system for importing food processing products has been one of
non-tariff measures introducing by those countries in which many firms are not ready
for this system reflecting by small number of grade A firms, comprising with the
insufficiency of governmental officers for quality inspection . Besides , these
governmental inspection units were located in many departments and private quality

control are individually performed .

Many processed food depends mainly on international market with very
narrow domestic market. Thus, whenever there are restrictions from importing
countries , the effect received will be tremendous. The internal market would partly

alleviate those effects from exports.

Quantity of raw material produced liked fresh pineapple could be both
supporting and an obstacle to the export. But for the passing periods , the controlling
in production to get the right level such as contracting farming has not been performed

successfully by both farmers and processing firms.

Recommendation

To strengthense competitiveness in food processing industry , the
recommendation are as followed :-

1. In setting the export target, it needs to realize about the true growth rate of
the world market especially of the main markets. Too high level of export target
would not only make it impossible to reach , but it could also create more internal
problem such as the setting of too high governmental budget level. |

2.The problem of labor in both agricultural and agro-industry sectors need to
be solved seriously and immediately especially the problem of labor absence.

3. The one-stop service unit relating to export should be considered.



The export prices were normally determined by the purchasing countries
because Thailand was a small exporter. The export prices of canned baby com were
rather constant while the domestic prices of fresh baby corn were increasing. The
processing of canned baby corn for exporting were then for keeping the customers. In
case of canned aspagus, the export prices since 1992 have been decreased but the
prices received by the farmers were rather stable. Hence,for both cases there was no
incentive to produce for exporting .

The labor cost was the main item in cost structure of producing both fresh
baby corn and white asparagus which accounted for 56% and 50% of total cost,
respectively.Especially, the production of white asparagus needs labors in piling soil
to cover the top of the asparagus everyday, Otherwise, it would turn to be green
asparagus.These labors should be household labors. And this was why farmers
disliked to produce white asparagus comparing to production of green asparagus.Like
other processed products, costs of packaging and labor were main item in processing

cost.

Part 2 The Conclusion For The Whole Food Processing Industry

For the passing periods , Thailand got comparative advantages in exporting
food processing products since both internal and external factors supported. These
advantages were projected to continue but with the down trend.This came from 3
main sources :-

1. The growth rate of the world market at present and the near future especially
the growth rates of the United States , European Union and Japan which are the main
importing countries of Thailand will be at a declining rates.

2. There have been strictions in importing food processing products by those
countries by introducifng many measureé both tariff and non-tariff measures. Some
markets liked European Union have reduced the level of GSP given to many products
imported from Thailand starting from the first of January 1997 and no GSP in 1999
while the competitors liked Indonesia and India , for examples still receive the higher
level of GSP than Thailand. -

3.At present and the near future, the main competitors in exporting processed
food such as Indonesia , India and China still have lower lobor cost than Thailand in
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studied to RCA = 59.69 and 56.64 for the second and third periods studied ,
respectively . The RCA indices of the Philippines’ exports also declined but for
Indonesia they turned to increase from RCA = 0.77 to 6.23 and 7.76 for the same
periods studied.

The CMS model and the Market Structure explained that both internal and
external factors were important factors determining export direction of this product.
The external factor was the expansion of the market. For internal factor there was no
problem in raw material supplied. In 1993 and 1994 , the quantities of fresh pineapple
produced were 2,589 and 2,370 thousand metric tons which were highest ever. The
quantities of canned pineapple produced were then the results. Each producer tried to
reduce his own stocks level by rapidly exporting mainly to the United States which
was the biggest market with a very low price.The export price was reduced from 13.95
baht per kilogram for 1993 to 5.68 baht per kilogram for 1994 . This increased
quantity exported to this market to 3.5 hundred thousand metric tons which was
twice as much of 1993’s. However , export prices to Germany and Japan in the same
year were not reduced as much as of the United Sates. Thailand was thus blamed by
the United States in dumping market.The United States then applied on the average
rate 24.64% anti-dumping tax to canned pineapple imported from Thailand while the
import taxes charged for the 3 biggest exporters were 51.16% ,41.74 and 38.68 % .
The quantity of canned pineapple exported of the next year was decreased
significantly. The exporters are now in the process of review request to the United
States.However, the exporters tried to solve the export problem by turning their
exports to the European Union market. This was the opportunity for Indonesia and the
Philippines to come into the United States market . The analysis showed that the cause
of such dumping came from the uncontrollable quantity of fresh pineapple produced
each year. There was cycle movement in supply of this raw material. This cycle lasted
2.5-3 years dued to one plantation of pineapple could yield 3 crops.In 1996 , there
was lacking in fresh pineapple dued to the anti-dumping case.It is predicted that for
the next 2 years the market will not be the problem because deficiency in fresh
pineapple supplied occurs.The market problem would occur from the cut in GSP
given by European Union applying since the first of January 1997. The import tax
charged to pineapple import from Thailand would be higher than those charged to the
Philippines and Indonesia by 1.6-1.9% .



4. The development of processed food quality has to be done systematically .
The system of ISO 9002 or ISO 14000 are recommended for this industry since the
direction of world trade is that way. Eventhough it is long-run development |, it is
necessary to start developing now.

5.The planning for the appropriate level of quantity of pineapple produced
needs to be done. It could start by explaining the damages caused by the

uncontrollable quantity of fresh pineapple produced to the related persons.
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