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Summary

Despite increasing domestic raw milk production, Thailand is a promising market for
nonfat dry milk (NDM) and whole milk powder (WMP). While demand to import NDM is
estimated to increase in 2004 and 2005, the actual amount of NDM imports is still limited by
the uncertainty in the government’s import quota administration. Imports of WMP are
forecast to grow in 2004 and 2005 in line with economic growth and an increase in
population.

The United States market share of NDM imports into Thailand is limited to less than
10 percent, due to intense market competition from cheaper sources like New Zealand,
Australia, and the Czech Republic. There are no imports of U.S. whole milk powder thus far.

The finalized Thailand-Australia Free Agreement and the upcoming Thailand-New Zealand
Free Trade Agreement should not pose a serious threat to U.S. dairy product export
opportunities, especially NDM products. This is based on the fact that: (1) the amount of
privileged import quota rendered to these two countries is limited; and (2) the in-quota tariff
schedule for Australian and New Zealander dairy products are likely to exceed the in-quota
tariff rate that Thailand will impose for other WTO country members.
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SECTION I: Situation and Outlook
Fluid Milk

Thailand’s domestic raw fluid milk production is forecast to increase further in 2004
(825,000 metric tons) and in 2005 (905,000 metric tons), as a result of increased size of
animal herd on farm and relatively good profits from dairy activities. Despite a lack of land
availability, most expanding dairy farms are purchasing roughage from the outside and/or
increasing use of concentrate feed for their cows. In spite of the anticipated larger farm size
over the next 4-5 years, farm productivity is not expected to improve significantly due to a
lack of good farm management among most dairy farms. The average milk production per
lactation is relatively low at 6,000-6,500 pounds/cow.

There has been no change in government policy since the latest Annual Report. The
Royal Thai Government (RTG) continues support of domestic dairy farmers through the price
guarantee program, the school milk program, and a nonfat dairy milk (NDM) import quota
allocation, subject to the importers/dairy product plants’ domestic raw milk purchase.

The guaranteed price at the factory, which has been determined by the RTG since
1998, is 12.50 baht/kg (about 13 U.S. cents/pound). This guaranteed price is subject to a
8.5% solid nonfat (SNF) content standard. Actual prices paid by the processors will be
reduced from the guaranteed price by 0.10 baht for every 0.1% of SNF content below the
standard. Average prices for raw fluid milk are currently about 11.00-11.50 baht/kg (12-13
US cents/pound). As compared to the average raw milk production cost of 9.00-10.00
baht/kg (including unpaid family labor cost), dairy farming is generally profitable.

The school milk budget remains unchanged at 7.8 billion baht (approx. US$ 190
million) in 2004 and 2005, which generates demand for 312,000 tons of fluid milk. Under
this scheme, each student is currently allocated 200 ml. of fluid milk for 230 days per annum
in order to improve the malnutrition problem among young people (especially those in rural
areas). Suppliers/producers who are contracted for the school milk program are required to
utilize domestic raw milk.

In addition, the RTG has employed the tariff rate quota (TRQ) system for nonfat
dairy milk and high tariffs on substitutable products (i.e. whole milk powder and butter oil) in
order to stabilize domestic milk prices.

While Thailand does not import fluid milk, it does export processed fluid milk to
Association of Southeast East Asian Nations (ASEAN) countries (such as Indonesia,
Philippines, Burma, Cambodia, etc.) and some other Asian countries. Due mainly to its
relatively cheaper transportation cost against Australia and New Zealand, Thailand’s fluid
milk exports have increased rapidly in recent years, from 2,912 tons in 2000 to 21,971 tons
in 2003. Exports in 2004 and 2005 may increase further to 25,000-30,000 tons.

Nonfat Dry Milk

As Thailand does not manufacture nonfat dry milk (NDM), all consumption has been
met by imports. NDM imports parallel the market performance of fluid milk, condensed milk,
yogurt, ice cream, bakery, and other dairy products. In addition, NDM imports are also
determined by the government’s NDM quota administration and its costs in relation to prices
for domestic raw milk and imported whole milk powder (WMP).
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Despite a growth in domestic raw milk supplies, an upward trend in dairy product
sales should favor demand for NDM imports in 2004 and 2005. However, the possible
increase in actual imports is still volatile as the RTG is likely to manipulate the administration
of the TRQ for nonfat dry milk in an unpredictable manner. This practice disturbs the import
flow and is likely to limit NDM imports to 60,000-75,000 tons in 2004 and 2005.

The Thai government announced in December 31, 2003 to allocate the TRQ amount
of 55,000 tons of nonfat dry milk (HS 0402100007) for 2004 to condensed milk processors,
other non-fluid milk processors (such as ice cream makers, chocolate or coffee beverage
processors, and bakery manufacturers), dairy-for-export processors, and yogurt producers.
The in-quota imports are subject to 5 percent tariff rate, against 216 percent for the out-of-
quota imports. The in-quota import shipments would be valid until August 31, 2004. All
eligible importers are pleased with the eight-month period window (from January to August)
because it was long enough to allow them to plan the imports to meet their demand.
However, the import system became unpredictable again when the dairy industry asked the
RTG to allocate additional quota for the rest of the year (from August to December 2004).
Despite unofficially agreeing to allocate additional quota of 22,000 tons in August, the RTG
has not finalized its decision thus far.

Australia and New Zealand are regular suppliers of NDM imported into Thailand, due
to their price and quality competitiveness. In the meantime, the Czech Republic has become
one of the major suppliers to Thailand in recent years due to its price competitiveness. The
U.S. nonfat dry milk still captures only a small market share of the Thai market (less than 10
percent), as its prices are normally uncompetitive, except when the Dairy Export Incentive
Program (DEIP) is available. Imports from the three major suppliers (Australia, New
Zealand, and the Czech Republic) currently account for 52 percent of total Thai imports,
against about 37 percent from the EU.

Whole Milk Powder

Whole milk powder (WMP) is mostly used for making ice cream, recombined fluid
milk, yogurt, and bakery products. Like nonfat dry milk, Thailand does not produce dry
whole milk powder at the moment.

Unlike nonfat dry milk, the government does not apply the tariff rate quota (TRQ)
system to WMP, but imposes a high tariff rate of 18 percent. WMP imports are forecast to
increase to 35,000-45,000 tons in 2004 and 2005 in line with an economic growth and an
increase in population.

Due to intense price competition, there were no imports of U.S. WMP in 2003 and
2004. Major suppliers for WMP into Thailand in 2004 were New Zealand, Australia, and the
United Kingdom, accounting for about 80 percent of total imports.

The Impact of Thai Free Trade Agreements with Australia and New Zealand on U.S.
Export Opportunities

The Thailand-Australia Free Trade Agreement, which was signed on July 5, 2004, will
become effective on January 1, 2005. The pact is a comprehensive agreement on trade
liberalization that covers a wide range of goods, services, investment, and other economic
cooperation on such common interest as electronic commerce (E-Commerce), property right,
government purchase, competition policy, etc.

UNCLASSIFIED USDA Foreign Agricultural Service



GAIN Report — TH4125 Page 6 of 12

Thailand added dairy products to a list of Sensitive Agricultural Products in the
agreement, which means that Thai tariffs on these products from Australia will be gradually
reduced over 20 years. The Thai tariff reduction schedule for some items of Australian dairy
products are summarized as follows:

Nonfat Dry Milk: Thailand will apply tariff rate quota (TRQ) system. The annual import
quota will be 2,200 tons in 2005-2009, 2,574 tons in 2010-2014, 3,011.58 tons in 2015-
2019, and 3,523.55 tons in 2020-2024. Imports will no longer be subject to the TRQ system
beyond 2025. In the meantime, the in-quota tariffs will be 20% in 2005 and be reduced by
one percent per annum to zero in 2025. However, Thailand stipulates that the annual import
quota rendered to Australia must be included in the whole WTO-committed import quota.

Whole Milk Powder for Infants: The Thai tariff rates will be reduced from currently 5% to
zero in 2005.

Other Whole Milk Powder: The Thai tariff rates will be reduced from the base rate of 18% in
2004 to 15% in 2005, and then be deducted by one percent per annum to zero in 2020.

Based on the fact that the U.S. exports of whole milk powder to Thailand is
insignificant, the tariff reduction for Australian whole milk powder (including WMP for infants)
does not pose any threat to the U.S. export opportunities. Meanwhile, the TRQs for
Australian NDM should not pose a threat to the U.S. exports either based on the fact that:
(1) the amount of privileged import quota rendered to Australia is limited; and (2) the in-
quota tariff schedule for Australian dairy products is likely to exceed the in-quota tariff rate
that Thailand will impose for other WTO country members. In addition, Thailand and the
United States are in the progress of FTA negotiations. If the negotiations succeed, the
United States should receive more-or-less the same privilege in trade liberalization on dairy
products as Australia did.

Thailand is also conducting FTA negotiations with New Zealand, the current largest
supplier of dairy products to Thailand. According to government sources, Thailand-New
Zealand FTA may be signed in early 2005. Although details on possible tariff reduction
schedule for dairy products from New Zealand are not disclosed publicly, the government
sources reported that the schedule should be the same pattern as that for Australia. If this
is the case, dairy products from New Zealand will not pose an immediate threat to U.S.
exports.
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SECTION 11: Statistical Tables

Table 1: PS&D Table for Fluid Milk

PSD Table
Country Thailand
Commodity Dairy, Milk, Fluid (1000 HEAD)(1000 M
2003 Revised 2004 Estimate 2005 Forecast
USDA Official [ Estimate [DA Official [ Estimate )A Official [ Estimate [l
Market Year Begin 01/2003 01/2004 01/2005
Cows In Milk 240 265 250 285 0 300
Cows Milk Production 620 730 640 825 0 900
Other Milk Production 0 0 0 0 0 0
TOTAL Production 620 730 640 825 0 900
Intra EC Imports 0 0 0 0 0 0
Total Imports 0 0 0 0 0 0
TOTAL Imports 0 0 0 0 0 0
TOTAL SUPPLY 620 730 640 825 0 900
Intra EC Exports 0 0 0 0 0 0
Total Exports 20 22 28 30 0 40
TOTAL Exports 20 22 28 30 0 40
Fluid Use Dom. Consum. 550 648 575 725 0 780
Factory Use Consum. 50 50 37 60 0 70
Feed Use Dom. Consum. 0 10 0 10 0 10
TOTAL Dom. Consumptic 600 708 612 795 0 860
TOTAL DISTRIBUTION 620 730 640 825 0 900
Calendar Yr. Imp. from U 0 0 0 0 0 0
Calendar Yr. Exp. to U.S. 0 0 0 0 0 0
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Table 2: Exports of Fluid Milk

Export Trade Matrix
Country Thailand

Commodit Dairy, Milk, Fluid

Time Period |Jan-Dec |Units:
Exports for: 2003 2004
uU.S. oju.s. [ 0
Others Others

Philippines 10743|Philippines 7513
Indonesia 4153|Indonesia 4904
Cambodia 3582|Cambodia 5122
Burma 2365|Burma 2076
Singapore 941[Singapore 1105
Hong Kong 105|Hong Kong 0
Laos 68|Laos 53
Malaysia 0[Malaysia 6
Taiwan 0| Taiwan 15
Total for Others 21957 20794
Others not List
Grand Total 21971 20814

Note: The period of exports in 2004 covers January-September.
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Table 3: PS&D Table for Nonfat Dry Milk

PSD Table
Country Thailand
Commodity Dairy, Milk, Nonfat Dry (1000 MT)
2003 Revised 2004  Estimate 2005 Forecast
USDA Official [ Estimate [DA Official [ Estimate )A Official [ Estimate [l
Market Year Begin 01/2003 01/2004 01/2005

Beginning Stocks 20 20 11 20 5 15
Production 0 0 0 0 0 0
Intra EC Imports 0 0 0 0 0 0
Total Imports 65 74 75 76 0 80
TOTAL Imports 65 74 75 76 0 80
TOTAL SUPPLY 85 94 86 96 5 95
Intra EC Exports 0 0 0 0 0 0
Total Exports 0 0 0 0 0 0
TOTAL Exports 0 0 0 0 0 0
Human Dom. Consumptic 73 73 80 80 0 85
Other Use, Losses 1 1 1 1 0 1
Total Dom. Consumption 74 74 81 81 0 86
TOTAL Use 74 74 81 81 0 86
Ending Stocks 11 20 5 15 0 9
TOTAL DISTRIBUTION 85 94 86 96 0 95
Calendar Yr. Imp. from U 8 5 10 6 0 6
Calendar Yr. Exp. to U.S. 0 0 0 0 0 0
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Table 4: Imports of Nonfat Dry Milk

Import Trade Matrix

Country Thailand
Commodit Dairy, Milk, Nonfat Dr

Time Period |Jan-Dec |Units:
Imports for: 2003 2004
u.S. 4864]JU.S.
Others Others
New Zealand 18613[New Zealand 15075
Australia 12436[Australia 6863
Czech Rep. 10201|Czech Rep. 6186
Netherlands 6241|Netherlands 5128
Canada 4925|Canada 600
Germany 3409|Germany 4603
U.K. 2254{U.K. 6200
France 2047|France 1085
Ireland 1985|Ireland 1336
Poland 1152
Total for Others 62111 48228
Others not List
Grand Total 73657 56751

Note: The period of exports in 2004 covers January-September.
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Table 5: PS&D Table for Whole Milk Powder

PSD Table

Country
Commodity

Thailand
Dairy, Dry Whole Milk Powde (1000 MT)

Estimate 2005 Forecast

2003 Revised

2004

USDA Official [ Estimate [DA Official [ Estimate )A Official [ Estimate [l

Market Year Begin
Beginning Stocks
Production
Intra EC Imports
Total Imports
TOTAL Imports
TOTAL SUPPLY
Intra EC Exports
Total Exports
TOTAL Exports
Human Dom. Consumptic
Other Use, Losses
Total Dom. Consumption
TOTAL Use
Ending Stocks
TOTAL DISTRIBUTION
Calendar Yr. Imp. from U
Calendar Yr. Exp. to U.S.

UNCLASSIFIED

01/2003

0
0

11
0
0

40

40

51
0
0
0

37
1

38

38

13

51
0
0

01/2004 01/2005
6 13 4
0 0 0
0 0 0

35 0 40
35 0 40
41 13 44
0 0 0
0 0 0
0 0 0
36 0 37
1 0 1
37 0 38
37 0 38
4 0 6
41 0 44
0 0 0
0 0 0
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Table 6: Imports of Whole Milk Powder

Import Trade Matrix
Country Thailand

Commodit Dairy, Dry Whole Milk Powder

Time Period JJan-Dec |Units:
Imports for: 2003 2004
u.s. oju.s. [ 0
Others Others

New Zealand 19364 |New Zealand 12232
U.K. 4329|U.K. 2378
Australia 3270]Australia 3006
Czech Rep. 1933|Czech Rep. 1074
Netherlands 1050]|Netherlands 251
Denmark 377[Denmark 679
| Switzerland 375[Argentina 1806]
China 400[Japan 128
Poland 321[Poland 0
Belgium 275|Belgium 400
Total for Others 31694 21954
Others not List
Grand Total 32180 22196

Note: The period of exports in 2004 covers January-September.

End of Report
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