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The processed seafood industry is one of the top export industries in- Thailand, which
has become the largest exporter in processed shrimp and canned tuna export markets. The
industries’ strong growth has generated major export earnings and resulted in rapid economic
expansion of the country in many related sectors. The basis of its success is from Thailand’s
own internal strengths in both agricultural and industrial sectors. Major export markets include

the US, Europe and Japan.

However, despite its continuous growth in the past years, the industry has faced the
challenges from both internal industry problems (e.g. risen costs and fluctuations in the supply'
of raw materials and labor, high production costs); external problems from stricter tariff and non-
tariff tradé barriers (e.g.b environmental and health issues); as well as an increasing in

competition from our neighboring countries, especially Vietnam.

Vietnam has grown its own processed-seafood export dramatically within in the past
decade and has become a major competitor in exporting processed seafood. Part of its growth.
is due to the government's aim to promote economic growth, as well as its ekpoft industries.
Vietnam has been more opened to foreign direct investment, as shown by flexible foreign
investment policies, applying for WTO, which has enabled Vietham to many benefits that
Thailand has enjoyed in the past, the success of Japan-Vietham Economic Parthership
Agreement (JVEPA) that will encourage more investment from Japan, The US-Vietnam Bilateral

Trade Agreement: (BTA), and many bilateral and trade agreements.

All related parties and stakeholders in Thai processed-seafood industry, including
government agencies and private sector need to join hands in developing a strafégic roadmap
to guide how Thailand should respond to th§ competitive challenge from Vietnamese processed-
seafood industry. Therefore, this study was commissioned to conduct a detailed analysis on the
issue. The study primarily aims at a comparison between Thailand and Vietnam's current

situations and outlook in order to make the appropriate and actionable recommendations.
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Research Objectives and Methodology

A detailed study of the two countries’ public policies and current measures to support
and promote exports in the processed seafood industry was conducted. The study includes
analysis of the current situation and different challenges and opportunities facing each country,
both in business-side such as business practices and environment in both countries, including
the value chain, cost structure, raw-material availability, production technologies' and capacity, '
production processes, market conditions, as well as the policy-side such as trade policies and
égﬂréements, rules and regulations, etc. The two-country competitiveness will be analyzed and
compared to determine appropriate policy implications for the Thai government and strategic

-‘recommendations to the private sector.

The analysis can be divided into threé parts. Part one, qualitative research using
literature review and depth interviews with state agencies and business entgrprises was
conducted as a background for the whole study. The literature review in this state will include
basic information that will provide foundation for understanding in terms of the industry’s
business practices and trends, trade and economic policies applicable to the processed seafood
industry, foreign trade policy directions, free trade and bilateral agreements, as well as
competitive situation in each country. Part two, policy analysis using the principle and analytical
framework of WTO Trade Policy Review Report will be followed. The framework enables the
étudy of macroeconomics policies, international trade policies, institutions and state agencies
responsible for planning public policies, and trade direction. Analysis is further done separately
in sub-industries, namely Fish and Shrimp. Part three, a detailed analysis of the above
background information is carried out in order to arrive at industry and policy recommendations,
in terms of Thailand’s policy toward Vietnam, including trade partnerships, investment

collaborations and negotiations.

Industry Analysis

Detailed industry analysis using Diamond Model Waz Porter's Five Forces Model

frameworks have found that:

In terms of geographical and natural resources, Thailand’s land and climate are very
appropriate for shrimp farming; Thai shrimp farmers can raise White shrimp up to 2-3 rounds
per year (compared to Vietnam's 1-2 rounds per year). This abundant supply has been the
foundation of the strength of the industry. On the other hand, Thailand’s canned-tuna has faced

a major raw material (tuna) shortage and rising costs (tuna and iron). Thailand imports most of
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tuna‘nieat for production from abroad because we do not have ship fleet of our own. Moreover,
iron is monopoly imported by Japanese firms with higher cost, especially when compared to

Philippines. However, Vietnam still has to import cans for processed tuna from Thailand.

Since the processed-seafood industry is labor-intensive, Thailand faces labor shortage in
many areas of the industry such as fisheries, which involve hard works but low compensation.
Although Vietnam has a plenty of labor force with lower cost of labor but it also comes with the

lower skill.

In terms of technology and know-how, Thai farmers are highly skilled due to long-time
learning experience in the area. Our knowledge in the hatchery and farming has been
enhanced, mostly by trials and errors, over the years. Vietnam is lacking behind, especially in

skills and disease prevention, since the shrimp farming industry is quite new.

In terms of capital for investment and technological development, Thailand and Vietnam
is equally equipped with the capacity to raise funds internally and draw foreign investments.
Thai processed-seafood factories are mostly funded by family investment, as the generations
handed down the business to the next, and capital from listing in the stock market. Many
Vietnamese firms are also listed. Moreover, foreign direct investment into Vietnam has also
been growing rapidly. These foreign partnersf/investors not only bring in the cash, but also
technology; some investments are backward integration, which means that the mother company
hés already secured the market for the products. Viethamese has some advantages over Thai

firms in this area.

For upstream industry (shrimp farming), Thai farmers have high sunk costs and
investment but high risks from low selling-price due to oversupply. Most farmers are small
business owners using their own investment from last harvest. So, if the harvests are not

profitable, some may be forced to leave the business.

“Thailand is more developed than Vietnam in terms of infrastructure and logistics, such
as roads. Because Vietnam stil depends on water transportation, its basic utilities are
underdeveloped, especially electricity and water, which may have higher costs or even
unavailable. Vietnam is still lacking behind Thailand in terms of production technology, know-
how, and skilled labor. Nevertheless, Vietnam has an advantage over us in terms of shorter lag
time (time between when the seafood is catch and being processed) and lower transportation

costs due to the nature of its small-size factories closed to the shoreline.

For product quality and reputation issues, Thai products have gained widespread

acceptance and high quality reputation, as well as wider varieties since Thai people consume
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large quality of seafood and are knowledgeable and demanding. = Thai food is well-known
~around the world. Nonetheless, oversea Vietnamese refugees who invest in Vietnam will have

“an advantage over Thai firms in terms of foreign market knowledge and channels of distribution.

Thailand has some advantages over Vietnam from strength of supporting industries,
which have more = effective logistics systems, cooperation along the value chain, R&D

C’oép,efration and investment in equipment and know-how,

In terms of public policy, both countries are supporting the industry. However,
Vietnamese government involvement is still in the early stage but Thai government has been
more involved and more experienced, especially in terms of the development of knowledge and

know-how; but this gap could be closed at any moment.

Thailand and Vietnam's processed-seafood industries face similar threats and
opportunities; global warming has impacted shrimp farming and tuna fishery; higher energy and
raw material costs such as shrimp feed, tuna and iron; economic recessions in many. parts of
the world, especially the ‘US; strengthening of Thai baht which has resulted in non-competitive
export pricing, etc. Thai government may need more time or inefficiently respond to such

changes. Nevertheless, these factors also affect our competitors.

It was also found that, on the market side or the industry competitiveness in the world
market, Thai exporters have been exporting to and promoting their own brands earlier in many
major markets than Vietnamese exporters; and so have gained certain recognition, especially in
terms of product quality and partner relationship. Thai processed-seafood products are of
higher' quality and higher variety due to our advantage over Vietnam in terms of production
technologies and know-how, skilled labor, strong supporting industries, and consistent supply of

white shrimp.

Vietnam's exports may posseés the position of low price but also basic/low variety since
they have certain advantages over Thailand in terms of lower production costs, but lacking
behind us in terms of product innovation and research and development to increase value for
their export products. Vietnam, on the other hand, may have a tariff advantage over us; and
gained connection in the channels of distribution and market knowledge through associations
with direct investor/joint-venture investments as well as overseas refugees living in many

countries.

Thailand and Vietnam should therefore cooperate in terms of trade partnership to enable
sustainable growth in the world market. We can both compliment each other; Thai exporters

can invest in Vietnam for their basic production line to gain advantage of abundant supply of
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certain raw materials. Vietnam can benefit from exporting revenue and employment, and from

foreign direct investment and technological transfer.

Problems of Thai Processed-Seafood Industry

Problems for upstream processed shrimp of Thailand include:
®  High cost of baby shrimp and low supply of breeding parents
" Low variety of shrimp breeds

® Risks from emerging infectious disease in shrimp

®  Higher costs of feed and medicine |

®  Higher costs of labor and labor shortage

® Shrimp farmers may reduce production in case of low selling-price despite higher

costs
®  Large investors to compete with small shrimp farmers
Problems for downstream processed shrimp of Thailand include:
®  Strong Baht
®  Lower shrimp prices due to price competition and oversupply
®  Difficulties in major export markets

®  Trade barriers including both high tariff rate, anti-dumping measures and non-tariff

barriers
®  Government rules and regulations that impede/slow down exporting
®  Building image of the processed seafood from Thailand
. Shrimp clustering is not successful

® In the long run, Vietnam will erode the technological gap between Thailand and

Vietnam.
Problems for canned tuna
®  Tuna shortage and rising price

®  Labor shortage
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Policy recommendations

7 Thai government has an important role in supporting the development of the processed-
seafood industry; implementing the “FLOW" strategy can help strengthen the industry
development and competitiveness. '

1. F: Facilitator. Thai government should be more participative in creating the
cooperation across related parties, so that the whole industry can move forward. This can be
done 'by' providing the necessary infrastructures to support industry growth and competitiveness.
The basic infrastructure includes science and fechnology, capital investment and funding for
“production technologies and fisheries (own fleet of tuna catching), basic utilities infrastructure,
~ technological and know-how transfer, as well as to provide training in management and
international marketing, building quality, safety{ and environmental friendliness reputation’ for

products from Thailand, as well as warning systems.

2. L: Legal. Reducing procedures for exporting to increase efficiency and reduce lead
time; this may be done by transferring certain responsibilities to private organizations (such as
licensing and issuing certificates), improving immigrant law to allow foreigners working in certain

industries.

3. O: One-stop service. To improve state services by providing one-stop service. At
present, there are at least 4 state agencies involved including the Ministry of Agriculture and
Cooperatives, the Ministry of Public Health, the Ministry of Industry, and the Ministry of
Commerce that are responsible for supervising the processed-seafood industry. Each agency
hras differént rules and regulations, creating redundant, inefficiency and slowness in services.

A new organization could be set up to directly deal with the parties in the industry.

4. W: Work together. To strengthen the industry competitiveness, it requires working in
a network of clusters. The foundation of working together is for industry's survival and

sustainable growth.

In summary, public and private sectors should work together. The government can
change from its role of directing and controlling to supporting, and becomes the key player in
solving and reducing problems and in enhancing potential and opportunities for holistic and

sustainable growth of all related parties,
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Managerial Implications

1. To build reputation for Thai products to be number one in the world market. Building
a strong recognition of Thai exports can help expand the markets and improve selling prices. At
present, there are many government agencies pushing for the usage of seals and logos that will
communicate the concept of being quality product form Thailand, such as “Thailand’s Brand” by
the Ministry of Commerce, or “Quality Mark” (Q-Mark) by the Ministry of Agricultural and

Cooperatives, not exactly brand building but it is a start.

2. To reduce risks by entering new markets. There are certain risks associated with
selling to a few large markets, such as dependency on a few markets, lower power of
negotiations, etc. When Thai exporters have to adapt to diverse and different requirements,
they can improve their own competitiveness along the way, and use such knowledge learnt from

one market in another.

3. To increase value fbr export and reduce competiti-ve pressure through diversification.
This includes diversifying in terms of the range of product varieties being offered, increasing the
proportion of high value-added products to low value-added items (for example, increase
proportion of the higher-price black tiger prawn and organic shrimp/prawn, or selling ready-to-
cook shrimp instead of basic frozen shrimp, or flavored canned-tuna meal instead of tuna meat),

and building own-manufacturer/exporter’s brands. A co-branding would be a good start.

4. To invest in expanding low technological production into other countries as well as
Vietnam. Thai manufacturers/exports need to seek low cost production and supply of raw
materials, For canned-tuna industry in particular, Thailand is number one exporter but does not
have own fleet. Thai investors, with the support from the government, may invest or co-invest

with Vietnam to build our own ship fleet and related industries.

5. To maintain production of high value-added products within Thailand. This can be
done by increasing organic farming, diversification from white shrimp to other shrimps and other
seafood, and planned harvest timing. Farmers and exporters can work together to plan their
production and selling — sharing information in terms of supply/demand trends and timing, new
non-tariff barriers and standards, etc. Continuous and guided research and development are
necessary to improve productivity and enable farmers/exporters to cope with new standards and

expectations in the world market.

6. To sell product but not know-how to our competitor. Certain technologies such as

machinery and disease-test kits are developed originally for our own uses; however, these
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products have commercially potential. Thailand can export these products to the production

facilities abroad.

7 To cooperate within' the industry and reduce dependency"on the government. A
"‘central organiZatioh could be set up to handle certain tasks previously responsible by
_government agencies (such as disease control, issuing certificates, R&D for product and
broduction innovation, investment in tuna ship fleet) and as the cénter to deal with the
Qovernment. Sometimes private sector can learn certain information faster than the government
and is faster and more flexible to respond to such changes, even to negotiate with the

- government to shape the direction of the industry as a whole.

8. To push for cooperation between the two countries to guide both governments’ policy
~ direction. Working cooperatively at the national level can improve the two countries’
competitiveness, become the leader in negotiations (like OPEC), and reduce the pressure of

competition, especially in the processed-shrimp industry.

Summary and Recommendations for Thai and Vietham Relationship

Thailand and Vietnam have similar exporting objectives and marketing strategies, such
;srplr'ice competition and finding new markets. Thailand has advantages in terms of technology
“~and know-how as well as recognition in the world market; while Vietnam has advantages in
terms of raw material and labor costs. We have to work together as trade partners for
sustainable growth in the world market. In turn, Thailand can import Viethnam'’s low-cost raw
materials or expand our basic production technology into Vietnam to mutually succeed in the

world market.





