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ABSTRACT

Milk production and dairy products industry in Thailand are considered to be an
important industry. It plays an important role in improving public health as well as the national
economy. Currently, the amount of raw milk produce in the country is still inadequate and could
not meet up to the demand. This may be due to increase in domestic consumption. Although the
government extension program. in dairy production has expand continuously, the amount of
imported skim milk powder and milk products have increased every year.

The objective of this study is to analyze ability of raw milk production for import
substitution of skim milk powder and milk products of the country, under both conditions, with
and without the government’s protecting measures. In this study the Gross Import Substitution
(GIS), Import Replacement (IR) and the ability of import substitution ratio (B) were used as
indicators to analyze the ability of raw milk production for import substitution under government
protection. The Domestic Resource Cost (DRC) method was used to analyze the actual
competitiveness of milk production in the courztry.

The results of import substitution study showed that under government protection, the
ratio of imported milk and milk products to total consumption reduced from 100.5 % in 1978 to

59.2 % in 1999. Profoundly, the reduction of these ratio was the result of promotional campaigns



by government made upon more production and consumption. Therefore, increase in production
could replace some of the imported products. The study used data of 1980 import quantity as a
base year, It was found that Gross Import Substitution (GIS) increased form 10,302 tons in 1981
to 33,757 tons in 1987 and 369,348 tons in 1999. The estimated ratio of Import Replacement (IR)
was more than 0.9 of all years, this indicated that more than 90% of quantity increase of raw milk
production in each year was use as import replacement. The estimated ability of import
substitution ratio (B) falled between -1 and 0 which mean production of raw milk in the country
could substitute import at the increasing rate. Compare withr the imported amount of 245,467 téns
in 1980 the import substitution quantity increase from 4% in 1981 to 12 % in 1988 and 42 % in
1998 and then declined to 40 % in 1999,

The study of competitiveness in raw milk production showed that, there was the impact
of protection policies in input and output prices of milk, so farmers in all size of farms have
incentive to keep on producing milk. However, in the case that, if government withdraw it's
intervention in production of milk only medium and large farms would still have social profit.
Their domestic resource cost were lower than the cost of imported milk and milk products (DRC
< 1). Under the same condition, small size farms didn’t have social profit in some year and its
domestic resource cost was higher than the imported milk and milk products cost (DRC > 1). In
addition, the government protection policy effected the increasing of DRC of milk production,
which would decreased the competitive ability of farmers.

At present, Thailand is facing with World Trade Organization regulation. The WTO that
plays important role in increasing free trade among the member countries, So, the government
should decrease the protection of milk production, but instead develop and provide knowledge to
the farmers in order to increases their production efficiency. Besides, it should encourage small
farm to expand to be larger farms, which would have more comparative advantages in producing

milk, and improve import replacement potential in the long run.



