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The experiences of liberalisa-
tion in a number of APEC

economies have been examined in
this project to identify the chal-
lenges and the opportunities creat-
ed by policy reform. The economies
and sectors included in this study
covered a range of economies and
types of sectors. They were; telecom-
munications in the Philippines,
financial services in Peru, furniture
in Canada, textiles and clothing in
Thailand and wine in New Zealand. 

All industries have experienced
significant change in recent years
in regulatory arrangements or bor-
der barriers to trade and invest-
ment. The project sought to iden-
tify the most important impacts of
these changes and to examine the
challenges which remained.

Some of the common impacts
which emerged in these studies are
the following (detailed summaries
of each study are also included in
this report, and a copy of those
summaries is reproduced at the
front of the reports of each study). 

Consumers gain from the entry
of foreign suppliers offering lower
cost goods or services. They gain
from prices which are lower than
otherwise, but there are other ben-
efits as well. The variety of goods
available increases. Quality rises
and innovation becomes more
extensive. 

On the other hand, incumbent
firms and their employees bear
substantial costs. There are exam-
ples of employee numbers in some
firms dropping. However, employ-
ment in the industry generally
remains the same or increases. The
number of firms in the industry
can also grow, which may also
impact on the redistribution of
employment. 

There is an important message
in this result. This message is that
competition from foreign suppliers
is more likely to drive local firms
into sectors of the market where
they are internationally competi-
tive. As a consequence, in the case
of manufactured goods, the level
of two-way trade increases.
Exports also increase in the niches
which local firms develop.

Developing new market niches
is not costless. It requires research
and development expenditure as
well as marketing effort and entre-
preneurial energy. However, the
alternative of not responding to
the challenge is even more disrup-
tive. Furthermore, the costs of
adjustment, for both the firms and
their employees, are much smaller
when two-way trade develops
since adjustment is occurring
within the same industry, even
within the same firms. 

Liberalisation does not lead to 
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the disappearance of industry. It
leads instead to its reorientation.

Services sectors which are
now liberalised are likely to have
been stunted by previous regula-
tion. Lower prices, higher vol-
umes and the importance of
delivering services from produc-
tion points in proximity to con-
sumers can sustain employment
in the industry as it experiences
liberalisation. The provision of
complementary goods and ser-
vices, for example, sales of
telecommunications equipment
to a rapidly growing market, can
also generate employment.

The reorientation of an
industry experiencing liberalisa-
tion is facilitated by access to for-
eign investment. Foreign firms
bring in technology and exper-
tise which is relevant to the new
orientation of local firms. The
foreign partners can also facilitate
the international marketing of
local output.

This reorientation of the
industry – more efficient use of
resources, innovation, and the
inflow of foreign investment
alongside the consumer gains –
are real gains to the economies
involved and are important
sources of growth. 

Another important element
of the response to internationali-
sation in a previously protected

sector is access to inputs at world
prices. This facilitates the devel-
opment of international compet-
itiveness of local firms in their
new-found niches. At the same
time, other local issues, including
those of access to infrastructure,
are highlighted by the liberalisa-
tion process. Reform in one sec-
tor creates a dynamic for further
change in others as well. Where
inefficiency was previously toler-
ated by protected sectors, mem-
bers have become vocal propo-
nents of change following reform
of their own sector.

The studies highlight the
scope for relatively small firms to
continue to operate competitive-
ly. This is evident in the experi-
ence of the family owned firms
in the furniture sector study and
in the wine industry. Small scale
telecommunications companies,
providing local exchange ser-
vices, have either continued their
role or had the opportunity to
sell out to the new suppliers of
long distance services. The suc-
cess of the smaller firms hinges
on finding the niches which
their local experience and condi-
tions helps them provide a differ-
entiated product, and, a higher
value and more profitable product.

The studies reveal that sources
of competitiveness include the
production processes and ways of

doing business. An example is the
extent to which businesses can
cater for special consumer
demands. Developing these
capacities re-quires a more cus-
tomer-focussed attitude.

Successful implementation,
however, also requires an invest-
ment of effort by entrepreneurs.
Entrepreneurs benefit from
access to high quality comple-
mentary services, including;
transport, finance and telecom-
munications.

Reforming industries also
face a number of challenges. In
each of these areas, various ele-
ments of the APEC programs on
liberalisation, facilitation and
economic and technical coopera-
tion are relevant to facilitating
the adjustment processes in
reforming economies.

One issue is the upgrading of
skills in staff and management.
New marketing methods have to
be used. New technologies have
to be employed. Adoption of
these new ways of doing business
require changes in attitudes and
capacities amongst the work-
force. Other economies have
undergone these changes. There
is scope for internationalcooper-
ation within the business sector
on commercial terms to transfer
experiences of training and staff
development.
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Another issue is the policy
environment. As already noted,
many policies are related to infra-
structure management. Competition
policy questions are also highlight-
ed by reform. This is evident in
particular in the study of the
telecommunications market. The
study of financial reform highlights
the importance of developing a
sound system of banking regula-
tion as well as appropriate macro-
economic policies. 

Successful liberalisation in one
sector is not independent of policy
reform in related areas. The link-
ages have also been experienced in
other APEC economies. There is
scope to learn from these experi-
ences and through the interaction
of regulators in competition policy
and banking institutions.

A third issue is the relationship
between liberalisation at home and
events in world markets.

Developments in the same markets
in other economies affect the 
outcomes of reform. For example,
when potential entrants gain access
to previously restricted markets,
they also affect the prospects for
the development of new export
markets. The impact of the reform
of the Multi-Fibre Arrangement
on textiles and clothing exporters
demonstrates this.Offshore invest-
ment and relocation of some parts
of the production process are
sometimes important elements in
maintaining competitiveness of
those parts which remain in the
home economy. 

APEC’s commitments to trade
and investment liberalisation,
and the scope for its members to

work cooperatively in global 
institutions like the WTO, have
bolstered the efforts being made by
individual economies.
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Although now a $US 6.3 bil-
lion industry, Canada’s fur-

niture manufacture still bears the
marks of its origins as a cottage
industry. Much of the industry is
composed of family firms. Most
family firms run single plant, small
operations with the sales less than
a third the size of the average
Canadian manufacturing firm.

It was an industry ill-prepared
for the Canada-US Free Trade
Agreement signed in 1989. It
had little experience in export
markets and had depended upon
tariff protection of between 12.5
percent and 15 percent to com-
pete in the domestic market
against larger, American com-
petitors. 

Companies typically pro-
duced a wide range of products,
each with small production runs,
to fill the diverse needs of the
small Canadian market. 

On the eve of the tariff cuts,
the Quebec Furniture
Manufacturers’ Association said
free trade was “a rather formida-
ble challenge and threatens its
very existence”.

The challenge was in fact
greater than the industry expect-
ed. The effect of reduced tariff
protection was compounded by
both a severe recession and an
appreciation of the Canadian
dollar.

For several years, the forecasts
of doom appeared well founded.
From 1989 to 1994, the number
of furniture manufacturing estab-
lishments fell by a third and
employment in the industry
dropped 25 percent. There was
some growth in exports, but it
was nowhere near enough to
compensate for the contraction
in the domestic market and the
erosion of the Canadian manu-
facturer’s share of that market.
While the domestic market con-
tracted, the importers increased
their share of the market from 21
to 32 percent.

In 1992, however, a recovery
began. Although there are fewer
firms and employees in the
industry now than there were
before it was exposed to interna-
tional competition, output is 36
percent higher than it was. The
industry has become much more
internationally focussed, with
exports soaring from less than
$US 900 million to about $US
3.5 billion. The industry now
exports 55 percent of its output.

The crisis caught firms in dif-
ferent stages of preparedness.
Canadel Furniture is a family
owned company that makes
casual dining furniture, which is
a small segment of the market.
As early as 1985, it could see that
a free trade agreement would

eventually come to pass. The
company’s key selling point is a
design system that gives cus-
tomers many options over fab-
rics, components and models and
it guarantees delivery in under
six weeks. 

It believes the free trade
agreement and NAFTA were the
best things that ever happened to
the firm. Since 1992, exports
have risen from 20 percent to 75
percent of their output, while
turnover has risen from $Cnd 23
million to $Cnd 62 million.

The Canadian subsidiary of
the US office furniture manufac-
turer, Steelcase Inc., was initially
less confident. Both management
and staff felt that Steelcase
Canada was not ready for free
trade. A number of US sub-
sidiaries in Canada had respond-
ed to the agreement by closing
their Canadian plant. Steelcase
Inc’s initial response was to attempt
to run the Canadian operation
from the US, eliminating some
Canadian management posts.

It soon became evident that
the company was going to lose
its position in the Canadian mar-
ket and a different strategy was
devised. Prior to the free trade
agreement, Steelcase Canada had
produced 12 products, exporting
a small portion to the US and
selling the rest domestically. The
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Canadian operations were con-
sidered high cost and complex
because of their high production
runs. Trade within the group was
strictly controlled, with subsidiaries
only exporting as much as they
imported, in order to remove
foreign exchange exposure.

The new strategy demanded
that all Steelcase subsidiaries bid
for the exclusive rights to pro-
duce specific Steelcase products
and to market them worldwide.
Plant managers had to establish
that their production costs were
lowest and that quality standards
would be maintained. The num-
ber of products produced in
Canada was cut to four, however
the value of production more
than doubled.

A general feature of the
Canadian industry’s response to
free trade has been a shift towards
more specialised, higher value
added segments of the market.
The household sector’s share of
the market declined from 43 per-
cent in 1988 to 36 percent by
1997. The share of office and
other sectors of the market rose
from 57 to 64 percent.

There has also been a trend
towards bigger firms and greater
concentration of production.
The average sales per factory rose
from $US 2.3 million in 1988 to
$US 4 million by 1996, however

this is still significantly smaller
than the average US factory. 

Productivity increased dra-
matically, with the value-added
per employee rising from $US
37,565 to $US 62,244 over the
same period although it remains
20 percent below the more capi-
tal intensive US industry.

Companies have also devel-
oped more focussed distribution
strategies. Durham Furniture was
the subject of a management
buy-out after it had gone into
receivership in 1992. In addition
to eliminating most of its prod-
uct lines, the new management
also adopted a new distribution
philosophy of establishing closer
relations with a smaller number
of retailers. The approach was
that no two retailers would com-
pete in the same market.

A similar approach was taken
by one of Canada’s largest manu-
facturers, Palliser. It realised that
its best retailers in Canada were
being targeted by US manufac-
turers. It took the tough decision
to eliminate almost half its 800
retailers, and accept, as an imme-
diate consequence, the loss of
10-12 percent of their Canadian
business.

One of the fears before the
free trade agreement was that
Canadian industry would de-
camp to the United States. A few

companies did so, however very
few have made a success of it.
Palliser already had a plant in the
US that was closed because it
was too small. A larger facility
was opened in North Carolina,
motivated by the conventional
wisdom that wage rates were
lower in the US. These cost sav-
ings have not been realised and
the firm says the profitability of
the plant is doubtful. 

Palliser remains concerned
that most of its investment
remains in Canada. The passage
of the NAFTA Agreement in
1994 superseded the US-Canada
Free Trade Agreement. Canadian
tariff barriers to Mexican
imports are coming down in
stages, heralding a new round of
competition. Palliser expects to
expand operations in Mexico.

There is a recognition that
Canada needs to diversify its
export markets. The US accounts
for 96 percent of Canada’s furni-
ture exports (representing 20% of
the US furniture imports). A
recession in the industry, which
is prone to strong cycles, would
hit hard. Trade liberalisation in
APEC is seen to present oppor-
tunity for new markets, although
it also exposes Canada’s produc-
ers to new sources of competition.
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In 1993, the award for the
“World’s Best Sauvignon”

wine went to a small New
Zealand vineyard, Jackson Estate,
with just four employees. It was
an achievement both for the
company, and for the New
Zealand wine industry.

The industry has developed a
reputation for producing quality
wines, particularly sauvignon
blancs, over the past ten years.
New Zealand wines sell around
the world but Britain is its largest
market, taking two thirds of its
exports. 

New Zealand’s reputation for
quality is evident in fact that its
wines achieve a higher unit value
than any other exporter into the
British market. New Zealand
wine fetches an average GBP5.14
a bottle in Britain, while the
nearest competitor is GBP4.64 a
bottle.

The success of New Zealand
winemakers in world markets is
relatively recent. Exports were
negligible until the mid-eighties.
The industry had developed
behind prohibitive tariff barriers
supplying the domestic New
Zealand market with relatively
low quality wine.

Commercial development of
wine started in the sixties,
although a number of companies
had been producing wine suc-
cessfully for longer. Like most

New Zealand industry at the
time, wine production was heav-
ily protected.

The wine industry became
the subject of particular govern-
ment attention in the late seven-
ties, when it was decided special
support was warranted to help
domestic industry earn foreign
exchange itself, and save foreign
exchange by import substitution.

A complex structure of com-
posite tariffs, tariff quotas and a
tariff threshold was introduced
that had the effect of making
imports of cheap wine prohibi-
tive. New Zealanders were not,
at the time, sophisticated wine
drinkers and cheaper wines com-
prised the bulk of the market.

Domestic producers started to
expand and there were also some
first forays into the medium and
higher quality ends of the mar-
ket. The industry had established
a representative body, the Wine
Institute of New Zealand in the
mid seventies.

The industry was then, as it
still is today, composed of a few
medium sized to large producers,
and many small boutique pro-
ducers. The membership of
WINZ in 1998 comprises 293
wineries, of which 17 are medi-
um scale and only four are large.

The institute’s assessment of
the industry in the late seventies
was that it was not sustainable.

The domestic market was too
small and transport costs were
too high. A development plan,
geared at exports, was devised
covering the period 1981-1986. 

Production of grapes grew
more rapidly than did the mar-
kets for New Zealand wine and,
by the mid eighties, there was a
grape glut that threatened a
number of wine companies –
both big and small – with bank-
ruptcy.

A scheme was introduced in
the 1985 to subsidise vineyards to
remove grapevines. This acceler-
ated a shift in the market posi-
tion of the country’s wine pro-
duction towards higher quality
produce.

At the same time, a significant
reform in tariff policy started to
take effect. The specific tariffs of
68 cents a litre, which penalised
cheaper imports, were phased
out, and replaced with an ad val-
orum tariff which was to be cut
at a pre-determined rate from 25
percent in 1990 to 5 percent by
2000. Tariff quotas were
removed. The exposure of the
domestic wine market was
increased by the establishment of
a free trade area with Australia
which enabled Australian wine
to enter New Zealand duty free.

Imports started to rise. From
2.8 million litres in 1986, which
represented just 6.5 percent of
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New Zealand’s wine consump-
tion, imports soared to a peak of
32.7 million litres in 1994,
which represented just under half
domestic consumption. The
domestic wine producers have
won back a portion of market
share since then, but imports still
hold 40 percent of the market.

The New Zealand wine mar-
ket has grown since the mid
eighties, however virtually all of
that growth is accounted for by
imports. Australia increased its
share of New Zealand wine
imports from 36 percent in 1988
to 72 percent by 1997. Imports
also increased from European
suppliers such as Italy and Spain
and Latin American suppliers
including Argentina and Chile.

The growth in imports has
been more than offset by a surge
in New Zealand’s exports.
Although, in volume terms, the
country imports significantly
more wine than it exports, the
high value of New Zealand wine
means that the country has, for
the first time, started to record a
trade surplus in wine. The total
volume of wine production has
shown a modest increase over the
last ten years, however the aver-
age value of has increased dra-
matically.

One of the pioneers of New
Zealand’s wine industry, the pub-
licly listed Montana Wines, illus-

trates the change in the profile of
the industry. Founded in the for-
ties, it was a volume driven pro-
ducer until the late eighties.
Since then, it has concentrated
upon building profitability by
developing quality and high
value wines.

The shift involved a geo-
graphic relocation of its vineyards
to grow more desirable grape
varieties. The company estab-
lished strategic production
alliances with the French wine-
makers, Deutz and Cordier and,
through them introduced new
production techniques and prod-
ucts into the New Zealand mar-
ket. It has also invested in its own
research and development focus-
ing on improving the quality of
grapes by advancing environ-
mental protection practices.

One of the first New Zealand
wine companies to start market-
ing sauvignon blanc in the
United Kingdom was Hunter’s
Wines, based in the
Marlborough area. It entered
export markets using mail-orders,
with momentum building after it
had won some international
awards for its wines. It also pro-
duces some mid-range wines
which are an essential category
to gain entry to supermarket
sales. It invests in research and
development to improve its vines
and has won ISO accreditation

for quality.
At the small boutique end of

the market, Jackson’s, which
started business in 1987, had a
strategy of growing only the best
quality of grapes. It makes exten-
sive use of outside contractors,
including for winemaking, bot-
tling and labelling, storage, excise
tax compliance, wholesale mar-
keting and distribution. This
enables it to focus upon growing
grapes.

It retains control over its
wine production, retaining an
internationally renowned wine-
maker to supervise production.
Its export sales, which are han-
dled through distributors, now
exceed its domestic market. 

The industry still has its chal-
lenges. The number of small
producers has doubled, so it is a
difficult battle for market share.
Despite a far-reaching liberalisa-
tion of licensing laws and a much
greater sophistication in wine
appreciation, New Zealand mar-
ket has not brought growth to
the domestic producers because
of the 40 percent share taken by
imports. However the industry’s
positioning as a producer of pre-
mium quality wine for niche
markets still promises export
growth.



The only foreign banking
presence in Peru in 1990

was the single representative
office of Citibank. Peru’s finance
sector was not an attractive place
to be, with hyper inflation, a
recession and real interest rates of
more than 95 percent.

A populist government had
attempted to shape the course of
the economy by ordering banks
to: advance credit to select eco-
nomic activities; convert all for-
eign exchange deposits to
domestic currency; ban profit
remittances and credit payments
abroad; and control interest rates.

The entry of foreign banks
was banned. Indeed foreign banks
operating in Peru had been nation-
alised by the earlier military gov-
ernment during the seventies. 

The interventionist strategy
resulted in medium and long
term credit drying up altogether.
The largest commercial bank,
Banco de Credito, protected
itself during the hyper-inflation
years by not expanding the num-
ber of branches and channelling
deposits into real assets. Although
the financial environment was
hostile, it faced little real compe-
tition. Service levels were poor,
despite overstaffing. There was
little investment in modernisation.

The first sign of a change
came soon after the appointment
of the new government of

President Fujimori in August
1990. In its first month, the gov-
ernment liberalised interest rates.
A few months later, all exchange
controls were scrapped. Exporters
could keep their proceeds abroad
and anyone could use foreign
exchange.

It was the beginning of a 
dramatic liberalisation of the
Peruvian economy. In the hyper-
inflation era, there were price
controls, multiple exchange
rates, non-tariff trade barriers
and subsidies to consumer goods.
Under the new government, the
domestic market, foreign trade
and capital markets were freed
almost simultaneously.

The urgent demand was to
rein in the fiscal deficit and
introduce competition to restrain
price rises. The government 
unified the exchange rate, and
liberalised trade to introduce
some price competition. The
liberalisation of finance markets
was required so that domestic
industry could gain access to the
funds it required in order to be
competitive.

A new banking law was
introduced which created a
deposit insurance fund, but
which ended the guarantee of
deposits by the Central Bank.
Four commercial banks were
closed, with substantial losses
borne by depositors. 

In a big break with the past,
the government adopted a policy
of non-discrimination between
foreign, national, state or private
sector banks. The market was
opened to foreign banks and
insurance companies. Barriers of
entry for domestic participants
were also lowered, with the only
requirements being that the
owners have sound financial rep-
utations and a minimum capital
base equivalent to $US 7 million.

While barriers to entry have
come down, required prudential
standards have gone up. Banks
are required to diversify risk and
have better capital adequacy
ratios than the international stan-
dard. Loan loss reserves require-
ments are strictly enforced. 

Banks are also subject to
strong disclosure requirements.
Their loan portfolio quality is
published each month and they
are required to get credit ratings
reviewed by two credit rating
agencies twice a year.

The result has been a much
more robust banking system. A
measure of the new confidence
in the system has been the
growth of bank deposits from just
$US 350 million in 1989 to $US
12.2 billion by the end of 1997.
The industry has become much
more productive, with the loans
per employee rising from $US
27,000 in 1990 (which was only
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twice the yearly salary of a bank
employee) to $US 490,000 per
bank worker by the end of 1997.

Improved competition and
better quality services have
resulted in a reduction in the
spread between deposit and loan
rates. At the beginning of 1992,
it has come down from 8 percent
to 1 percent. Real interest rates
have dropped from more than 40
percent to about 9 percent over
the same period.

The market is succeeding in
getting funds to sectors of the
economy in a way that orders
from the government could not.
For example, lending to agricul-
ture and livestock increased from
just $US 54 million in 1990 to
$US 440 million last year.

New banks are opening their
doors. For example, the Banco
del Nuevo Mundo, established in
1993, has become a highly prof-
itable business focusing upon
lending to medium sized firms
and middle-class mortgages and
gaining deposits from middle-
class customers. It’s deposits grew
from $US 72 million to $US 311
million between 1993 and 1997.

Citibank now has company,
with 13 of the 25 banks at least
partly foreign owned. Banks
with foreign ownership have a 32
percent share of bank deposits..

Established operators, such as
the Banco de Credito, have

responded to the competition by
investing in technology, and
improving customer service. The
bank has become aggressive in its
leasing, factoring and underwrit-
ing activities. It has also ventured
offshore, with its holding compa-
ny acquiring banks in the United
States and in several Latin
American countries.

The wave of liberalisation has
extended to other institutions.
The stock exchange was priva-
tised and, in 1996, a new capital
market law was introduced
which increased the scope of
operations for broking firms.
Mutual funds are encouraged and
new legislation established a pri-
vate pension fund scheme.

To get activity going, the
government offered tax exemp-
tions on both capital profits on
stock transactions and interest
income from bonds. The result
has been that daily average
turnover has increased from just
$US 240,000 to $US 27 million
through 1997. Companies raised
$US 1.4 billion through initial
public offerings last year.

Pension funds have also been
a success, with nearly 2 million
members and accumulated funds
of more than $US 1.7 billion.
Shares, bank deposits and corpo-
rate bonds account for 80 per-
cent of their investments. There
are five funds in operation with a

sales force between them of
about 4,500 people.

The biggest problem for the
pension funds and for the stock
exchange is a scarcity of assets in
which to invest. Although public
raisings have increased dramati-
cally, it has not yet been enough
to satisfy rising demand. There
are still some issues to be resolved
in the pension fund scheme,
among them the double taxation
of contributions and pensions,
and the lack of a special scheme
for the self employed.

The banking system too still
has its challenges. Supervision of
financial institutions with branches
abroad is difficult as is the treatment
of financial derivatives. At the
other end of the spectrum, some
banks suffer from shortages of
skilled staff and are unable to take
advantage of economies of scale. 

A problem which Peru, like
other Latin American countries,
faces is the extent of borrowings
denominated in US dollars. This
exacerbates the recessionary
impact of any local currency
devaluation. Peru, however,
draws some comfort from high
reserve requirements on US dol-
lar deposits, a level of interna-
tional reserves that is four times
its liquidity in the domestic cur-
rency, and a sound macroeco-
nomic and banking regulatory
policy framework.
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The Philippines was, until ten
years ago, notorious for its

poor telecommunications. There
were more names on the waiting
list than there were in the tele-
phone book. There were barely
half a million lines servicing a
population of 60 million people.
Many non-metropolitan com-
munities not being served at all.

Under the Marcos adminis-
tration, four private companies
held government protected
monopolies over all the key
aspects of telecommunications.
By far the biggest was the
Philippine Long Distance
Telephone (PLDT) company,
which had a monopoly over
international and domestic calls.
Two other companies had
monopolies over domestic and
international satellite services,
while the fourth concentrated on
international telex and data com-
munications. Investment and ser-
vice levels were low.

The first moves to introduce
competition were made by the
administration of Cory Aquino,
which took the view that com-
petition was needed to improve
the efficiency of the telecommu-
nications industry. New licences
were issued for operations of
international gateways, cellular
mobile services, and Cable tele-
vision. 

The pace of liberalisation

increased under President
Ramos, whose administration
introduced a new law to create a
better climate for industry
growth and investment. The
Public Telecommunications
Policy Act, which established the
policy framework for the indus-
try, was supplemented with two
specific regulations. The first,
EO 59, requires compulsory
interconnection of all authorised
public telecommunications carri-
ers. The second, EO 109,
requires cellular mobile telecom-
munications service providers to
install at least 400,000 fixed tele-
phone lines over three years, and
international gateway facility
operators to install at least
300,000 lines within five years. 

The country was divided into
11 geographic areas, with each
service area including some prof-
itable and some unprofitable
zones. Operating licences for
these areas were distributed
among 8 telecommunications
carriers.

The strategy has been suc-
cessful in its primary aim of rais-
ing the level of telecommunica-
tions coverage in the Philippines.
The number of telephones lines
has risen from just over 1 mil-
lion, prior to the introduction of
the new policy in 1993, to reach
6.5 million lines by the first half
of 1998. Cellular telephony has

grown rapidly rising almost 30
percent in 1997 to reach 1.3 mil-
lion subscribers.

The spread of telephone ser-
vices throughout the country has
also improved. The proportion
of municipalities serviced by
telephones has increased from 20
percent to 37 percent since 1992.
The objective under the Basic
Telephone Program is that
telecommunications should reach
87 percent of communities.

There has been an explosion
in the number of participants in
the industry. In the basic local
exchange segment, where the
PLDT had a monopoly, there are
now 12 companies operating.
The number of companies oper-
ating international gateways has
increased from one to 11. The
number of cellular companies has
increased from two to five.

The new participants have
included many partnerships
between local and international
companies. Foreign ownership of
telecommunications companies is
limited to 40 percent, although
there is some pressure to have
this limit raised. International
companies involved in partner-
ships in the Philippine market
include Singapore Telecom,
Deutsche Telekom, First Pacific
from Hong Kong, NTT from
Japan and Nynex from the US. 

Not all the new ventures have
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been successful. A number of
companies have not been able to
fulfil their commitments to
establish the required number of
lines in their geographic area,
and many of the lines that have
been laid have not yet found
subscribers. Some of the busi-
nesses are running at substantial
losses.

The most spectacular new
entrant has been SMART. It
started providing cellular services
in 1994 and had, by 1997, seized
46 percent of the cellular market,
overtaking the long established
leader Pilipino Telephone (PIL-
TEL). It has strategic alliances
with NTT, from Japan, and First
Pacific from Hong Kong. Its suc-
cess has been largely based upon
aggressive price based marketing
and establishing a clear brand
identity.

The size of the network
SMART has built brings its own
marketing advantages, with the
ability to offer local call charges
for calls between “Smart” tele-
phone subscribers in different
parts of the country, and the
ability to offer widespread dealer
and service support. The compa-
ny took careful precautions
against fraud in setting up its sys-
tems and has been spared the
losses suffered by some competi-
tors. It is strongly profitable.

Another strongly competitive

participant in the market is
Globe Telecom, which is a joint
venture between Ayala
Corporation and Singapore
Telecom. Globe has pursued a
strategy of technological leader-
ship. It was the country’s first
GSM (Global System Mobile)
cellular operator and has built
capacity for ISDN (Integrated
Services Digital Network) into
its fixed line network. Its net-
work is designed to support fea-
tures such as caller ID, last call
memory, three-way calling, call
forwarding and phone lock. As a
development business, Globe is
not yet profitable, although it
achieved a positive cash flow in
1997.

The incumbent, Philippine
Long Distance Telephone
Company, has had a lot of adjust-
ing to do as it has faced up to
competition. It has dramatically
increased the size of its network
and plans to have it fully digital
by 2002. It did so while reducing
its workforce, and embarking on
programs to improve the quality
of service, and process re-engi-
neering to reduce problems in
the network. It remains one of
the largest companies in the
Philippines and is strongly prof-
itable. 

Although deregulation is seen
as a success, problems remain.
The legislation that ordered

interconnection of networks did
not specify the price of that
interconnection. PDLT has been
accused of making it hard for
newcomers to gain interconnec-
tion and of charging prohibitive
rates.

The policy has given the
Philippines an active telecommu-
nications industry, but it is frag-
mented with operators having
regional franchises as a result of
the service area agreements.
Regulators have yet to develop
policies to ensure that healthy
competition takes place once the
exclusive licences in the service
area scheme are phased out.
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If the establishment of an inter-
nationally competitive cloth-

ing and textile industry in
Thailand was based upon the low
cost labour, its future depends
much more upon smart thinking.

The advantage of low cost of
labour is being challenged both
by rising labour costs in
Thailand, and the shift towards
more capital intensive produc-
tion, offering greater efficiencies,
in the industry worldwide.

Smart thinking is needed
both to achieve efficient produc-
tion throughout the supply
chain, and also to deliver quality
produce that meets the increas-
ingly exacting standards of inter-
national customers. It is also
required to succeed in a testing
international regulatory environ-
ment.

The textile and clothing sec-
tor overtook rice as Thailand’s
biggest single export industry in
the mid-eighties. It employs
about a million workers and con-
tributes more than a quarter of
the total value added in the
country’s manufacturing industry.

The industry has long had to
contend with various distortions
in the textile trade. Subsidised
exports from Pakistan caused a
contraction of the industry in the
fifties and led to tariff protection.
In the seventies, that protection
reached levels of 100 percent.

The government sought to
regulate the industry in the sev-
enties, prohibiting capacity
expansion and the establishment
of new textile firms. The objec-
tive was to stop over-production
and excess capacity. This regula-
tion was applied with intermit-
tent vehemence until the late
eighties, however it was never
implemented effectively. The
number of spindles, looms and
knitting machines grew by about
10 percent a year throughout the
period of regulation.

The growth of exports and
local shortages of yarn led to the
capacity limitations being
dropped in 1987. Rapid growth
in the industry followed, with
the number of weaving firms
doubling over the course of the
next seven years. There was a
significant increase in the import
of capital equipment for the
industry.

The structure of the industry
has traditionally been dominated
by the large number of garment
firms. There are more than 2000
of these, ranging from small
firms with less than 10 sewing
machines to those with more
than 1000. They employ more
than 900,000 people and account
for nearly three quarters of
Thailand’s clothing and textile
industry exports.

There are about 250 weaving

firms, most of which are small
and employ relatively old tech-
nology. There are a few large
modern firms with current tech-
nology for air-jet looms. They
account for 13.7 percent of
exports. 

There are 141 spinning com-
panies, with yarns providing 8.3
percent of exports, while, at the
most capital intensive end of the
industry, there are 16 firms man-
ufacturing artificial fibres. They
provide 2.3 percent of Thailand’s
clothing and textile industry
exports.

Over the course of the
nineties, the industry has been
learning to survive with lower
levels of tariff protection. Tariffs
on fibres and yarns have fallen to
10 percent, while tariffs on fab-
rics are 20 percent and those on
clothing are 30 percent. Until
the early nineties, tariffs on fibres
and yarns were set at 30 percent,
while those on fabrics and cloth-
ing were at 60 percent.

The greatest industry growth
has been in the more lightly pro-
tected and more capital intensive
sectors, with yarn production
doubling over the past ten years.
Clothing exports declined
sharply in 1996 (from $US 6.7
billion to $US 4.5 billion),
reflecting a loss of competitive-
ness in the more labour intensive
part of the industry.
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A continuing constraint upon
the industry is the Multi-Fibre
Arrangement (MFA) which allo-
cates quotas on exporter mem-
bers. In the early years of the
agreement, it helped Thailand by
curtailing sales of the three
biggest textile exporters, Hong
Kong, the Republic of Korea
and Chinese Taipei. However,
Thailand was filling its quotas by
the late eighties and the agree-
ment has limited the industry
ever since.

The MFA is being phased out
as textiles are brought under the
auspices of the General
Agreement on Tariffs and Trade
(GATT). The process of its
incorporation, prolonged over
the past 10 years, is complex and
presents some risks for exporting
nations. Importing countries are
able to impose unilateral restric-
tions on exporters whose trade
rises move past the MFA quota
levels.

The MFA requires the Thai
government to allocate export
quotas among companies.
Although the allocation is sup-
posed to be open, in practice it
favours larger integrated compa-
nies and acts as a barrier to new
entrants. The larger firms put a
lot of effort into ensuring that
they meet the criteria for main-
taining their quota and this
diverts management attention

from other opportunities. 
Small, medium and new

exporters concentrate upon ser-
vicing non-MFA countries, such
as those of the ASEAN region.
Until the recent financial diffi-
culties, this was a good growth
market. ASEAN nations, also
represent some competition to
Thailand in the textile industry.
Indonesia, in particular, has been
building its textile industry with
lower cost labour than is avail-
able in Thailand.

The devaluation of the Thai
currency, the baht, has restored
some competitiveness to its
exporters. However, the pressure
remains to seek differentiation.
The Thai Garment Export
Company, for example, has
developed systems to meet the
exacting standards of buyers such
as retailer, Marks and Spencer,
which demands that there be no
loose metal in the workplaces
where its children’s clothes are
manufactured, or the US depart-
ment store chain, JC Penney,
which requires supplier to be
linked to its electronic data
interchange network.

The Thai Garment Export
Company is a large firm, with
exports worth $US 144 million
last year. Smaller companies are
also becoming more sophisticat-
ed in their operation. The
Amornthep Knitting Factory, a

knitwear company with sales of
about $US 1.5 million predomi-
nantly derived from exports, is
working to implement the
ISO9002 quality standard next
year. It sees improved productiv-
ity as the key to maintaining
competitiveness.

Technology is an issue for the
industry. The weaving industry is
moving to an era of shuttleless
production, but more than 80
percent of Thai textile compa-
nies still use shuttles. In the spin-
ning sector, the average age of
machinery is more than 10 years
old. It is reported that across the
entire Thai garment industry,
there are only two computerised
cutting machines.

The Thai government has
obtained some funds to support
the renovation of the industry
form the Asian Development
Bank and the World Bank. The
Thai Textile Institute has been
established. It will administer
distribution of the funds and will
also be responsible for organising
trade missions and supporting
quality control.
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