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Executive Summary

The agricultural sector in Thailand accounts for only 8.6% of GDP, yet it plays a
significant role in driving the economy and is a key source of raw materials for the food
industry. Agricultural exports generate substantial income for Thailand, with an average export
value of 44,797.206 million US dollars per year (1,463,544 million baht per year) between
2019 and 2023.

Currently, Thai agricultural businesses face challenges from various factors, such as
geopolitical conflicts, changes in trade rules, non-tariff trade barriers (NTBs), and the impact
of climate change.

In the case of Thai fruits, Chinese fruit packing house play a critical role in various
activities throughout the Thai fruit supply chain. This may result in significant bargaining power
and a potential monopoly by Chinese fruit packing house, creating complications in the trade
system and negatively affecting Thai fruit packing house and farmers.

For Thai packing house to adapt and compete, and for Thai farmers to maximize their
benefits, it is necessary to conduct research to understand the situation, challenges,
opportunities, and obstacles related to the fruit packing business. Additionally, studying
appropriate business models will help provide policy recommendations for the Ministry of
Commerce and relevant agencies.

The Trade Policy and Strategy Office (TPSO) of the Ministry of Commerce has assigned
the Thailand Development Research Institute (TDRI) to conduct a study on guidelines for
promoting the potential of agricultural trade businesses, specifically fruit packing houses (also

known as Lhong)

1. Objectives of the Study

There are three main objectives:

1) To study, analyze, and collect data on the situation of fruit collection, packing and
export businesses (fruit packing houses) either operated by Thai or foreign
entrepreneurs, as well as policies, measures, and trade regulations both domestically
and internationally.

2) To study the impact of foreign-owned fruit packing houses on the Thai fruit supply
chain, the problems and obstacles faced by farmers and fruit packing house,
appropriate business models, and the perspectives and opinions of stakeholders on
foreign fruit packing houses.

3) To develop policy recommendations on guidelines for promoting the potential of fruit

packing house businesses, ensuring that Thai entrepreneurs and farmers receive the

[unazUEuIng-6]
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maximum benefit, increasing the competitiveness of Thai fruits, and providing relevant

agencies with guidelines for managing and supervising fruit packing houses.

2. Definition of Fruit Packing House and Scope of the Study

This study defines a fruit packing house, or “Lhong,” as a business operator involved
in purchasing, collecting, erading, and packaging fruits for both domestic sales and export.

The scope of this study covers four types of fruit: longan, durian, mangosteen, and
aromatic coconut. Most farmers sell their produce to fruit packing houses, which then export
to foreign markets. The study focuses on packing houses in six provinces that are important
business centers in four regions: the North (Chiang Mai and Lamphun), the East (Chanthaburi),
the West (Ratchaburi and Samut Sakhon), and the South (Chumphon).

3. Background of Foreign Fruit Packing Houses and Supply Chains

Chinese packing houses began to engage more in the fruit business in Thailand after
the ASEAN-China Free Trade Agreement (ACFTA), which eliminated tariffs on fruits and
vegetables between the two countries in 2003. This allowed Chinese investors to seize
opportunities to import Thai fruits into the Chinese market, driven by increasing demand
among Chinese consumers.

The supply chains, marketing strategies, and methods of buying and selling for each
fruit under study generally follow a similar structure. The upstream includes farmers; the
midstream consists of fruit packing houses, farmers' organizations, and food processing plants;
and the downstream comprises retailers and wholesalers, department stores (modern trade),
exporters, and both domestic and international consumers. Currently, most farmers sell their
produce to fruit packing houses, with some farmers selling directly to middleman, agriculture
cooperatives, modern trade outlets, or processing plants. Therefore, fruit packing house play
a critical role in the Thai fruit business by collecting, purchasing, erading, packing, transporting,

and exporting Thai fruits.

4. Trends in the Fruit Packing Business in Thailand

According to the Plant Standard and Certification Division, Department of Agriculture,
as of May 28, 2024, Thailand currently has 2,122 fruit packing houses registered with the
Department of Agriculture for export to the People's Republic of China. The North specializes
in longan, with 197 packing houses; the Central region (including the East and West) focuses
on durian, mangosteen, longan, and aromatic coconut, with 1,252 packing houses; and the
South specializes in durian and mangosteen, with 647 packing houses.

The fruit packing business in Thailand shows a significant upward trend. In 2017, there
were 299 fruit packing houses registered with the Department of Agriculture, which has since

grown to 2,122. When analyzing the number of fruit packing houses by ownership, Thai-owned
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businesses (100% Thai shareholders) account for the largest share, making up 68% of all fruit
packing businesses in Thailand. The next largest group consists of joint ventures between Thai
and Chinese shareholders. Packing houses with predominantly Thai ownership account for
29% of all packing houses, while those with Chinese-majority ownership account for only 3%.
However, the registered capital of Chinese-owned packing houses is significantly higher,
reflecting a substantial inflow of Chinese capital into the fruit packing industry. In contrast,
most Thai packing businesses are small-scale. Furthermore, when considering revenue,
packing houses with either full Chinese ownership or a Chinese majority have a notably higher
share of income.

5. Fruit Purchasing Patterns and Fruit Packing House Operations in Thailand

In general, the fruit purchasing patterns for Thai-owned and Chinese-owned packing
houses are quite similar. There are five main purchasing patterns:

1) Fruit packing houses set up a purchasing point in the planting area, where farmers
bring fruits to sell directly to the packing house.

2) Fruit packing houses purchase from local collectors or middlemen.

3) Fruit packing houses purchase through agents who contact farmers to buy fruits,
either on a per-farm basis or without specifying a particular farm.

4) Fruit packing houses participate in fruit auctions, especially for mangosteen, from
large-scale farmer groups or community enterprises.

5) Fruit packing houses own or rent large orchards and also act as collectors of

produce from local farmers.

There are four main types of packing house business operations:

1) Creating a fruit brand for self-distribution. These are large businesses operating on
a full-cycle basis. The products are of high quality and meet standards, as they
aim to maintain their reputation and image. However, there is a risk that if the
products gain popularity, they may be copied by trading partners.

2) Packing fruits according to purchase orders. Income is generated from packing fruits
into containers for export. Packing houses must manage and control costs to
maximize profit. This type of business faces stiff competition and the risk that
buyers may stop purchasing.

3) Being hired to collect, purchase, grade, and pack fruits, without involvement in the
export process. Like the second type, these businesses must focus on cost control
and face competition and the risk of losing buyers.

4) Independently grading and packing fruits without involvement in the export

process. Income depends on purchase orders, and this type of business lacks
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regular trading partners. There is a risk that buyers will stop purchasing, and the

work is temporary, depending on the production season.

Thai-owned packing houses operate all four business formats, while Chinese-owned

businesses typically operate only types 1 and 2.

6. Positive and Negative Impacts of Foreign Packing Houses

Positive Impacts: Chinese packing houses help increase product prices, expand
markets, and create opportunities for farmers to improve their products to meet higher export
standards. Farmers also receive financial support through package deal-purchases and gain
more distribution channels for their produce. This deal-purchases solve the labor shortage
problem for Thai-farmer who are elderly. The presence of Chinese packing houses near fruit
plantation areas stimulates economic activity by providing employment in both factories and
the agricultural sector, while also helping to distribute income to local communities where
the fruit is grown. Additionally, Chinese fruit packing house that is legally registered as a legal
entity generates income and contribute to the state through income tax payments. Chinese
packing houses also help Thai fruits enter the Chinese market and promote Thai fruits to
Chinese consumers.

Negative Impacts: Chinese packing houses play a significant role throughout the Thai
fruit supply chain, which gives them substantial power in setting prices, thus reducing the
bargaining power of farmers and Thai packing houses. Additionally, Chinese packing houses
have the capability to expand their operations and dominate the Thai fruit market in the
future, which may result in Thai packing houses losing even more market share. The entry of
Chinese individuals or tourists into the fruit packing business often involves purchasing fruits
during the harvest season when there is a large supply in the market. The income generated
from these operations is repatriated to China without paying taxes to Thailand. Additionally,
there are concerns about the purchase and ownership of fruit-erowing and agricultural land
through the use of Thai nominees.

The market situation and competitive trends in the fruit packing house business are
changing rapidly due to several factors, such as consumer demand, technological
advancements, and international trade policies.

Current and future competition in the fruit packing house sector is expected to shift
quickly. Packing houses that can adapt to market demands by raising production standards,
adopting new technologies, or expanding into foreign markets will have a competitive

advantage.
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7. Policy Recommendations

The government should undertake several measures to enhance the potential and
capabilities of the fruit packing business as follows:
Firstly: Expanding fruit markets to other markets
® Seek new markets: Currently, Thailand relies solely on the Chinese market, which
poses a risk if China halts or suspends fruit imports. Therefore, new potential export
markets should be sought, such as the Middle East, India, and markets with

significant Asian populations.
® Proactively market Thai fruits: Expand into new markets through Commercial
Diplomats abroad, especially in markets with export potential for Thai fruits.

® Allocate more budget and resources to promote Thai fruits in international

markets, aiming to expand export opportunities beyond the Chinese market.

Secondly: Government regulation

® Strengthen enforcement of existing laws such as closely monitor and regulate the
behavior of fruit packing houses that may breach the Trade Competition Act of
2017, particularly in cases of unfair practices like price collusion. and increase
oversight of foreign packing house land ownership: Ensure that foreign entities are
not using Thai nominees to acquire agricultural land illegally.

® Tighten quality control of fruits entering the market: Address concerns like low-
quality (immature) durian, which can harm the reputation and standards of Thai

fruits.

Thirdly: Enhancing the capabilities of Thai packing houses

® Provide access to low-interest funding: Enhance financial support for fruit packing
houses, particularly small-scale Thai packing houses, which often face challenges
accessing capital compared to their Chinese counterparts.

® Promote collaboration between packing houses and farmer groups: Foster
partnerships that allow for the exchange of knowledge, information, experience,
and innovative technology, strengthening both packing houses and farmers.

® |nvest in technology and training: Enhance operational efficiency and product
quality by adopting technologies such as grading machines, starch measuring
devices for durian, advanced packaging, quality preservation technologies,

improved transport systems, and traceability processes.
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Encourage Thai packing houses to build strong fruit brands: Focus on promoting
the uniqueness of Thai fruits to create value added and help them stand out from
Chinese competitors.

Support the development of export production standards for Thai packing houses:
Facilitate the adoption of standards like GAP and GMP, and streamline the
verification process for agricultural product certifications, including food safety and
environmental compliance, to bolster credibility in global markets.

Empower Thai packing houses to become independent exporters: Government
agencies should help establish networks with foreign buyers and provide expertise
on marketing strategies and trade regulations in destination countries.

Enhance the skills and training of harvesting teams: Address the issue of immature
durian, which could result in export suspensions or a drop in prices due to quality

concerns, potentially damaging the Thai durian industry.

Finally: Data Integration

Integrate databases across the fruit packing supply chain: Leverage this connectivity
for detailed analysis, such as linking the Department of Agriculture's database with
the Department of Business Development's data to create a more comprehensive

view of the industry.
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3.2.6  Usunauasyarnsaseannaldl
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