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NATIONAL INTEREST ANALYSIS
ON FREE TRADE AGREEMENT
BETWEEN
THE KINGDOM OF THAILAND AND
THE ROYAL GOVERNMENT OF BHUTAN



I. SUBJECT MATTER OF THE AGREEMENT

a) Background and Rationale for Signing the Free Trade Agreement with the
Kingdom of Thailand

Bhutan and Thailand formally established diplomatic relations in November 1989.
Since then, business ties have strengthened, and trade activities have steadily grown,
even in the absence of a formal trade agreement between the two nations. In July 2004,
the two countries signed a Comprehensive Framework Agreement for Cooperation,
with Article 1 of the agreement encouraging efforts towards a bilateral trade agreement

aimed at fostering and expanding trade between them.

Despite efforts in the subsequent years to establish a bilateral trade agreement, Thai-
land preferred a broader Trade and Economic Cooperation Agreement (TECA), which
was eventually signed in November 2013. With its wide-ranging objectives and ex-
tensive sectoral coverage, TECA offered limited scope for either country to extend

favorable or preferential treatment to each other’s imports.

Bhutan has consistently experienced a trade deficit with Thailand, with no significant
improvement even after the implementation of TECA in 2013. While Thailand remains
one of Bhutan’s top ten trading partners, exports to Thailand have accounted for less
than 3% of total trade over the past decade. In 2024, total trade with Thailand was Nu.
2,751 million, with imports again making up 97% of the total trade.

Considering the limited scope of TECA, the Department of Trade (DoT), Ministry of
Industry, Commerce and Employment (MoICE) proposed a Preferential Trade Agree-
ment in 2022 and shared a draft text with Thailand. Despite technical limitations, this
marked the first instance of Bhutan presenting a draft trade agreement to a potential
trade partner. Thailand proposed an exploratory meeting to discuss the possibility of
having a PTA and the meeting was convened in Bhutan in November 2022. After the
exploratory meeting, Thailand then conducted a feasibility study to have a PTA follow-
ing which they proposed for a Free Trade Agreement in 2023-2024.



. ATEG AT

’q'\l a&&qf@u’mwﬁw qgn]'gm'mw@'nxq' %':g&'ﬁﬁmwwm]a‘"g'ﬂ'

R A AR R Sl

ARAFF FU MRS agﬂ'@m'mn'qgmﬁqxqa @'aém'aﬁ'gﬁ'ﬁ'@m'n' @'55'9,”\(1 A
g&;’m'g? nﬁ'ﬁ@ﬂ}«'ﬂﬂﬁ'ﬁ'&’ﬁw&ﬂ QN'%'NN'Q%‘('%' a‘j/m'm:l'nﬁk\@'ﬂx'q' gﬂ’m'g?
%’:@f@aqq’@'&ﬁ'ﬁm %’:@;@'agqma@:’%ﬁw Fxeuanyg B3y
AR =Y &R §q00e FHy NREGR FURITINDN agFRNDEFY Amg
59 &g, NARAAN ARVIRNRNENANgEAN aEFEUNRY JRER
gg.gx.qm@.gw FuRT YRR g‘?@"&ﬂq'\é“r\“@%ﬁ'ﬂ]'?R'%@ﬁ3\‘”]"‘"5'
&&Nﬂqk\l’%ﬁw@\lq‘
s:éu"k\:'&f:'gx'aﬂ]q'@'qangqﬂ'at:xﬁ'%a’{q'@' 54"“5'&:’;:1«’%4]' E5 QRN AR A
25 BRAGFFUMIPN FRARANARFRAGFRINRANT T FRA DAY qRAAF
om'q%q' gﬁ?qoﬂ Juryy) Y Néﬁ'ﬁﬂ“'“ﬁﬁ'%l &ft:'ﬁ:'ﬁnm'qéx'&gq'qﬁm'qqq@'
R LI o SO N NI QS SRRk
Sy AGFRYTFRARA W FPINA U QAFFRAN FURIAGNY  FNRRABY
SITFA AFRAFAN|
agﬂ'@mmqaw aa'r?qu'ﬁl:'q%q'mx' 31:'%%'&1'04:'31'@% ﬁ&@:«@@&«'@zﬁwé‘x
&’ﬁ'é\q'?y a'&?qoﬂ oy FRRRANARBRAGH IR T nf;gx'gﬁ'qnﬁﬁ'qmﬁ: 5
ﬁ:’gqua &qmn%@%qaﬁangql aa'n\dav'a‘j/m'mn'a%' ng'agm'm:ra Fraus
Xq sFHA 0 55 YURIFRAARIS za'&qu'fﬁ«' qﬁk\rnaﬁ“ﬁqggqng’ﬁ\m:’
qiRy Fregudraasan AgF, AN QRYY HIRRIAAEs) g’afgogt
a aa'&qﬁ'ﬁ:ﬂ%n}'m: RRATEN AR wu '3\1 %‘:'aﬁm'azn'&’ﬁumw 54’!4]'@'%' =

14

é

NS

qﬁm'&’:«mﬁawqag’as(w aQ Nx'ilz:'ix’z:&‘ é.f:'ﬁz:'ﬁnm'qéx'&g’q'qﬁm'qqq'@ﬁ' R
qnwéﬁ'%n]mwnaim'&ﬁ&' %N'q“én]'anﬁ'ﬁ' @'&?gogq ) qé"q&%ﬁﬁmgm&q&’q‘
Y M EAFUUN GNP nﬁad'm'sq@'&fagx'anﬁgﬁ' FaasxI5RN a3~
FUmTY @11'&1] @ﬁ'in]'éﬁ'%n]mk\@ﬁg: @Nﬂqmgqua‘gmﬁw@ égf;'qﬁquﬁ
e RN E R BRI TR CEE fk S qﬁad'm'sqé'gxgxﬂﬂﬁ@
n“]' TR ngq?ﬁwqmﬁa’{q'@ a&fm'az:rq04'aﬁmm'iqm'a'ﬁw'aax'Qﬁﬁn'ﬂ%g'@'
@'&?gogg SR Kla'ﬁf-(' agﬂ'@mmqq:@g' ?fqm‘%l qm;‘agm'sq'é'qm'qfaﬂ'g'
gmq@ﬂwo\{ Eia'r?qu'i\]m' zrﬁm'm'sq'@'gz:'aﬁm'aqq'@' EN'QQQ'an'agﬂ]'qqq&’ﬁw

7



During the 5" Joint Trade Committee Meeting convened in Thimphu in May 2024,
Bhutan and Thailand signed the Terms of Reference (ToR) for Negotiations of a Free
Trade Agreement (FTA) with a completion timeline of two years. Hon’ble Prime Min-
ister in various meetings with the Thai side conveyed his intent and directives for both
sides to complete the negotiations in one year. The DoT/MoICE has completed all
negotiations in a record nine months and no free trade agreement has ever been ne-
gotiated in nine months. The current FTA covers only trade in goods and not trade in
services. However, the ToR has an evolutionary clause allowing both parties to expand
the scope of the agreement in the future to cover additional areas such as trade in ser-
vices and investment, beyond trade in goods. The first FTA negotiation meeting was

also convened in Bhutan following the signing of the ToR.

Given the technical nature of the negotiations, eight technical working groups were
established comprising representatives from relevant agencies such as Department of
Trade, Department of Industry, Legal Division of the Ministry, Bhutan Food and Drug
Authority, Department of Revenue & Customs, Department of Agriculture and Mar-
keting Cooperatives, Bhutan Standard Bureau and the Ministry of Foreign Affairs and
External Trade. These working groups worked on specific chapters in the FTA encom-
passing trade in goods, rules of origin, customs procedures and trade facilitation, trade
remedies, sanitary and phyto sanitary measures, technical barriers to trade, dispute
settlement, economic cooperation, institutional provisions and initial provisions and
definitions. The overall negotiations were coordinated and spearheaded by the Depart-

ment of Trade.

To date, four rounds of FTA negotiations have been convened with the fourth round
marking the conclusion of the Thailand-Bhutan FTA negotiations. During the fourth
meeting, the Thai side proposed signing the agreement during the 6th BIMSTEC Sum-
mit in Bangkok, scheduled for April 2—4, 2025. This was also communicated through
diplomatic channels. Following approval received from the Hon’ble PM, it has been
conveyed through diplomatic channels that Bhutan agrees to signing the FTA at the 6™
BIMSTEC Summit by the MoICE Minister in the presence of the two Hon’ble Prime

Ministers.
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b) Salient Features of the Agreement

The FTA consist of 11 Chapters, namely Preamble, Trade in Goods, Customs Proce-
dures and Trade Facilitation, Technical Barriers to Trade, Sanitary and Phytosanitary
Measures, Trade Remedies, Economic Cooperation, Dispute Settlement, and Institu-

tional and Final Provisions.
The following are the salient features of the Agreement;

1. Annex 2A-Schedule of tariff commitments-Thailand
2. Annex 2B-Schedule of tariff commitments-Bhutan
3. Annex 3A-Product Specific Rules

4. Annex 3B-Minimum Information Requirements for the Certificate of origin

I1. Main Obligation, If Applicable

The main obligation of a Free Trade Agreement (FTA) is to reduce or eliminate trade
barriers between Bhutan and Thailand, ensuring the free flow of goods with provisions
to include services in the future. This involves eliminating or reducing tariffs, eas-
ing restrictions like quotas and creating greater market opportunities for businesses in
both countries. By fostering fair competition, the agreement would ensure that trade
remains free from distortions caused by subsidies and dumping. Moreover, it stream-
lines customs procedures and regulatory frameworks, making trade more efficient and
cost-effective. With a well-defined dispute resolution mechanism in place, the agree-
ment provides a stable and predictable trade environment, encouraging long-term eco-

nomic cooperation and mutual growth.
II1. Ministerial Responsibility

The FTA will be implemented once ratified by Parliament. The sooner the agreement

can be tabled in Parliament, the sooner it can be deliberated and ratified for imple
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mentation. It will largely be implemented by the Department of Revenue and Customs
(DRC) and, Ministry of Finance (MoF). Further, other relevant stakeholders such as
the Department of Trade, Department of Industry, Legal Division of the Ministry, Bhu-
tan Food and Drug Authority, Department of Agriculture and Marketing Cooperatives
and Bhutan Standard Bureau will be involved in the implementation of the respective

chapters of the FTA pertaining to their mandates.
IV. Advantages and Disadvantages

The following are the advantages and disadvantages of the Free Trade Agreement with

Thailand, among others:
a) Advantages

1 In addition to the analysis presented in the background section, Bhutan grad-
uated from the Least Developed Country (LDC) category in December 2023,
losing its entitlement to the time bound Duty-Free and Quota-Free market ac-
cess that Thailand previously extended to certain goods originating from LDC:s,
including Bhutan. As a result, all exports after this date became subject to tar-
iffs (customs duties and other related charges). This would make upcoming and
potential Bhutanese exports less competitive in the Thai market as they would
have been subject to tariffs and other charges resulting in a further widening of
the trade deficit with Thailand.

] On the other hand, customs duty in Bhutan has been reduced over the years to
a flat 10% or 0% on several thousand products. Bhutan was therefore offering
a better market access for products from Thailand but not receiving the same
market access in Thailand who still applied an average tariff rate of 31.2% for
agricultural products and 8.4% on non agricultural products. It was even higher

on some products that were of immediate export interest to Bhutan.

[ Further, at present, around 90% of Bhutan’s total trade is with India and Ban-

gladesh, making it highly vulnerable to any policy changes, trade restrictions
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or external shocks in these countries. Such changes could significantly impact
Bhutan’s exports and imports, disrupting trade flows, supply chain and econom-
ic stability. The FTA with Thailand will help strengthen economic resilience,
reduce over-reliance on a few markets, diversify Bhutan’s export destinations,
enhance overall market diversification and provide access for Bhutanese con-

sumers to a wider range of goods at competitive prices and quality.

Through the FTA, exports from Bhutan will receive preferential treatment in
the Thai market through reduced tariffs. Following negotiations, Thailand has
agreed to eliminate tariffs on 94% of their total tariff lines (10,731 tariff lines)
while Bhutan has agreed to eliminate tariffs on all of its 5,867 tariff lines, effec-
tive from the date the FTA comes into force. This means that nearly all Bhuta-
nese goods entering Thailand will be exempted from import duties, making them
more competitive in the Thai market. Bhutan will be able to export key potential
products to Thailand at zero tariff after the FTA comes into force, which other-
wise would have been applied from 5% to 60% (such as 5% for Essential oils,
yathra; 10% for juices, areca nut, apples, cordyceps, cement; 20% for Spices
such as ginger, turmeric, and cardamom; 30% for Honey, pickles, jams; 40% for
Oranges, Matsutake mushrooms, coffee; and 60% for Potatoes, tea, alcoholic
beverages etc). It may be noted that 6% of the tariff lines that Thailand protected
and for which Thailand did not offer full market access were those that do not
have export potential or currently being manufactured or found in Bhutan such

as automobiles, several varieties of ocean fish etc.

Thailand has also allocated a Country Specific Quota for Bhutan covering 11 ag-
ricultural products despite these being listed in Thai Tariff Rate Quota (sensitive
list) of Thailand. This ensures that Bhutan can still export these commodities but
up to a certain quantitative limit at zero tariff. These are also subject to negotia-

tions in the future if additional quota is required. The quota covers 77 tariff lines
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at the HS 8 digit level and includes: Milk and Cream - 300 Metric Ton (MT);
Potatoes - 20,000 MT; Garlic - 130 MT; Coftee - 10 MT; Tea - 250 MT; Pepper -
2 MT; Maize - 300 MT; Rice - 500 MT; Palm oil - 20 MT; Instant Coffee - IMT
and Trout - 25 MT. Upon the request of the Ministry of Agriculture and Live-
stock, given the sufficient domestic production, products such as eggs, potatoes

and green tea has been maintained under Bhutan’s sensitive list.

Furthermore, the FTA will facilitate easier access to Thailand’s market and boost
trade opportunities for Bhutan through simplified rules of origin procedures and
relaxed import restrictions. For instance, under the FTA, 138 out of 165 request-
ed products qualify for tariff-free access to Thailand with a 30% local content
requirement, making it easier for Bhutanese goods to meet the Rules of Origin
criteria. Additionally, Thailand granted a special concession for 7 priority iron
and steel products, lowering the usual threshold from 40% to 30%, that will

benefit Bhutan’s ferroalloy industries both in operation and those in the pipeline.

Also, all 131 export potential products requested by the private sector will re-
ceive full market access in Thailand with zero tariffs. This means Bhutanese
businesses will have the opportunity to expand the market for their products
without facing tariff barriers and increase their competitiveness in the Thai mar-
ket.

There is also a chapter in the FTA on economic and technical cooperation that
provides a framework for strengthening bilateral engagements and collabora-
tions across key sectors such as renewable energy, education, investments, in-
tellectual property, tourism among others as these are also broadly covered in

the agreement.

The implementation of an FTA could bring about improvements in Bhutan’s
negative balance of trade with Thailand, contributing to a reduction in the over-

all current account deficit and helping earn foreign currency.

A FTA with Thailand provides access into the regional markets of the nine other
Association of South East Asian Nations (ASEAN) member countries through

Thailand, who is a member.
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] There 1s a dispute settlement mechanism built into the agreement.

] The agreement does not have a renewal/validity time period but can still be

amended as and when required.

1 There is an evolutionary clause built into the ToR of the agreement which allows

for other areas to be inserted into the agreement such as services, investment etc

1 Consumer goods and industrial goods including raw materials from Thailand
will enter Bhutan at much lower rates giving the general public options of qual-

ity goods at relatively competitive prices.
b) Disadvantages

1 The FTA may enhance imports from Thailand in the short term but may exceed
growth of exports as majority of the imports would come duty free leading to

outflow of foreign currency.

] Bhutan’s current export portfolio is relatively limited, highlighting the need for
all stakeholders including the private sector in Bhutan to be ready with the nec-

essary goods for export. This may take time.

] The private sector may face challenges in adhering with Thailand’s product/cer-
tification standards and Rules of Origin (ROO) requirements and would require

targeted support.

1 May bring about trade diversion from conventional trading partners resulting in

“ruffled feathers” on some fronts.
V. Tentative Cost Analysis of Entering into the Treaty

A total of Nu.1.257 M was incurred during the first FTA negotiations. Likewise for the
second, third and fourth FTA negotiations, Nu.0.747 M, Nu.0.934 M and Nu.1.067 M
were utilized respectively. Additionally, the department may require approximately
Nu. 0.900 million budget to sign the agreement on the sidelines of the 6th BIMSTEC
summit scheduled from 2-4th April 2024 and also Nu. 0.300 million to translate it into

dzongkha and print the agreement for submission to cabinet members.
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Senior officials from the DRC, MoF were part of the negotiating team and attended all
four rounds of negotiations including the stakeholder consultation meetings prior to

each negotiating round.

They have also provided the following inputs for this section and informed during the
consultation process that the Ministry of Finance had accorded approval to provide full

duty exemptions on all imports from Thailand despite the potential revenue loss.

As per the customs duty statistics 2023, the elimination of Customs Duty (CD) will
cause a revenue loss of approximately Nu.132 million annually. However, the DRC

has also reported that the following factors will help offset this revenue loss;

a) Increased Trade Volume: Tariff removal would enable unrestricted trade,
possibly elevating overall sales tax or GST collection which would still be

applicable.

b) Market Expansion: Elimination of tariffs promotes access to new markets,

enhancing export opportunities and economic diversification for Bhutan.

c) Lower Prices for Consumers: The reduction of tariffs would result in cheaper
imported goods, benefiting consumers reliant on imports for everyday prod-

ucts.

d) Investment Impact: Free trade could attract foreign investment, particularly
in sectors benefiting from lower import costs, stimulating production and

exports.

There will also be annual financial implications in terms of implementation of the
agreement. For example, there will be recurring expenses to attend/convene the annual
Joint Trade Committee meeting that will need to be convened to monitor the imple-
mentation of the agreement and to address challenges that arise. There will also be
recurring expenses for technical agencies like Bhutan Food and Drug Authority, DRC
etc to meet their counterparts when required as part of knowledge sharing, technical
assistance etc. The budget required for such activities however will be minimal and

will form part of the recurrent expenses of respective agencies. There will also be some
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budgetary requirement to update/amend the existing IT systems (eCMS, BTFN) to in-
tegrate some aspects of the FTA such as the certificate of origin among others. These
will also not be substantive and have already been budgeted in the FY 2025-26 budget

of respective agencies.
VI. Social, Economic, Cultural, Environmental and Political Implications

1. The FTA provides a framework for duty free access to all requested goods from
both the countries, the provisions of which are mutually agreed upon, for the ben-
efit of the people of both the countries.

2. The Agreement is expected to further strengthen economic and political ties with
Thailand through expansion of trade relations as Thailand is among Bhutan’s top
ten trading partner in terms. With the FTA, economic and technical cooperation is

also expected to enhance in other areas identified in the agreement.

3. The Agreement is expected to further strengthen economic and political ties with
Thailand through expansion of trade relations as Thailand continues to remain

Bhutan’s close trading partner in terms of import and export to some extent .
4. No environmental or cultural implications foreseen from this FTA.
VII. Possible Effect on Domestic Laws

The Offtg Chief, Legal Division of MoICE was part of the negotiating team and at-
tended all negotiation meetings and stakeholder meetings. The FTA and its attachments
have also been legally vetted by the legal division of MolICE. Since this is a FTA with
the technical inputs being negotiated by respective technical agencies, there may not
be a need for OAG vetting. However, the FTA has also been shared with the Office of
Attorney General (OAG) for legal opinion, if any.

Respective agencies such as the Ministry of Agriculture and Livestock may have to is-

sue notifications upon implementation of the FTA on products that they did not want to
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be allowed for import from Thailand like eggs, potatoes etc. Likewise agencies like the
MoICE and DRC will need to issue Notifications on the implementation of the FTA.

VIII. Any Other Associated Instrument on the same Subject

In July 2004, Bhutan and Thailand signed the Comprehensive Framework Agreement
for Cooperation aimed at fostering and expanding trade. Further in November 2013,
Bhutan and Thailand signed an Economic Cooperation Agreement (TECA). There are

aspirations set out in those broad agreements with regard to a FTA.
IX. Report of the Multi-stakeholder Consultation

The FTA negotiations have been pursued after several stakeholder consultations with
private sectors and relevant government agencies. For instance, the private sector was
consulted on April 19, 2022, and a list of potential exportable products list of interest
was compiled. Additional export potential product list from the private sector was re-
ceived on 7 January 2024. On 15 January 2025, a dedicated session was held wherein
BCCI and representatives from the private sector were sensitized and consulted on the
FTA. Their additional export request list was received and negotiated with Thailand.
To date, four stakeholder consultation meetings have been conducted on 08 May 2024
(private sector also attended), 04 September 2024, 02 December 2024 and 11 February

2025 with all the relevant government agencies.

10



aﬁ'ﬁ?ﬁwﬁq’%&q‘ %R'@R’ﬁ?ﬁzmwam'qnﬁ'ag'q%'xﬁ' g'&fqm'a'ﬁqn%’waﬁﬁqq
@&N’%n}'@ﬂg&%&ql

% Eﬁ'z\’q'ﬂ]gﬂ]'ﬂ&'ﬂﬁm’ﬁﬁ'ﬂﬂﬂmﬂ'ﬂ]ﬂqﬂ]ﬂ‘iﬂ“

g'ag'qoot J¥w WY ?{:'qﬁm'alaa'g:'ﬁ:'@%ﬁ@ﬁ’q@ﬁ3114]&\1'5‘ agn]'agm'm:rﬁ:'za'
A "?Tq“ﬂ' &ng'qﬁm@’{q@ qan‘rﬁﬁ'&’quwqqq@q: &ﬁgﬂ“qﬁﬁ%‘ @
Wr09q FHyy Y Q%ﬂ'ﬂgﬂ'fﬂ@ﬁ?’ﬂaﬁqF'il\"":lﬂi'q' ﬁum'q§x'agq'q§m'aqq'ag'q:'
a\léqgﬂ,\\lq}ﬁ'ﬁ%‘ gﬁ@?ﬁ?ﬁ‘(’\‘w\l‘?’\\lqﬂﬁ@qg‘q%ﬁﬁ@ @%qaqﬂqu\iéaq: i
AQHE R g

O b AL LR
%’R‘gﬁ;’ﬁﬁfx«w:«anﬁ'@nﬁﬁqﬁm' ﬁ;’ﬁ'ﬁfmﬁm'&’ﬁ'ﬂ@:’ﬁmm'ﬁ'ﬁmﬁq' mm'ﬁ'

mwgqm'ﬂ%fq‘x a?ﬁ'aﬁq'qa:r%‘ ﬁé’qzﬁ'ﬂ%q‘ @'&T'gogg Jaryq NAEN) q =
FFRRTBAR ?ﬁm'q§q'anﬁ'§' BxFxrandNar RRaRRsq Y qasgEa g DE
& VIRRFINaRg R AAWHRY é’&?qoqw quy By g Frux FxFrRg
AREE YR DERE EF g’fﬁ'gogt\ quy "RV FrFan FxgRF
YENNVRRAGNNEEIZRRAINAT Ay EFuAGu AN ENNAgaw  F=
g&’?ﬁilwﬂnﬁgﬁgjmj jﬁ':lﬁ\'ﬁm'&jﬁﬁwﬁjﬁwqua:ﬁ&‘ ﬂﬁ:’@'ﬁ\r PEVAN
g m‘i«,’{:’@namé' Ea’zzr'ﬂu’ﬁwﬁ' za'&lqﬁ'ﬁ:'n]%q'mx' qaﬁn}anﬁ'&‘ ﬁ'@"@ﬁ'&fﬁ' IS
Q’ﬁ«'@’q'qmﬂf&w ﬁﬁw'na'g%q&’ﬁu'ﬁ' ?ﬂw:' @'&T@o% S8y NRBN f/ 5{%43
é‘?}ﬂmm'ﬂﬁqm'\l gﬁ?go% qore AR @'54"40% Jaryq NABNR Aaar @
Waoq4 FUz NAEN,, A qﬁm'&I’ﬁ'n]@:'ﬁmm%aw?&'ﬁ:'n]%u]'mx' ?fn]m'%‘

N

70






