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Reaping Benefits from FTAs 

 

 Thailand has concluded a number of free trade agreements (FTAs) with its 

trading partners, including Japan (JTEPA), China (ACFTA), Australia (TAFTA), New 

Zealand (CER) and India (TIFTA). These trade agreements are expected to bring about 

benefits to Thai exporters by providing cost advantages to Thai products. In practice, 

however, it is still unclear to what extent Thai exporters are gaining from these FTAs. 

The main objectives of this research project are to study the impacts of these FTAs on 

Thai manufacturing products and to provide policy recommendations to enable Thai 

exporters and importers to reap more benefits from the agreements. In addition to 

analyzing the overall utilization of FTAs across sectors, the research also pays special 

attention to the automotive and the textile & clothing sectors, the two sectors that enjoy 

significant tariff preferences under most FTAs. 

 

1. Trade patterns 

 By analyzing the changes in market share of Thai products in its FTA partners, 

we found that Thai products are gaining ground in Australia while losing grounds in the 

US, Japan and China. FTAs with these countries will lift the competitiveness of Thai 

products, but only temporarily before they reduce their tariffs for other trading partners.  

 

2. Tariff restructuring 

 There are many inconsistencies in the tariff structure that requires 

rationalization. For examples, tariffs for raw materials and intermediate goods for some 

products produced in Thailand are higher than that of the corresponding finished 

products. The inconsistencies result in negative value of effective rate of protection 

(ERP), making many Thai products uncompetitive domestically and in the world market. 

Examples of such products are processed animal feeds, oil products from animals and 

plants and pharmaceutical products. In addition, the lack of competition in public utility 

also put additional burdens on the Thai manufacturing sectors.  

 

3. Utilization rates of FTAs 

We have analyzed the rates of utilization of tariff preferences under three FTAs 

that have already been implemented, TAFTA, ACFTA and TIFTA for the year 2005. It is 

found that:  
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- The overall rate of utilization of TAFTA and TIFTA by Thai exporters are 

considerably high while the utilization rate for ACFTA is relatively low 

(See table 1).  

- The automotive and textile & clothing sectors have made a lot of uses of 

the tariff preferences provided by the implemented FTAs (See Table 2).  

- Exporters of some products have not made much use of the tariff 

preferences under TAFTA and ACFTA, even though the preferences 

seem significant. We have found that this is due to the fact that a) Thai 

firms have too low competitiveness relative to their competitors that the 

offered preferences cannot compensate, b) our trading partners may 

have low inclination to import the products from any countries, or c) 

there are non-tariff barriers, e.g., strict rules of origin, that apply to that 

products, rendering tariff reduction meaningless.  

- The implemented FTAs do not bring about trade deficits with our trading 

partners as widely worried. The fact is that even though Thailand 

experiences the overall trade deficits with its FTA partners, its trade 

balances with these countries are not negative when we consider only 

the limited set of products with tariff cut (See Table 3). 

 

4. Investment trend 

 The survey by Japan External Trade Organization (JETRO) shows that, partially 

due to concluded and ongoing FTAs between Thailand and its trading partners, 

Japanese multinational companies in a number of sectors, including machinery, 

electrical machinery, electronics, steel and non-metal production, have showed interests 

in expanding their investment in Thailand. Preliminary evidences gathered by our study 

trip to Australia in mid 2006 also shows that there are a number of investment projects 

from Australia that can be at least partially attributed to TAFTA and other FTAs between 

Thailand and its trading partners. The sectors that have experience inflow FDI from 

Australia include apparel manufacturing, gold mining, footware production and 

transmission tower construction. 

 

 

 

 

viii 



5. Case study 1: automotive and auto parts sector 

The Thai automotive and auto part industries have considerably benefited 

from TAFTA and other implemented FTAs. This is partially because the 

sectors have deep linkages and extensive clusters in Thailand.  

FTAs alone are not likely to significantly change the supply chain and 

sourcing decisions of multinational companies in the sectors.  This is 

because major parts and components have been competitively produced in 

Thailand since mid 1990s. 

 

6. Case study 2: textile and apparel sector 

 FTAs between Thailand and its trading partners are likely to benefit producers in 

the textile and apparel sector in Thailand. This is especially true for AFTA, which 

enables Thai textile producers to export their products to apparel makers in less 

developed ASEAN countries, e.g., Vietnam and Cambodia. However, TAFTA has not 

produced significant advantages for Thai textile and apparel producers as expected. 

This is because Australia has undertaking a unilateral reduction of its tariff, which 

significantly reduces the tariff preferences enjoyed by Thai exporters under TAFTA.  

 

7. Policy recommendation 

- The Ministry of Industry, the Ministry of Commerce and other government 

agencies should work closely with the Federation of Thai Industries and the 

Thai Chamber of Commerce in raising awareness of FTAs among Thai 

exporters and importers. Using case studies of companies successfully 

exploited the FTA privileges can be effective in raising the awareness of 

Thai producers.  

- The Ministry of Finance should consider reform the tariff structure to be less 

distorted. The long term goal is to move towards a single-rate system.  

- The government should introduce more competition and implement an 

effective regulatory system in the service sectors that are input into the 

manufacturing sectors to reduce cost. 

- The government should negotiate with its FTA partners, especially India, to 

speed up tariff reduction under the existing FTAs and relax the current rules 

of origin, if necessary. 
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- Customs procedures should be reformed to be more transparent, efficient 

and predictable. In particular, a system for advanced tariff classification can 

speed up the release of goods and reduce disputes between the customs 

and importers.  

- The utilization of FTAs should be continuously monitored. Special focus 

should be paid to FTAs that do not require certifications of origin (C/Os) to 

gain tariff preferences, e.g., the FTA with New Zealand. Studies should be 

conducted to understand why tariff privileges are not sufficiently utilized in 

some products.  

- Tariffs for auto parts should be rationalized to a rate of 10 percent or lower 

in the mid term. Rules of origin in new FTAs should be designed to be 

consistent with those in existing FTAs as much as possible to reduce the 

cost of compliances and to ensure market access of Thai products.  

- Tariff for textile in AFTA should be negotiated to a lower rate to enhance the 

opportunities of Thai textile producers to export their products to countries 

that specialize in apparel producing.  
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Table 1 Overall utilization rates of FTAs in 2005 

Export from Thailand Import into Thailand   

TAFTA ACFTA TIFTA TAFTA ACFTA TIFTA 

Coverage 

Number of products       

- Total 5,223 5,223 5,223 5,223 5,223 5,223 

- with tariff reduction in 2005 2,546 2,319 72 3,393 1,010 64 

- % with tariff reduction  48.75 44.40 1.38 64.96 19.34 1.23 

Trade value ($US million)        

- Total in 2005 3,048.13 8,913.18 1,482.61 3,119.33 10,922.64 1,243.09 

- with tariff reduction in 2005 2,357.77 1,629.43 330.92 937.57 512.16 80.23 

- % with tariff reduction  77.35 18.28 22.32 30.06 4.69 6.45 

FTA preferences and utilization 

Average tariff reduction (%) 4.47 1.02 2.56 0.74 0.72 6.61 

Utilization rate (%) 88.15 37.28 80.60 32.03 23.43 44.97 

Tariff savings by importers       

- Value ($US million) 111.41 62.81 7.40 5.83 28.19 4.55 

- % of trade value 4.73 3.85 2.24 0.62 5.50 5.68 

 

Table 2 Utilization of FTA tariff privileges in textile & clothing and auto and auto 

parts in 2005 

Utilization rate (%) 

Export from Thailand Import into Thailand 

Sectors 

TAFTA ACFTA TIFTA TAFTA ACFTA TIFTA 

Textile 60.10 0.00 No tariff reduction 52.93 0.69 No tariff reduction 

Apparel 38.25 0.12 No tariff reduction 15.57 0.17 No tariff reduction 

Auto and auto parts 111.26 0.00 15.13 7.63 0.36 97.71 

 

Table 3 Trade balances with FTA partners in 2005   

Trade Balances ($US million)* TAFTA ACFTA TIFTA 

  - Total  -71.20 -2,009.46 239.52 

  - Only items with tariff reduction 1,420.20 1,117.27 250.69 

Note: * excluding products under HS 99  
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