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This chapter outlines the key findings of our research.  Our
conclusions can be summarized in three key points:

• To increase international competitiveness and return to a path
of sustainable economic growth, Thailand needs to strengthen
productivity throughout its economy.  Only broad-based gains
in productivity can allow Thailand to remain competitive in
the face of globalization.

• McKinsey’s research has shown that sectoral regulatory reform
can dramatically increase Thailand’s productivity.  The good
news is that addressing regulatory barriers is less costly and
can even have nearer-term impact than some alternative rem-
edies such as fiscal stimulus spending or investments in educa-
tion and infrastructure.

• To carry out the far-reaching regulatory changes needed, Thai-
land should develop the institutional capability to guide and
direct reform.  The current administration’s strong public
mandate creates a unique window of opportunity for taking
the necessary actions to boost productivity, but a dedicated
agency is needed to ensure that reforms are executed and
sustained.
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Thailand boasts one of the strongest track records for long-term
economic growth in the developing world.  Successful develop-
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ment efforts have led to three decades of sustained GDP growth
averaging more than 6% per annum.  Moreover, the benefits of
this growth have been shared widely across Thai society, elevat-
ing living standards of the lower classes and creating one of
Southeast Asia’s largest middle classes.

Events in the 1990s, however, have cast doubt on the
sustainability of Thailand’s earlier growth models.  GDP growth
has slowed substantially since the early 1990s.  As in many Asian
countries, the regional financial crisis reversed several years of
development.  The dramatic economic contraction in 1997 was
followed by a brief rebound–but modest GDP expansion in 2000
and 2001 suggests that a return to robust growth is not imminent
(Exhibit 1).

The two administrations that have governed Thailand since 1997
have explored a variety of strategies for reviving economic
growth.  These efforts have included fiscal stimulus spending,
technical support to SMEs, and trade liberalization, among
others.  However, none of these efforts has proven capable of
returning the country to a path of sustainable economic develop-
ment.
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McKinsey envisions a model for Thai economic growth based on
dramatic increases in productivity.  Indeed, we believe productiv-
ity-led growth can bring tremendous benefits to the country and
unleash the latent potential of all Thai workers in all sectors.

• Productivity is the basis of economic growth.  As with many
ASEAN countries, Thailand has historically competed largely
on factor input-based competitive advantage, particularly
labor cost and natural resources.  New international competi-
tion is now emerging–notably China (in goods) and India (in
services)–which makes factor input-based competitiveness
harder to sustain.  In any case, to return to attractive eco-
nomic growth rates and sustain higher living standards, Thai-
land needs to shift from labor cost advantages to productivity
advantages so as to remain competitive as wages rise (see Box
1).

• To be effective, productivity gains must span the entire
economy. Much of the recent academic literature on competi-

Box 1:  Productivity–the source of sustainable growthBox 1:  Productivity–the source of sustainable growthBox 1:  Productivity–the source of sustainable growthBox 1:  Productivity–the source of sustainable growthBox 1:  Productivity–the source of sustainable growth
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tiveness and growth focuses on traded sectors of the economy.
Export competitiveness is seen as proof of the vitality of an
economy.  But what about Japan? Japan has some of the most
competitive traded sectors in the world–auto, electronics,
advanced materials, among others–and yet it has suffered a
decade of malaise.  The reason is simple: the non-traded
sectors of Japan’s economy–about 90% of the total–remain
woefully unproductive.  The European Union, on the other
hand, has systematically attacked productivity challenges
across all sectors of the economy, and has reaped substantial
economic benefits as a result.

• Public-private sector collaboration is essential.  Around the
world, efforts to boost productivity tend to emphasize the role
of government.  While government can take on an important
role in such efforts, private companies must play a key part.
For example, they must be prepared to accept increased
competion and to make the often painful operational changes
needed to improve productivity.
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HAS SHOWN THAT SECTORAL REGULATORY REFORM
CAN DRAMATICALLY INCREASE THAILAND’S PRODUCTIV-
ITY
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In light of the centrality of productivity to economic growth,
McKinsey & Company Thailand has undertaken the Thai Pro-
ductivity Study.  The objective of this study is to provide Thai
policymakers with new insights on the key barriers to productiv-
ity in seven important industries1.  The study benchmarks Thai
labor productivity2 levels in these industries against other emerg-
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ing and mature economies.  It then identifies the root causes of
low productivity in each industry and outlines policy recommen-
dations for dismantling these barriers and enhancing productiv-
ity.

The report makes a new and exciting contribution to Thailand’s
productivity debate by utilizing a unique approach developed by
the McKinsey Global Institute (MGI3).  This approach is a hybrid
of two distinct disciplines: economics and management.  Both of
these disciplines are concerned with productivity but neither is
positioned to understand it fully: economists have scant access to
the real-life problems facing business managers, while managers
often lack the time and incentive to look beyond their own
situation to the larger issues of productivity in their industry.
McKinsey’s productivity research remedies this situation by
combining the academic rigor and breadth of economics with the
deep industry knowledge and management understanding we use
in our work with clients every day.  The result is a unique per-
spective on productivity.  By implementing this approach in 14
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countries, McKinsey has developed a powerful global productiv-
ity database.  This database forms the basis of the benchmarking
conducted in this study.  A full description of the study’s method-
ology is found in the following chapter.

This report does not purport to be a comprehensive survey of
productivity in the overall Thai economy.  Rather, our objective
was to elevate the importance of productivity in the economic
policy dialogue and to provide preliminary insights on productiv-
ity in several key industries that can help the government con-
sider policy changes in these sectors (see Box 2).  It is hoped that
policymakers will use our findings as the basis for a broader
research of productivity issues throughout the Thai economy.
Such research could form the basis for a blueprint of economic
reforms aimed at enhancing Thailand’s national productivity.
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Our research found that there are substantial opportunities for
improving productivity in Thailand.  In the seven industries we
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surveyed, we found labor productivity to be 20-50% of US levels
(with the exception of the cement industry, which is close to US
productivity levels).  In agriculture, productivity is lower still–

about 10% of the US
level4 (Exhibit 4).

As can be seen from
our industry cases,
we found sector-
specific regulations

to be by far the most significant barrier to increased productivity
in Thailand.  In almost every industry we surveyed, we identified
major regulatory distortions, which, if eliminated, could dramati-
cally increase performance and efficiency.

In the sections below, we outline the key findings–across indus-
tries–from each stage of our research, starting with the opera-
tional factors directly affecting company productivity, then
moving on to the underlying industry dynamics, and finally
exploring the external factors that had contributed to the indus-
try and operational causes of low productivity.

Operational factors affecting productivity.  Our research in each
industry began at the company level: by analyzing company
productivity data and interviewing key executives, we were able
to identify the major operational-level barriers to productivity.
We found two primary barriers: (a) capital misallocation, and (b)
organizational and technological deficiencies.

Capital misallocation:  Despite the external trappings of an
economic ‘boom’, the early- and mid-1990s were a period
of serious capital misallocation in Thailand.  Beginning in
1991, growth in capital productivity dropped into the
negative single digits (positive growth was not to return
until 1999).  Unproductive investments contributed to the
decline in economic growth rates that began in the mid-
1990s.  Flagging GDP growth and low returns on invested
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We found sector-specific regulations to
be by far the most significant barrier to
increased productivity in Thailand.
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capital in turn led to a collapse in investment, which exacer-
bated the economic slowdown and contributed to the
economic crisis in Thailand (Exhibit 5).

This top-down analysis of capital productivity is supported
by substantial industry-level evidence of inefficient alloca-
tion of capital.  In the fixed-line telecommunications sector,
for example, some 30% of installed lines remain
unsubscribed.  In the beer and cement industries, capacity
utilization levels are 52% and 69% respectively, far below
international benchmarks.  In sum, low competitive inten-
sity and easy access to capital through much of the 1990s
led to unwise investments that even today have a negative
impact on productivity.

Organizational and technological deficiencies:  Organiza-
tional and technological deficiencies are the second group
of operational causes of low productivity.  In almost all of
the companies we surveyed, we identified significant ineffi-
ciencies, which, if corrected, could provide a tremendous
boost to productivity.  These deficiencies generally fell into
three categories: automation and processes, innovation, and
performance management (Exhibit 6).
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Automation and processes:  Thai companies have
been slow to cut costs and increase efficiency by
automating core processes (e.g. utilizing high-tech
machinery or information technology, rather than
manual processes) or streamlining those processes that
cannot be automated.

In every sector, our research identified many potential
operational improvements that could increase auto-
mation levels and optimize processes.  We categorized
these changes as ‘viable’–those that are NPV (net
present value)-positive, meaning the cost of imple-
menting the change would be lower than the resulting
labor cost savings–and ‘non-viable’–those that are
NPV-negative, meaning that the cost of the change
would exceed the value of labor cost savings over
time.

An example from the poultry industry is illustrative.
The process of evisceration (removing internal organs
from a chicken carcass) has historically been per-
formed manually because the cost of labor required to
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execute this function is low.  In addition, manual
evisceration preserves edible organs, which can in turn
be sold.  Under these circumstances, automating
evisceration would be NPV-negative and therefore a
non-viable improvement.  As labor costs rise, how-
ever, automated evisceration can become NPV-positive
and therefore viable.  Indeed, our interviews revealed
that many chicken processors are currently re-evaluat-
ing the financial implications of such automation.

Of the operational changes we identified, only a
handful proved to be non-viable.  Many opportunities

exist for Thai
companies to
boost operational
productivity in an
economically
sound way.  Thai
retail banks, for
example, have

been slow to introduce and effectively promote auto-
mated channels such as phone banking or Internet
banking to replace traditional branch-based transac-
tions.  Such modern channels are more cost-efficient
than counter transactions and often offer superior
customer service (such as 24-hour availability), yet
they remain underutilized in Thailand.

Another example is chicken processing: while the
viability of automated evisceration remains uncertain,
other operational improvements are viable at current
factor costs.  For example, automating the basic cuts
process could be NPV-positive and could add up to
35% to the industry’s overall productivity.

Innovation:  Innovation increases productivity by
creating new, higher value-added products or by
devising better ways to produce and deliver existing
goods or services.  Our research found that, with a
few notable exceptions, Thai companies often fail to
capture the full productivity-enhancing benefits of
innovation.

Innovation increases productivity by
creating new, higher value-added
products.
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The computer and electronics industry is a telling
example.  Although Thailand has become a major
manufacturing hub for a number of computer and
electronics products and components, most Thai
companies focus on low value-added activities such as
assembling basic PCs or computer peripherals.  Few
have increased value added by producing more sophis-
ticated hardware, such as notebook computers or
servers, or by moving into the design of sophisticated
electronic parts.  As long as Thai computer and elec-
tronics companies remain constrained to low value-
added activities, their potential productivity will be
limited (Exhibit 7).

Organization/performance management5: The way
companies organize their operations and manage the
performance of employees has a substantial impact on
productivity.  Although a thorough survey of these
practices is beyond the scope of this study, preliminary
research shows Thai companies to be weak in several
key aspects of organization/performance management.
Most notably, Thai managers often struggle with
‘consequence management’–the consistent, objective
application of rewards and penalties based on indi-
vidual performance.  This shortcoming is in line with
an Asia-wide weakness identified in McKinsey’s recent
regional survey of performance management practices
at leading Asian companies6 (Exhibit 8).

On a related note, a recent study by the Thai Institute
of Directors and McKinsey has shown corporate
governance practices in Thailand to be weak by inter-
national and even regional standards.  This is signifi-
cant in the context of performance management, as
corporate governance practices serve to align the
interests of shareholders and managers within a com-
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pany.  When effectively implemented, these practices
force managers to be responsive to the concerns of
shareholders, who are primarily interested in the long-
term profitability (and therefore productivity) of the
company.  Shareholder activism can often force man-
agers to make tough decisions that may be painful in
the near term but contribute to the company’s long-
term effectiveness and profitability.

Industry dynamics affecting productivity.  In the next phase of
research, we explored the industry dynamics that led to the above

operational-level
gaps in productivity.
We found that opera-
tional inefficiencies
most commonly
result from industry
structures in which
competition is lim-

ited.  In such industries, companies are often not compelled to
make the sometimes-painful operational changes needed to boost
productivity.

Despite considerable deregulation in recent years, many Thai
industries remain far from what could be called ‘fair competi-
tion’.  In most sectors, competitive pressure is mitigated by (1)
limited foreign participation, (2) the existence of non-level play-
ing fields, and (3) monopolistic or oligopolistic industry struc-
tures.

Limited foreign participation:  Foreign participation in a
sector increases competitive pressure while at the same time
providing exposure to international best practices.  An
example is Thailand’s retail trade sector where liberal
regulations and openness to FDI have led to substantial
foreign participation and therefore to rapid modernization.
Of all the countries McKinsey has studied, Thailand has
been among the fastest in increasing retail productivity by
introducing modern formats such as supermarkets/
hypermarkets, convenience stores, and specialty stores.
Domestic competition alone can have only limited impact

Operational inefficiencies most
commonly result from industry
structures in which competition is
limited.
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on productivity because local players typically do not have
access to the latest best practices, cutting-edge capabilities,
and leading technologies (see Box 3).

In many Thai industries, though, participation by foreign
players remains limited.  An interesting example is retail
banking where foreign banks have traditionally been lim-
ited to a single branch.  Since 1997, foreign banks have
been allowed to take controlling stakes in four local banks
(creating so-called ‘hybrid’ banks), yet these institutions
remain too small to have a major impact in increasing
competition or diffusing best practices across the Thai
banking sector.

Non-level playing fields:  In some industries, inconsistent
enforcement of regulations can create advantages for some
parties at the expense of others.  The retail sector again
provides a telling example.  As noted, a liberal regulatory
environment has enabled foreign retailers to establish and
expand operations in Thailand, dramatically accelerating
the introduction of modern retail formats.  Economic logic
would normally dictate that these efficient modern formats

Box 3:  How much foreign ownership is optimal?Box 3:  How much foreign ownership is optimal?Box 3:  How much foreign ownership is optimal?Box 3:  How much foreign ownership is optimal?Box 3:  How much foreign ownership is optimal?
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should rapidly replace significantly less efficient traditional
formats such as counter stores and wet markets.  While the
transition has been moving comparatively fast, traditional
formats still command a majority of Thai retail trade.  As
informal entities, counter stores and wet markets are able
to avoid taxes and skirt minimum wage requirements.
Hence, these operators have an improved chance to remain
cost competitive with modern retail formats despite the
latter’s much higher actual productivity (Exhibit 9).

Monopolistic or oligopolistic industry structures:  In several
industries, we found that competition was or could be
inhibited by the presence of companies exhibiting monopo-
listic or oligopolistic market behaviors.  Such industry
structures can be the result of official regulations, as in the
fixed-line telecommunications sector.  In other cases, such
as the beer or cement industries, oligopolistic (or de facto
oligopolistic) positions are not sanctioned by official regula-
tions.  Rather, they are allowed to exist informally because
of the nature of the industry or the absence of rigorous pro-
competition policies.

�#��	���:����#��(��'�	�������(��"�
��''�%�

��������(�'��'����
���������(������������

< ��� �B�A0�'��*0���� �B�A0�'#�
��7���)&�,'��� 0�'�A1�*�/

<< ED��)���;���
�,�
2�����
���-)�/��**��,�)*��1����!���0)*2��=� �B��1),,)�*


��
��� �*��
&)�-�

	,���

�,���

3�

�*� $�&�,�7,�')*2�
�)�,0

����/����	���
����

15,000 14,250

3�

�*� $�&�,�7,�')*2�

�)�,0

7���	 ���	����
���

3�

�*� $�&�,�7,�')*2�
�)�,0

���
	���	
��������
�


$�%�
<

�,���
)�)�'

C���

��!��

�#���

	#���

� �=�; ED��4��
�
�&�*���

%��-��*��=�.�=� �B��
1),,)�*��**��,5<<

�

�������


� $�%�
��D0F����0�-�2���

���1)*)1�1�-�2�

� 9
�7�
�'���!�7�)0�����,���

?�� ��/��7�
�'��


.����
�
�����������	
�
��
	�

�
�����������

�B�

'66A

�#���
	#���

���
���

��
��

�� �


�	���	
�



��������� 2121212121

�#��	���$;���#���(�'�&�����
�'����("����'�%�����
�������

< ���������/�
��)�����)2*)�)��*��0)�7�
)�'�%��-��*�7/'�)��,�7
�0���)&)�'��*0�&�,��.�00�0�7
�0���)&)�'�)*��/���/�)���17���
��*0��,���
�*)��������
#���

�)*2,��7
�0���)&)�'��)2�
����**���%��)*�,�0�0�)*��/)��2
�7/=�
����/����17���
��*0��,���
�*)�����������0'���
���
�/�
�0���),=


��
��� ��()*��' �*�,'�)�

� 
!����� .!��7���

�!�*������ 

� ��(8��������

$����������

� 
�����, ������

� � �-��:�1�B. !5�

��:����(���

� ��$�� 8��

�����������	���


� �� ������� ����

�!���!�����* ��0�

1�������
�����5

� "�/!���!���

���!� ��. 1	��������

��	�����������5

� ��� *�!��,!��/���

1��	�����������5

� �����!��������

7����� �������	��

�	��


� '����!�����.!��-

��/! .�!  *�!

� ����8�!�C�

�!�&�8�!�����

��$.��������.��.���

1�����������	��

	������5

� ���'!�=�!�8! ���&�

:��!$�1	��������

��������	����

�������


� �� *77���!���

!6.� *�!����,! ��

.������! 

� �������� !!���

!�(���$�8��������

�:�:����&��,����

8� ��������(8 '

���� ���-���

�������

� � �-��:�	� ��

K&!�, !�)������L

� ��.������� -

����������

� ������I�����>�

�!������������

�!7���!���! 

� �.��( �����

 �$�

8��������

� ����= ����

� ���:��( ����

( � &�(���

�
������������	�	�
�

4��	6	�����3��:�$''
��	
��������

���
	
 4���
�
���������
 #6�	
���������



() �	�	��� �?.�����

48&) *	�����

���+���
���

22$) *	������
��	 ���

32,) "		
 ���

21
-) ./��+	��

�
��	

��� ���

68
0) .	�	��

���

"
 �/�),�*0

1) .�����	
�����

	�	��
����
2

�
	

�

��
	



�
�
�
�
��

�
��


�
�
�

�#��	���$$��
�����-
����&�����"
'����(
�&�
(�����	����A���

����
��������	��������(�����'�(��


��
��� ��()*��' �*�,'�)�

�	���


�	�	���

*	��������+���

"		


./��+	���
��	

���

.	�	��

*	����

;	��	6�	
���������

����	�������
����������

# ���!� ��8�!�����,/����=���!� $��&������&.! ��������������������
# ��&.! ��$������
# �.��������������������.��.����!� $��&����$����������������$.���� ,�� =����
# ��=���(�����)������8

# K��:����&.! �����L  �$�,.�� .�� ����:���&.! ���
# �������� !������� ��������:����&����(8�������

# ��! ������8 ����&��.88�����&�!�&��! ����
# ��=���(�����)������8

# 	� ������.(���,�� =���

# ��&��� 7C$.���������(8����$�,���

# ���::����=�� �����.�����:����(���������! ��$���$.�����1!�B.��5

# �� ����.8���� (�����.�����1, �!��5

# G ��������������-���(� ���(8����

# ��&��� ��::� �$����'� ��::�, �����������(8����$�:��$�� )�( ���� !�

# ��)�8��$.���=�������.8���� (���$.�������1���������,� �� �$�����-���: �(��&5

# �������� !���B.���(�������,.�!$�� 8 ����� �� $��:�$�( �$

# �!�)'$�)���:�������.������( �-��

# �!� ���.������� ����7 (8!���:�!�,�� !�8��$.���( �-������$�������8��(����&�

(�$������� �!�:��( ��

# ���'!�=�!�8! ���&�:��!$�1� 7���&.! ������ �$���:����(���5

������'�8���:���

��&.! �����

�
	
�
	
��
�
��


	
�
��


�

	

�
�
��

��
�
�
�


���

���



Thai Productivity Report2222222222

External factors.  Following our industry-level research, we next
explored the external factors that had created the industry behav-
iors that lead to low productivity (Exhibit 10).

Sector-specific regulatory issues:  Our research found that
sector-specific regulations are by far the greatest barrier to
higher productivity levels in Thailand (Exhibit 11).  This
finding is consistent with McKinsey’s research in 13 other
countries around the world: in every country we surveyed,
sector-specific regulatory distortions were found to be the
greatest inhibitor to productivity (Exhibit 12).  The regula-
tory barriers to productivity we identified in Thailand fell
into the following main categories.

Competition distortions:  In a number of cases, regu-
lations overtly favored certain players at the expense
of others, thus limiting the fairness and intensity of
competition.  One example is the fixed-line telecom-
munications industry, where the two dominant play-
ers–TOT and CAT–serve as both operators and indus-
try regulators at the same time.  Not surprisingly,
much regulation in the sector tends to favor these two
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incumbents. As another example, tax regulations
require large retailers (those with annual incomes
exceeding 1.2 million Baht) to pay value-added tax
(VAT) at an official rate of 7% while smaller retailers
are required to pay only 1.5% VAT.

Entry barriers:  In several industries, we found formal
or informal barriers that prevented new players–in
particular, foreign players–from entering and increas-

ing competition.  In
some cases, industries
had been formally
opened to foreign
players, but opera-
tional restrictions
limited the ability of
new entrants to

compete effectively.  As noted, foreign banks have
long been allowed to operate in Thailand, but have
historically been limited to a single branch.  The
creation of majority foreign-owned hybrid banks
(which can operate multi-branch networks) has some-
what reduced the barriers to foreign entry in retail
banking.  However, as described above, because the
acquired banks were comparatively small, the hybrid
banks have been unable to exert significant competi-
tive pressure on the industry.

Unequal enforcement of regulations:  In some indus-
tries, the formal regulations appear to create a rela-
tively level playing field for all companies.  However,
unequal enforcement of regulations favors certain
players, leading to an environment in which fair
competition is compromised.  The previous retail
example is again relevant here: because counter stores
and wet markets are not consistently upholding the
minimum wage, they are at an advantage with respect
to their labor cost vis-à-vis more productive modern
formats such as hypermarkets.  In essence, unequal
enforcement of tax or labor regulations limits the
competitive pressure that is needed to maximize

In several industries, we found formal
or informal barriers that prevented
new players from entering and
increasing competition.
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productivity.  Similarly, the ability of ‘informal ven-
dors’ to sell counterfeit products enables these less
productive players to thrive, at the expense of stronger
professional companies, which are more rigorously
monitored for counterfeits.

Distortions in related industries:  In some cases,
productivity in one sector can be constrained by issues
in another.  The beer industry is illustrative: a large
manufacturer’s monopoly in one sector (liquor) has
allowed the company to rapidly build a dominant
position in another sector (beer) by bundling sales of
beer to monopolized liquor sales, even though the

beer sector regula-
tions themselves
appear to support
free competition.  A
second example is
chicken processing
where high prices of

agricultural products (specifically corn and soybeans)
inflate the price of chicken feed and weaken the
performance of the entire Thai poultry value chain.

Red tape:  Bureaucratic ‘red tape’ was found to be
another significant factor delaying or blocking pro-
ductivity improvements and innovation.  For ex-
ample, product/service innovation in the Thai banking
sector has been hindered or delayed due to unclear
approval regulations and slow approval processes by
the Bank of Thailand.

Other factors affecting productivity:  We found several
other external factors affecting productivity, although their
impact is limited in comparison to that of sector-specific
regulations.

Government ownership:  A significant share of assets
in many industries remains under government control.
Shielded from shareholder pressure (and often benefit-
ing from official subsidies), government controlled

In some cases, productivity in one
sector can be constrained by issues in
another.
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companies are consistently less productive than their
private sector counterparts.  An example is the Thai
telecommunications sector, where considerable assets
are under government control.  State-owned telecom-
munications companies are markedly less productive
than their private sector counterparts: they account
for 67% of total employment in the telecom sector
while only providing 36% of the total lines7.

Consumer behavior:  The behavior of Thai consumers
also affects productivity.  Thai consumers tend to
demonstrate a strong sense of loyalty to ‘their’ exist-
ing merchants, and are often reluctant to switch even
when a stronger value proposition is offered.  Conse-
quently, in many cases the threat of customer churn
does not compel Thai companies to continually inno-

vate and enhance
their efficiency and
productivity.

Thai consumers also
tend to be slow in
embracing new,

higher value-added products and services.  Because
companies producing low value-added goods tend to
be less productive, this conservatism on the part of
Thai consumers has a negative impact on productivity
in a number of industries.

The retail banking sector provides the most telling
example.  Despite the entry of foreign banks, many
offering services superior to domestic banks, there has
been only limited migration of customers away from
incumbent banks.  Nearly 90% of Thai banking
customers describe themselves as ‘very loyal’ to their
existing bank, according to an annual McKinsey
survey tracking the behavior of Thai and other Asian
retail banking customers.  This degree of loyalty limits
the pressure on incumbents to enhance their produc-
tivity.
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Conservatism on the part of Thai
consumers has a negative impact on
productivity in a number of industries.
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Macroeconomic factors:  The macroeconomic volatil-
ity of the last few years has also affected productivity
levels in Thailand.  Most notably, the rapid and unex-
pected economic contraction in 1997 resulted in
considerable overcapacity in several industries.  In
pre-crisis days, for example, cement producers had
been encouraged by the government to build capacity
ahead of demand in order to ensure self-sufficiency.
When construction came to a virtual standstill in early
1998, cement capacity utilization dropped to under
60%.  Similarly, in the telecommunications sector,
fixed-line companies installed substantial line capacity
in (speculative) property developments that, as a
result of the crisis, were never completed or opened
only after substantial delays.  As a consequence, the
fixed telecommunications lines operated by conces-
sionaires have subscription rates as low as 58%.

Box 4:  ‘Smart regulation’, not deregulationBox 4:  ‘Smart regulation’, not deregulationBox 4:  ‘Smart regulation’, not deregulationBox 4:  ‘Smart regulation’, not deregulationBox 4:  ‘Smart regulation’, not deregulation
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Judging from our experience in other countries, productivity-
enhancing regulatory reforms, if carried out thoughtfully across
all economic sectors (see Box 4), could potentially add some 2-
4% to Thailand’s annual per capita GDP growth, effectively
doubling current growth rates.  The other encouraging insight is
that most of the needed policy reforms are ultimately ‘free’–they
require no fiscal stimulus packages or industry subsidies.  More-
over, these reforms can impact broad economic growth more
quickly than the important but longer-term solutions of invest-
ment in education and infrastructure.

���'������(
�&���"����(��(���THAILAND SHOULD
BUILD THE INSTITUTIONAL CAPABILITY TO CARRY OUT
PRODUCTIVITY-ENHANCING REGULATORY REFORM
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Given the dramatic impact of regulatory issues on productivity
and GDP growth, we recommend that the Thai Government
initiate a broad-based program of regulatory reform aimed at
facilitating the transition to a high-productivity economy.  The
current Thai Government faces a unique window of opportunity
to conduct such an endeavor: it has been elected with an unparal-
leled vote of confidence by the Thai people a year ago and there-
fore possesses the popular mandate needed to undertake tough
policy actions.  In addition, the world economy has entered into
a severe downturn, which makes it easier to argue for fundamen-
tal reforms that might otherwise be resisted as going against ‘the
traditional way of doing things’.

Implementing a broad-based regulatory reform program is no
small task.  It will require a detailed understanding of the com-
plex cross-sectoral issues affecting productivity, supported by a
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compelling fact base.  Equally important is a solid process man-
agement capability that can engage and take account of all
affected constituencies.  Specifically, such a program must:

• Cover numerous industry sectors and clusters, and appropri-
ately consider cross-sectoral linkages, constraints and opportu-
nities;

• Coordinate across multiple branches of government, business
organizations, and non-governmental bodies; and

• Overcome vested interests, deep-rooted traditions, and politi-
cal and social roadblocks.

While the current Thai political leadership has the mandate and
the willingness to pursue far-reaching regulatory improvements, a
unique set of executional capabilities will need to be developed.
Regulatory policymaking on the level of industry sectors is cur-
rently fragmented across a multitude of public sector institutions,
including several ministries, such as the Ministries of Finance,
Commerce, Industry, Transportation and Telecommunications, as
well as agencies, such as the Bank of Thailand, the Board of

Investment, and
others. Growing
perceptions that the
Thai Government is
sending out inconsis-
tent signals to pro-
spective international
investors are just one

of many negative consequences of such fragmentation.

While the NESDB does play an integrative role, it is predomi-
nantly focused on macro-economic issues and may not be well
positioned to coordinate micro-economic policies across diver-
gent policymaking bodies.  The Thai Productivity Institute8 is
also not oriented towards cross-agency, broad-based regulatory
reform.  And the TDRI is a research institute that plays primarily
an advisory role.  Finally, while the integrative industry work-
shops organized by the current administration can help to surface
issues and to brainstorm ideas, they are unlikely to produce a
detailed, fact-based agenda for productivity enhancement, nor

Regulatory policymaking on the level
of industry sectors is currently
fragmented across a multitude of
institutions.
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can they ensure the coordinated and programmatic implementa-
tion of such an agenda.

For example, the current policy debate concerning protection of
small, traditional Thai retailers from large scale (primarily for-
eign) discounters seems to lack fact-based analysis of the eco-
nomic benefits created by productive modern retailers.  Our
research showed that the presence of modern retailers leads to
lower prices and greater selection for consumers and, contrary to
popular views, does not necessarily result in net job destruction9.
The benefits can also extend far beyond the retail sector itself: we
found that a competitive retail sector is essential to fostering
productivity growth in related ‘upstream’ industries such as
wholesale, consumer goods manufacturing, basic materials and
even agriculture (see Box 5).
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To effectively pursue a broad-based regulatory reform program,
the government should establish a dedicated institution that
effectively integrates regulatory improvements across sectors.

Box 5. Getting the facts right: retail trade’Box 5. Getting the facts right: retail trade’Box 5. Getting the facts right: retail trade’Box 5. Getting the facts right: retail trade’Box 5. Getting the facts right: retail trade’s true impact on thes true impact on thes true impact on thes true impact on thes true impact on the
economyeconomyeconomyeconomyeconomy
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This institution should be able to define and drive the implemen-
tation of such a reform agenda in a well-coordinated fashion.  It
should be part of the Prime Minister’s Office in order to com-
mand clear political support, which will be required in order to
overcome entrenched interests.  It may well be integrated into the
NESDB, or it could be established as a free-standing agency.

In its analytical role, this institution could potentially be modeled
on the US Council of Competitiveness, an organization whose
mission is “to drive US economic competitiveness and leadership
in world markets and to raise the standard of living for its citi-
zens”.  The Council has a full-time staff of about 16 and is
focused on benchmarking US productivity and innovation levels
against those of other countries, as well as publishing the influen-
tial annual State of US Competitiveness report.  While the Coun-
cil has no executive powers–it acts purely as an advisory council
to the US President–its influence in policy matters is substantial.

Closer to home, other Asian countries have also made competi-
tiveness and productivity a key part of their economic policy
agenda.  In 1997, Singapore’s Prime Minister, for example, estab-
lished the Singapore Committee on Competitiveness (CSC),
which is affiliated with the Economic Development Board (EDB).
After a careful review of Singapore’s competitive position vis-à-
vis a number of benchmark countries, a detailed implementation
plan was agreed, which has shaped Singapore’s economic policy
agenda for the last three years.  Concrete results of the competi-
tiveness review included a commitment to early liberalization of
the telecommunications sector as well as an increased focus on
becoming a preferred location for global best-practice companies.
The CSC has been instrumental in shaping and monitoring
progress in the city-state’s efforts to raise its competitive creden-
tials.
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The agency will undoubtedly face a number of challenges in
driving the implementation of  policy reforms.  Below we outline
three of the most critical challenges we have observed around the
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world and present some preliminary steps for addressing these
challenges.

Establishing a ‘shared language’:  Executing a coherent
regulatory reform program–one that is based on a consis-
tent economic growth strategy for Thailand–will require
more than just a new institutional set-up.  It will also
require a clearly defined methodological framework–a
‘shared language’ to which all stakeholders subscribe–in
order to engage and integrate a multitude of different
perspectives and interests.  Reliable and widely accepted
insights on microeconomic policy issues will be pivotal to

the success of the
Thai Government’s
efforts to identify
and dismantle regula-
tory barriers to
productivity.

This study has provided preliminary perspectives on the key
productivity barriers in seven industries.  It has also estab-
lished a methodology that works and that has been success-
fully applied around the world.  We firmly believe that this
methodology can be utilized to assess productivity in the
broader Thai economy on an ongoing basis.  In short, it can
form the basis for the continuing stream of productivity
research that will be needed to support an effective regula-
tory reform program.

Addressing issues of worker displacement:  A common
concern surrounding productivity enhancements is the
potential negative impact on employment.  Over the long
term, though, productivity improvements lead to lower
prices and increased consumption, higher levels of invest-
ment, and therefore to overall job creation.  In addition,
productivity gains increase export competitiveness, creating
new sources of economic growth and job creation. An
interesting example is the Thai retail sector, in which pro-
ductive modern formats–usually foreign owned–have made
considerable inroads.  Although supermarkets,

Executing a coherent regulatory
reform program will require a ‘shared
language’ to which all stakeholders
subscribe.



Thai Productivity Report3232323232

hypermarkets and other modern retail formats are often
thought to destroy jobs within smaller competitors, our
research found that the picture changes if a more compre-
hensive perspective is chosen.

Global retailers do indeed operate with comparatively fewer
employees than the many smaller retail operations they
replace.  However, they also create new job opportunities in
other industries such as consumer goods: companies like
Tesco Lotus screen and ‘qualify’ Thai products that are
often exported into their global supply chain.  Company
statements indicate that Tesco currently exports some
US$100 million worth of Thai products annually into its
global operations.  When the jobs resulting from such
increased exports are added to the other economic im-

pacts10, Tesco Lotus’
impact in terms of
job creation or
destruction becomes
more or less neutral.
If one then considers
a potential ‘multi-
plier effect’ arising

from productivity gains across the retail and consumer
goods sectors, the net impact on employment is likely to
turn out to be positive.

In the short-term, though, some displacement of workers
will inevitably accompany productivity enhancement.
Governments should respond by providing unemployment
benefits that directly protect displaced workers during a
transition period, and by encouraging training and job-
search programs that help to redeploy displaced labor to
more productive industries–not by postponing this impor-
tant transition, which is part and parcel to economic
growth.

Overcoming entrenched interests:  Around the world,
entrenched interests threaten efforts to reform industries
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An important first step is to raise
public awareness of the relationship
between fair competition, higher
productivity, and economic prosperity.
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and enhance productivity.  Powerful incumbent companies
who benefit from entry barriers, non-level playing fields,
and other restrictions on competition will aggressively resist
any efforts to introduce greater competition in the sectors
in which they operate–often by calling for protection of
domestic companies or pointing to their own strategic
importance as a major national employer.

There are no simple solutions for overcoming entrenched
interests.  However, an important first step is to raise public
awareness of the relationship between fair competition,
higher productivity, and economic prosperity.  Once this
relationship is more broadly understood, public opinion
can be brought to bear against those players who seek
continued protection at the expense of productivity gains
and consumer benefits.

J�J�J

In almost every sector that our research covered, we observed
operational deficiencies that reduced the productivity of Thai
companies.  We found that these constraints result from industry
structures that restrict competition and limit exposure to best
practices.  These industry structures are in turn created by several
external factors, of which the most significant by far is sector-
specific regulations.  As such, government efforts to restore rapid
GDP growth in Thailand should focus primarily on eliminating
regulatory barriers to productivity.  To remove such barriers with
a careful eye to their economic and social implications can bring
tremendous benefits to the people of Thailand.  If this chance is
foregone, the country could, like Japan since the early 1990s,
lapse into a prolonged period of stagnation.

Following this chapter is a description of the study methodology
as well as case studies analyzing productivity issues in the seven
industries surveyed.  Each case study also outlines policy recom-
mendations for addressing the sector-specific barriers to higher
productivity.
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The purpose of this study is to help Thai policymakers define and
prioritize reforms that can accelerate productivity-led economic
growth.  To do this, our research team has identified and ana-
lyzed Thailand’s productivity gaps relative to international
benchmarks, based on a number of sector case studies.  The
framework used has been developed by the McKinsey Global
Institute in collaboration with leading international economists,
and has been successfully applied in 14 country studies to date.
The methodology has consistently delivered a solid fact base and
a clear logical foundation for deriving policy recommendations
and determining their economic impact.  It is built on the follow-
ing key elements:

• International productivity benchmarking.  We compare real
company and sectoral productivity performance with other
countries, leveraging our international database.

• Systematic root-cause analysis.  The reasons for performance
gaps are explained through a systematic analysis of key cau-
salities–sector by sector–leveraging our checklists of opera-
tional, industry and other relevant factors (including govern-
ment policy levers) derived from experiences from other coun-
try studies.

• Implications for the economy as a whole.  Finally, it is impor-
tant to identify patterns across sectors, and to explore the
impact of productivity-maximizing policy measures in differ-
ent sectors on productivity and growth in the economy as a
whole.

Our framework illustrates a relatively easy-to-understand, yet
compelling linkage between productivity performance on the
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micro-level, policy reforms and other actions at the government
level, and economic growth for the country as a whole.

�����

�����������������
����

The approach used in this study is based on the methodology
applied in previous McKinsey Global Institute (MGI) reports.
We first benchmark the productivity performance of Thai indus-
tries relative to the best performing economies in the world.
Then we seek to understand the main barriers to productivity
improvements and productive investments that are necessary for
growth within the sectors that have been selected for more in-
depth analysis.  By synthesizing these case studies, we draw
conclusions on the actions needed to improve Thailand’s eco-
nomic performance in the future.


������������������

The core of the research project is seven detailed industry case
studies.  In each we start by measuring the productivity gap
between Thailand and the benchmark countries (in most cases

the US and 1-2
regional compara-
tors).  We then
analyze the sector to
understand how Thai
operations differ
from international
benchmarks and the
reasons for the

different choices Thai managers have made.  By developing a
deep microeconomic understanding of industry operations, we
are able to draw conclusions on the relative importance of the
external factors affecting managers’ decisions.  In doing this, we
focus on the barriers that are preventing productivity growth
within existing assets as well as the factors that are limiting
investment in new productive capacity.

By understanding industry operations,
we are able to draw conclusions on
the external factors affecting
managers’ decisions.
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The sectors that have been selected for Thailand cover around
10% of Thailand’s non-agricultural employment and almost
20% of non-agricultural GDP (Exhibit 1).  The cement and beer

cases represent manufacturing sectors that are predominantly
oriented towards serving domestic markets, while chicken pro-
cessing and computers/electronics have developed into important
export industries for Thailand.  Telecommunications represents a
critical infrastructure sector where substantial investment is
required.  Finally, we studied retail trade and retail banking,
service sectors that are critical to any modern economy.

Each of the sector cases follows the same sequential analytical
process described above, starting with a measurement of the Thai
industry’s current productivity level relative to world benchmarks
(see Box 1).  Then we generate and test hypotheses on the causal
factors that explain the observed gap.

Measuring productivity:  Productivity reflects the efficiency
with which resources are used to create value in the market-
place.  It is measured by computing the ratio of output to
input.  We first define each industry in a consistent manner
in Thailand and the comparison countries, making sure that
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Box 1:  Interpreting global productivity benchmarksBox 1:  Interpreting global productivity benchmarksBox 1:  Interpreting global productivity benchmarksBox 1:  Interpreting global productivity benchmarksBox 1:  Interpreting global productivity benchmarks
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our industries include the same parts of an industry value
chain.  We then determine the sector’s output using mea-
sures of Purchasing Power Parity-adjusted value added or
physical output.  The labor inputs are measured as number
of hours worked, and capital inputs as capital services
derived from the existing stock of physical capital.  We
measure labor productivity in all seven case studies.  For the
particularly capital-intensive sectors, like retail trade, tele-
communications and cement, we also examine and explain
differences in capital productivity.  Given the difficulty in
obtaining reliable data on capital productivity at the micro-
level (and because available data is often not comparable
across companies or between different countries), we have
used proxy data.  For example, in the retail trade sector, we
have used space efficiency (measured as value added per
square meter) as a proxy for capital productivity.
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Given the lack of reliable statistical data in some sectors,
we complemented official information with customized
surveys and extensive interviews with company representa-
tives and other sector experts.  This methodology was
particularly helpful in deriving bottom-up productivity
estimates in sectors such as retail trade, retail banking,
computers/electronics, and chicken processing, where
traditional sources of information may be unreliable or
incomplete.

Generating and testing causality hypotheses:  To explain
why levels of productivity in Thailand differ from the
benchmarks, we start by generating a set of hypotheses on
the possible causes.

We use a systematic framework to explain productivity
differences across countries that captures the major possible
causal factors.  This causal framework has three hierarchi-
cal layers of causality:  differences observed at the opera-
tional level, factors arising from industry dynamics, and
external factors that explain why the choices of Thai com-
panies differ from those in the comparison countries (Ex-
hibit 2).
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The hypotheses are tested with further fact-based analyses
and company or expert interviews that allow us to assess
the relative importance of the causal factors in explaining
the productivity difference in each sector.


.-�1������-��(��0�1�+���-���)

Having identified the causal factors for each industry, we com-
pare the results across industries.  The patterns that emerge allow
us to draw conclusions about the causes of the aggregate produc-
tivity gap between Thailand and the comparison countries, as
well as about the level to which productivity can rise when the
external factors are addressed.

We also consider the potential job creation that would result
from productivity gains.  For example, in examining the replace-
ment of traditional retail formats by hypermarkets, we examine
job losses at traditional stores as well as job creation opportuni-
ties resulting from the high productivity of hypermarkets.

Our work focuses on the factors that determine Thailand’s eco-
nomic prospects in the medium and long term.  We do not focus
on the short-term macroeconomic factors that may affect eco-
nomic performance at any given moment.  In drawing policy
implications from our findings, it is also important to bear in
mind that higher material living standards are only one of many
policy goals that a government can have.  We believe, however,
that higher productivity and economic growth provide the re-
sources required to address social challenges more effectively.

!��
���!�"�������������"��������������

Productivity reflects the efficiency with which resources are used
to create value in the marketplace.  We measure productivity by
computing the ratio of output produced in a year to inputs used
in that production over the same time period.
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Our study uses two basic ways of determining output: it can be
measured as physical production or as value added.

For a given industry, the output produced differs from the tradi-
tional notion of sales.  Sales figures include the value of goods
and services purchased by the industry to produce the final goods

or services (e.g.
chicken purchased
from farms to pro-
duce processed
chicken).  In con-
trast, the notion of
value added is de-
fined as factory-gate

gross output less purchased materials, services, and energy.  The
advantage of using value added is that it accounts for differences
in vertical integration.  Furthermore, it accommodates quality
differences between products, as higher quality goods normally
receive a price premium that translates into higher value added.
It also takes into account differences in the efficiency with which
inputs are used (e.g. energy).

In the case study for the Thai retail industry, for example, we
used the value added measure of output for international com-
parisons.  However, complications arise from the fact that value
added is not denominated in the same currency across countries.
As a result, this approach requires a mechanism to convert value
added into a common currency.  The standard approach uses
Purchasing Power Parity (PPP) exchange rates, a topic discussed
separately below.

In sectors that allow a direct physical comparison of outputs, we
have used the physical production (number of units produced,
etc.) as a measure of output.  This was the case for our analysis
of telecommunications, retail banking, cement, and beer.  To
make our measures comparable to the benchmark countries, we
needed to adjust for the product variety and quality differences
across countries.  This approach also requires data to be taken
from the same part of the value chain in every country; in some

Using value added accounts for
differences in vertical integration and
product quality.
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countries an industry may simply assemble products while in
others it may produce them from raw materials.  Physical mea-
sures would tend to overestimate the productivity of the former,
as fewer inputs would be required to produce the same amount
of output.  To overcome these problems, our adjusted physical
output measure accounts for differences in vertical integration,
quality, and, in the case of cement, relative differences in energy
consumption.

In the chicken processing and computer/electronics sectors we
used both the physical and the value added measures for output
in order to provide a richer basis for analyzing productivity gaps
and their causalities.  In the computer and electronics sector, for
example, this allowed us to clearly differentiate between produc-
tivity gaps caused by efficiency differences in manufacturing the
same type of components (an ‘apples-to-apples’ comparison)
versus gaps resulting from a different product mix produced by
Thai electronics makers vis-à-vis international competitors.

����1���-(���0��������.��3�1�-(������

To convert value added of different countries to a common
currency, we use PPP exchange rates rather than market exchange
rates.  PPP exchange rates can be thought of as reflecting the
ratio of the actual costs of purchasing the same basket of goods
and services in local currencies in two countries.  The PPP ex-
change rates are constructed ‘bottom up’ by comparing the
actual market prices of comparable goods and services across
countries, and then aggregating the individual prices up to a

‘price’ for sector-
specific baskets and
finally for total GDP.

The reason for not
using the market
exchange rate, except
for export-oriented
sectors, is that it

reflects international transactions alone, while it may not prop-
erly reflect the prices of non-tradable goods and services in the
economy.  Furthermore, comparisons made on the basis of mar-

The reason for not using the market
exchange rate, except for export-
oriented sectors, is that it properly
reflects international transactions
alone.
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ket exchange rates would be affected by fluctuations in the
exchange rate resulting from, say, international capital move-
ments.

For our aggregate survey and some of our cases, we use PPP
exchange rates reported by the United Nations and by The
Economist Intelligence Unit.  In principle, as long as the products
are in the same market, we only need the PPP for one product
and can use the market relative prices to compute the PPPs for
the rest of the product range.

Finally, we adjusted our PPPs to exclude sales tax and other
taxes, and we accounted for different input prices in order to
obtain a Double Deflated PPP, which is the PPP exchange rate
ultimately used in our value added comparisons.  In addition, in
the case of retail trade, differences in gross margins resulting
from factor cost differences were adjusted by assuming similar
service quality for the same retailers in other countries.

�-+���

Our inputs consist of labor and capital.  Labor inputs are the
more straightforward to measure:  we seek to use the total an-
nual number of hours worked in the industry by workers.  When
actual hours are not available, we estimate labor inputs by using
the best available measure of full-time equivalent (FTE) employ-
ees.

For the more capital-intensive sectors, such as telecommunica-
tions, cement, beer, and retail trade, we also attempt to analyze
and explain differences in capital productivity, mostly by using
proxies due to difficulties in obtaining and comparing reliable
data on capital expenditures.  For example, we have used space
efficiency in the retail sector and capacity utilization in the ce-
ment sector as proxies for capital productivity.  In general, capi-
tal usage has been treated as an important causal factor in ex-
plaining different levels of labor productivity for our sector case
studies.
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Our framework for synthesizing the explanatory factors for the
productivity performance in each industry is summarized in
Exhibit 2.  The various elements of the framework are further
described below.  Illustrations of possible barriers to higher
productivity are also presented under some of the subheadings,
both in order to clarify the potential relevance of each point and
to introduce some of the barriers that are presented in the later
discussions.

�+������-�)�&������

The factors affecting productivity arise first at the individual
company level.  These can be grouped into factors related to
operations, investment and technology, and product/format mix.
These operational factors are in turn determined by elements of a
firm’s external environment outside its control and beyond the
decisions made by its managers.

Operations:

• Excess labor:  Excess labor refers to workers who
could be eliminated without any significant changes
to the organization of functions and tasks.  It also
includes the variable portion of workers still em-
ployed despite a drop in output.

• Organization of functions and tasks (OFT):  This is a
broad category encompassing the way in which pro-
duction processes and other key functions (product
development, sales, marketing) are organized and run.
It reflects managerial practices in most areas of the
business system as well as the structure of incentive
systems that employees and companies use.

• Design for manufacturing (DFM):  DFM is the adop-
tion of efficient building or product design by using
an optimal site/plant layout, and then using standard,
interchangeable and cost competitive materials.
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• Capacity utilization:  Represents the labor productiv-
ity penalty associated with low capacity utilization
given the fixed portion of workers  (i.e. management,
machine operators, maintenance, etc.).

• Suppliers:  Suppliers can contribute to industry pro-
ductivity by providing efficient delivery processes, by
collaborating in product development, or by provid-
ing products or services that facilitate production (e.g.
materials suppliers in residential construction).  Sup-
pliers can also impede productivity by providing
lower quality products and services or inconsistent
delivery of inputs.

• Marketing:  Within product categories, countries may
differ in the quality of products they produce.  Pro-
duction of higher value-added products or services
using similar levels of input is reflected in higher
productivity.  Another source of productivity differ-
ences within product categories is differences in prod-
uct proliferation (e.g. variety of stock-keeping units or
SKUs in retail).  A wide range of product or service
lines can reflect a sub-optimal product mix that
reduces productivity.  Finally, both in manufacturing
sectors and in services, design can influence which
technology might be applied.  Design changes might
simplify the production process and improve produc-
tivity.

•Labor skills and trainability:  This factor captures any
possible labor productivity penalties due to lower
frontline trainability potentially caused by lower levels
of education, different educational focus (disciplines/
skills), low frontline worker motivation, etc.

Investment/technology:

• Lack of scale:  Higher production scale generally leads
to increased productivity if fixed assets are a large
enough proportion of total costs.  We use capital in
the sense of physical assets and their embodied tech-
nologies (e.g. machines, plants, buildings, and hard-
ware).  We classify assets as being sub-scale when they
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don’t reach the minimum efficient scale.

• Viable investments:  Refers to investment in upgrad-
ing assets as well as investment in green-field opera-
tions that would be economical even given Thailand’s
relatively low labor cost.  For our calculations, we
apply current wage levels and a weighted average cost
of capital (WACC) of 8%.

• Non-viable investments:  Refers to investment in
upgrading assets or in green-field operations that
would not be economical given Thailand’s relatively
low labor cost.

• Product/format mix:  Countries may differ in the
categories of products or services they demand or
supply, and a productivity penalty can arise if a
country’s output consists of a comparatively high
share of inherently less valuable product or service
categories.  For example, Thailand’s computer and
electronics sector is predominantly focused on low
value-added products and production processes, such
as assembling hard disk drives.

�-�����.��.-�'���

The competitive pressure in an industry influences the pressure
on management to adopt best practices and improve company

and industry perfor-
mance.  We examine
three basic types of
factors: domestic
competitive intensity,
exposure to best
practices, and non-
level playing fields.

Domestic competitive intensity:  Includes differences in
industry structures and the resulting competitive behaviors
of domestic players.  Other factors being equal, more
competitive industries will put more pressure on managers
to adopt more productive processes.  Industries with high

The competitive intensity in an industry
influences the pressure on management
to improve performance.
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competitive intensity typically experience frequent entry
and exit of players as well as changes in prices and profit-
ability, rewarding high performers and penalizing unpro-
ductive players.

Exposure to best practices:  Refers to competitive pressures
as well as opportunities for learning from international best
practice companies either via imports or through foreign
direct investment.

Non-level playing field:  In a fair market economy, the same
laws and rules (e.g. pricing, taxes, etc.) apply equally to
different industry players.  In contrast, a ‘non-level playing’
field reflects distortions that result from differential treat-
ment of industry players by parties outside the industry
(e.g. the government).  Within the same market, a non-level
playing field may result in more productive firms not being
the most profitable ones (see Box 2).

�3���-�)�&������

Managers’ behavior is also affected by a variety of external
factors (i.e. those beyond managers’ control).  These external
factors can affect managers indirectly by influencing the industry

(e.g. restrictions on
new entry) or directly
(e.g. quotas on
installation of fixed
telecommunications
lines).

Macroeconomic conditions:  The general macroeconomic
environment affects, for example, capacity utilization,
managers’ planning horizons, investment decisions, and
everyday operational decisions.

It is more difficult to commit to investments, for example,
in an unstable macroeconomic and political environment
where high inflation rates, uncertainty about exchange
rates, or frequently changing fiscal policies create ambigu-
ity.  Such instability–along with other factors, such as large

Managers’ behavior is also affected by
a variety of external factors (i.e. those
beyond managers’ control).
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public budget deficits–leads to higher capital costs (for
domestic investors) or higher country risk (for foreign
investors).  Higher discount rates will lead managers to

Box 2:  Productivity and profitabilityBox 2:  Productivity and profitabilityBox 2:  Productivity and profitabilityBox 2:  Productivity and profitabilityBox 2:  Productivity and profitability
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delay investments or choose different production technolo-
gies, resulting in labor and capital productivity differences
across economies.

Capital markets:  Distortions in the capital markets (e.g.
administered interest rates) result in inefficient allocation of
resources that will distort the ability of the market mecha-
nism to reward productive firms over their lower-perform-
ing counterparts.

Government ownership:  The extent to which management
is exposed to pressure from owners or shareholders can
influence the rate at which productivity is improved.  Such
pressure is consistently lower in state-owned enterprises
than in private companies.  In addition, companies under
government ownership often receive subsidies that allow
them to compete against more productive players.

Labor market:

•Stringent labor regulations:  Labor regulations can
influence the possibility of implementing productivity
improvements (e.g. layoff restrictions limit the ability
to reduce excess labor).

•Inadequate education: Managers and frontline work-
ers in one country may have lower levels of education
or a different educational focus than those in other
countries.  This may lead to more limited skills and
lower trainability, resulting in lower productivity.

Product markets:

•Entry barriers:  Regulations prohibiting or discourag-
ing certain services, products, or players can reduce or
eliminate high-productivity production.  Examples
include restrictions focusing on the origin of players
(e.g. trade barriers and FDI restrictions), or the type
or number of players (e.g. limited number of licenses
for mobile telephone operators).

•Competition distortions:  Regulations can introduce
distortions to competition by creating a non-level
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playing field among different players.  Examples
include direct tax breaks and/or subsidies for specific
players, as well as regulations that protect or favor
incumbent companies  (e.g. state-owned telecommuni-
cations operators).  Similarly, regulations prohibiting
or discouraging certain product or service offerings
(including regulations on pricing) can result in distor-
tions to competition.

•Lack of enforcement:  Unequal enforcement of taxa-
tion (e.g. tax evasion by small-scale vendors) as well
as other regulations (e.g. lack of enforcement for
counterfeits in retail) also create a non-level playing
field and distort competition among players.

•Standardization:  Although companies and consumers
alike can benefit from the use of standards, individual
firms often do not have sufficient incentive to take
action to promote a standard.  Government interven-
tion is often required in order to establish key indus-
try standards (e.g. quality standards for construction
materials), which can help to enhance productivity.

•Threat of red tape/‘harassment’:  Excessive red tape
and ‘regulatory harassment’ increase complexity costs
and limit the incentives for  companies to optimize
their operations.  They often also prevent or delay
productivity-enhancing product/service or process
innovation.

Related industries:  Conditions in supply or downstream
industries can hamper productivity by reducing the com-
petitive pressures on the industry players or by distorting
competition.  An underdeveloped upstream industry, for
example, can impose significant productivity costs on its
customers by failing to offer products or services that
facilitate production or by providing low quality outputs
and/or inconsistent delivery.

Poor infrastructure:  Includes differences in a country’s
infrastructure such as roads, rail links, telecommunications,
etc.  Infrastructure deficiencies can affect productivity in
terms of reduced demand (e.g. lack of distribution chan-
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nels) and/or increased costs (e.g. procurement).

Other demand/supply factors:  Thailand and its compari-
son countries may differ in factors such as the structure of
consumer demand as a result of varying climates, tastes, or
traditional consumption patterns.  This can influence the
product mix demanded in the marketplace, which in turn
can affect the value of the total output and thus productiv-
ity.  Climate, geographical, and geological differences across
countries can also result in disparities in cost structures,
which can be another cause of productivity penalties.
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Retail Trade
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• Retail trade is an important sector in Thailand, accounting for
a sizable share of GDP and employment.  Beyond these direct
economic contributions, retail trade plays a critical role in
determining consumer prices and fostering productivity
growth and innovation in ‘upstream’ industries such as con-
sumer goods manufacturing and distribution.

• In recent years, liberal sectoral regulations and openness to
foreign investment have enabled Thailand to rapidly introduce
productive modern retail formats such as hypermarkets,
supermarkets, convenience stores, and specialty stores.

• Nonetheless, overall labor productivity in the sector remains
low–just 22% of the level of the US benchmark.  This is be-
cause most retail employment in Thailand remains tied to
traditional formats such as counter stores, wet markets, and
street vendors.  These formats are only around 10% as pro-
ductive as their modern counterparts.

• The migration of commercial activity from traditional to
modern formats has been slowed because regulatory differen-
tiation and weak regulatory enforcement allow traditional
retailers to reduce their tax burden and skirt minimum wage
requirements, thereby creating an artificial cost advantage
over moderns.  In addition, the absence of specific legislation
protecting franchisees has discouraged independent counter
stores from joining modern convenience store franchise sys-
tems.

• To boost productivity in the retail sector, the government
should consider several actions. First and foremost, the current
liberal regulatory environment should be maintained despite
recent calls for protection of traditional formats and domestic
players.  Second, a level playing field should be ensured for all
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retail players by providing consistent enforcement of equal tax
and labor regulations.  Finally, the transition process from
traditional to modern retail formats should be facilitated, for
example by assisting the integration of traditional Thai retail-
ers into modern franchise systems through the establishment
of a franchise law that clearly defines the rights of franchisees.

��
�
������������

Retail trade is an important sector for Thailand, representing a
significant share of national economic activity (Exhibit 1).  The
retail sector accounts for approximately 8% of Thailand’s GDP1.

It is also a major employer: based on published statistics, em-
ployment in the retail trade sector is estimated at roughly 4% of
total employment in Thailand–equivalent to about 1.3 million
jobs.  This figure, however, probably understates the actual
number, given the sizable informal segment in which jobs cannot
be reliably accounted for.  Also, the importance of retail trade
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extends far beyond the sector itself: the development of a
country’s retail sector has a tremendous impact on a number of
related ‘upstream’ industries (see Box 1).

Our research segmented retailers into two groups: modern for-
mats and traditional formats.  ‘Modern formats’ refer to large,
technically advanced retailers: hypermarkets, supermarkets,
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department stores, convenience stores, and specialty chains.
‘Traditional formats’ are small, independent (often owner-oper-
ated) retailers: counter stores (often called ‘mom-and-pop
shops’), wet markets, and street vendors.

A liberal regulatory regime has encouraged an influx of invest-
ment into modern retail formats in Thailand.  As of 2000, mod-
ern formats’ share of retail sales (excluding gas stations’ and auto
dealers’ sales) is estimated at 44% (Exhibit 2).  Penetration of
these formats has grown by an average of 3.3% per annum for
the past 12 years–one of the strongest sustained growth rates in
the countries we have studied (Exhibit 3).  Growth of
hypermarkets has been particularly robust: hypermarkets now
account for roughly 40% of all modern retail sales in Thailand.

Since the onset of the Asian economic crisis, foreign ownership in
the sector has increased markedly.  With many domestic retailers
experiencing financial difficulties, FDI restrictions were relaxed
in 1998 allowing foreign players to own up to 100% of Thai
retail interests.  Foreign investment increased dramatically there-
after, particularly in the hypermarket/supermarket formats (Ex-
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hibit 4).  Seven of the top ten retailers in Thailand now have
significant foreign ownership.  The level of FDI is now above
other countries whose retail sectors are at similar stages of devel-
opment, such as China, Poland, and Brazil.

Recently, there have been increasing calls for the government to
protect small traditional retailers by tightening zoning laws in
city centers and taking other measures to limit the further expan-
sion of modern retail formats in Thailand.  In response, many
hypermarket and supermarket chains have rushed to build new
facilities before the proposed regulations take effect.
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Our research measured the two key determinants of retail pro-
ductivity: labor productivity and capital productivity (Exhibit 5).
Labor productivity is defined as value-added per employee (or
full time equivalent).  We adjusted value-added for consumer
Purchasing Power Parity (PPP) to ensure comparability with
benchmark countries.  In particular, differences in gross margins
resulting from factor cost differences were adjusted by assuming
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similar service quality for the same retailers in different countries.
The estimated numbers of employees were calculated bottom-up,
format by format.

To calculate capital productivity, we used space efficiency as a
proxy2–measured as value-added per square meter.  This was
done because calculating the second determinant–capital inten-
sity, or capital invested per square meter–was not practicable due
to the unreliability of existing data.

Despite the rapid introduction of modern formats, we have
found that overall productivity in the Thai retail sector remains
low–roughly 20% of the US level.  Logically, only two factors
can account for this disparity: (1) retail formats in Thailand are
less productive than the corresponding formats in the US (i.e. a
‘format-to-format’ productivity gap exists), or (2) Thailand has a
greater share of retail activity in less productive traditional for-
mats (i.e. a ‘format-mix’ gap exists).
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Our research showed that the format-to-format productivity gap
is relatively small: the productivity of modern Thai retailers is
close to US levels, in terms of both labor and capital productivity.
Indeed, Thai specialty stores and supermarkets are on average
even more productive than their US counterparts (Exhibit 6).

Rather, Thai retail productivity remains low because some 90%
of employment in the sector is tied to traditional retail formats,
which have productivity levels of roughly 10% of their modern
counterparts (Exhibit 7).  Consequently, the key lever for boost-
ing productivity is to further shift the format mix away from
traditional towards modern formats, rather than emphasizing
format-to-format improvements (Exhibit 8).

�'#"���" 0� %%1�%

The large remaining share of traditional formats in Thai retail
trade can be explained by considering (1) current industry dy-
namics, and (2) the external/regulatory factors driving these
industry dynamics (Exhibit 9).
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Industry dynamics.  At the industry level, two important factors
are slowing the migration from traditional to modern formats.

Existence of a ‘non-level playing field’: Inconsistent tax and
wage regulations and enforcement create cost distortions
that favor traditional players over moderns.  Traditional
players are often able to avoid taxation and skirt minimum
wage requirements.  Such ‘informal’ cost advantages can
add up to a substantial share of net profits–roughly30%
according to our model calculations-for these retailers.
Consequently, they are able to remain competitive with
modern formats despite much lower levels of productivity
(Exhibit 10).

As long as a non-level playing field persists in the retail
sector, traditional players will not experience the competi-
tive pressure that would normally compel them to increase
their productivity or be replaced by more efficient formats.

Reluctance of counter stores to join modern franchise
chains:  By joining a modern franchise chain, independent
stores can gain access to managerial best practices and
sophisticated IT, accounting, and administrative systems.
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They can also secure cost savings from group purchasing
arrangements. In Thailand, however, counter stores have
been slow to join franchise systems.  For example, of all 7-
Eleven outlets in Thailand, only around 30% are owned by
franchisees, versus some 70% in the US and over 95% in
Japan (Exhibit 11).

External/regulatory constraints to productivity.  A set of exter-
nal/regulatory factors have been driving the industry dynamics
described above.

Inconsistent enforcement of minimum wage and tax regula-
tions:  As noted, weak enforcement of minimum wage and
tax regulations provides smaller retailers in Thailand with
‘informal’ tax and labor cost advantages over modern
retailers.

Unequal tax rates:  Even when smaller retailers do fulfill
their tax obligations, they incur a lower rate of value added
tax (VAT) than larger operators: shops whose annual in-
come is below 1.2 THB million pay 1.5% VAT on revenues,
whereas companies whose annual income exceeds this
threshold pay VAT at a rate of 7%.

Lack of franchise law to protect franchisees:  As noted,
independent counter stores or convenience stores in Thai-
land have been comparatively slow to boost their efficiency
by joining modern franchise chains.  This is caused to some
extent by the lack of a franchise law in Thailand that
would protect franchisees and clearly define their rights vis-
à-vis the franchise-owner.  Such a law would provide
greater certainty for franchisees by, for example, prohibit-
ing termination of a franchise relationship without good
cause or preventing a franchise-owner from introducing
new (company-owned) outlets in close proximity to exist-
ing ones owned by franchisees.

�'#"��;�';,'#"��� %%1�%

Although format-to-format issues are not the primary contribu-
tor to low productivity in the Thai retail sector, some efficiency
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gains can be realized by addressing gaps in this area as well.  Our
research found three key format-to-format issues that prevented
modern Thai retailers from reaching their productive potential:

Limited use of part-time help and ‘multi-tasking’:  In many
countries, use of part-time workers allows retailers to cover
peak hours while keeping their full-time workforce as lean
as possible.  In Thailand, though, part-time labor is not
systematically utilized, and there are no clear laws govern-
ing part-time employment.

Thai retailers have also been slow to introduce ‘multi-
tasking’–shifting employees to various departments of a
store based on need.  Consequently, the total number of
employees needed to operate a retail facility in Thailand is
comparatively high.

Lack of outsourcing:  Outsourcing of non-core business
activities can allow retailers to boost efficiency by focusing
on their primary competencies.  In Thailand, though,

outsourcing has not
taken off because
professional services
industries such as
logistics and storage
are still underdevel-
oped.

Fragmented procurement practices:  Few large-scale suppli-
ers of retail goods have emerged in Thailand, meaning
retailers must procure their goods from multiple, subscale
suppliers.  Consequently, they incur higher transaction costs
and forego the cost savings that consolidated ordering with
a limited number of core suppliers could offer.

���������������
�����


Unlike several of the other Thai industries we surveyed, the retail
trade sector does not require further deregulation in order to
achieve its productive potential.  Rather, the government should
focus on (1) maintaining the current liberal regulatory environ-

Outsourcing of non-core business
activities can allow retailers to boost
efficiency by focusing on their primary
competencies.
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ment, (2) ensuring a level playing field and fair competition, and
(3) facilitating the transition to modern formats by, for example,
introducing a franchise law.

Maintaining the current liberal regulatory environment:
Thailand’s success in introducing modern retail formats is a
direct result of liberal retail regulations.  Recently, however,
there have been calls for increased regulation of the retail
sector in order to protect domestic and traditional retailers.
Proposals have been tabled that would, among other things,
regulate retailers’ operating hours, limit foreign participa-
tion in the sector, and prevent any one player from control-
ling more than 10% of market share.

It is critical that the government resist these demands.
Although the traditional retail sector does indeed play an
important role in generating employment and encouraging
entrepreneurship, the government should also consider the
needs of the Thai consumers (modern formats can sell
products up to 20% cheaper than counter stores while
offering greater selection) as well as the economy as a
whole.  Furthermore, while the migration to modern for-
mats may temporarily displace workers in the retail sector,
it should be understood that the broader impact of an
effective retail sector on employment will be attractive (see
Box 2). Rather than introducing regulations that defend

Box 2:  Modern retail’Box 2:  Modern retail’Box 2:  Modern retail’Box 2:  Modern retail’Box 2:  Modern retail’s impact on employments impact on employments impact on employments impact on employments impact on employment
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unproductive traditional retailers, the government should
help these companies to increase efficiency, for example by
encouraging counter stores to integrate with modern fran-
chise systems (see final recommendation).

Enforcing a level playing field for all retail players:  Level-
ing the retail playing field would increase competitive
pressure on traditional retailers, compelling them to either
enhance their productivity or be replaced by modern for-
mats.  The government should seek to level the field
through equal treatment and consistent enforcement of tax
and labor regulations for all retail players.  However, en-
forcing tax and labor laws amongst the myriad of small,
independent counter stores is a significant challenge that
will require careful planning.  Preliminary steps could
include publicly announcing that enforcement will be
pursued and formally requiring counter stores to keep
receipts for all register sales as well as payroll expenses.
Even these minor steps would apply some additional com-
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petitive pressure to counters stores, encouraging them to
seek ways to further boost efficiency.

Facilitating the transition to modern formats by, for ex-
ample, introducing a franchise law:  The absence of clearly
defined legal rights of franchisees discourages counter stores
from integrating with franchise chains.  The introduction of
a law defining the rights and obligations of both franchise-
owners and franchisees could help to accelerate the growth
of Thailand’s franchise system.  There are ample interna-
tional examples of franchise laws. The government should
assign a team to study laws in countries whose retail sector
resembles Thailand’s.  Based on this research, draft legisla-
tion for Thailand could be rapidly introduced.

The above recommendations directly attack the ‘format mix’
issue, which is the primary barrier to higher retail productivity.
In addition, ‘format-to-format’ issues, such as the facilitation of
part-time work, should be addressed in parallel.

6�6�6

Thailand’s retail trade sector provides a compelling example of
how liberal regulations can underwrite rapid, productivity-
enhancing change.  However, the current calls for increased
regulation in the sector threaten future productivity gains.  Given
the role of retail trade in determining consumer prices and influ-
encing upstream industries like consumer goods manufacturing,
it is vital that the government maintain its liberal posture in this
large and important sector.
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Retail Banking
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Retail Banking
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• Despite some liberalization since 1997, the Thai banking
landscape has experienced only limited structural change.
Large domestic banks remain dominant, and consumers con-
tinue to underutilize retail banking products.

• Thailand’s productivity in retail banking is about half of the
US level, with the largest productivity gap in loans.   Opera-
tional causes of low productivity include inefficient branch
design, lack of marketing and risk management skills, and
over-reliance on cash-based and branch-based transactions.

• These operational inefficiencies have persisted largely because
regulatory barriers to foreign entry have historically reduced
competitive pressure within the industry.   Other regulatory
issues include government involvement in bank operations,
delays in passing important financial sector legislation, and a
high proportion of government ownership of banking assets.

• To help increase productivity in the Thai retail banking sector,
three policy actions should be taken: (1) a clear financial
sector master plan that includes a meaningful role for foreign
banks should be developed, (2) existing banking regulations
should be clarified and streamlined, and (3) approval of new
supporting legislation such as the Credit Bureau Act and a
comprehensive electronic commerce law1 should be acceler-
ated.

��
�
������������

In response to the regional financial crisis that began in 1997, the
Thai government has introduced a number of liberalization
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measures aimed at reviving the banking sector.   Foreign banks,
for example, were permitted to own a majority stake in selected
local banks for a period of 10 years.   Consequently, four so-
called ‘hybrid’ banks have emerged in which foreign banks hold
more than 50% equity stakes: Bank of Asia, DBS Thai Danu,
Standard Chartered Nakornthorn, and UOB Radanasin (Exhibit
1).   All four of these relatively small banks had been previously

taken over by the public sector-as they had become insolvent
during the crisis-and were then sold off to foreign bidders.   This
creation of hybrid banks represents the most visible increase in
foreign participation in the Thai banking sector since the onset of
the financial crisis.   At the same time, large Thai banks have
secured substantial equity injections from international investors
through private placements, but none has taken in a foreign
banking partner as a strategic investor.

Beyond these changes in ownership, though, the Thai banking
sector has not experienced significant structural change since the
crisis.   It continues to be dominated by large incumbents that
benefit from strong consumer loyalty (Exhibit 2).   Given the
modest structural change in the industry, there has been limited
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sense of urgency among Thai banks to improve efficiency and
productivity.   Foreign and ‘hybrid’ banks have, however, started
to successfully cherry-pick high-value customers, steadily increas-
ing their market share in the more profitable customer segments
and in products that allow more rapid market penetration (e.g.
credit cards).   Over time, this trend could put more and more
pressure on Thai banks to further address productivity issues.

Thai consumers are still underutilizing key retail banking prod-
ucts: payment transactions, deposits, and loans (Exhibit 3).   The
number of deposits per capita in Thailand, for example, is less
than half of the Korean level, and the number of payments is less
than a quarter of the comparable Korean figure.   The number of
loans per head is about the same level as in India, which has a
substantially lower GDP per capita.

Furthermore, Thai consumers tend to use mainly the basic (and
therefore less value added) banking products and services.   Some
80% of household savings in Thailand are in the form of low-
yield bank deposits, compared to 64% in Korea and 20% in the
US where a significant share of savings is channeled into equity
and bond markets (Exhibit 4).
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The following section presents our key findings on productivity
in the retail banking sector. While improving productivity in
retail operations may not currently sit atop the agenda of many
Thai bankers–given the continued financial concerns they face–
we have found that there is substantial room for efficiency im-
provements in Thai retail banking if properly addressed.

���
����������

�

����

Our research benchmarked labor productivity of Thai retail
banks against banks in both emerging and developed economies.
Seven out of Thailand’s 16 banks with retail operations partici-
pated in our survey by providing us with information to calculate
and interpret their productivity performance, including four
private banks and three public-sector banks.

We found the overall productivity of Thai banks to be about half
of the US level.   Productivity turned out to be especially low in
the area of loans–the average number of loans processed per hour
of labor by a typical Thai bank is only about 13% of that in the
US (Exhibit 5).   The number of payment transactions processed
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per hour is about half of the US level2.   In the area of deposits,
the productivity difference is less pronounced, although this may
be the result of Thai banks carrying a larger share of inactive
accounts (which would be included in our output measure).
Thai public-sector banks consistently scored lower than Thai
private banks in terms of overall productivity.

�-��$ *!�$/�"$� !�&�$""�� *�,�-�!+(� *4* .

Our research identified five key operational factors that restrain
productivity in Thai retail banking:

Cash-based payments and branch-oriented channel mix:
Thai banks still exhibit a high proportion of cash-based
transactions, which account for almost 40% of all payment
transactions (compared to only 3% in the US, Exhibit 6).
Cash transactions tend to be more labor-intensive than
other forms of payments, in particular electronic payment
systems (e.g. through ATMs or Internet banking).   The
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slow up-take of electronic payments-other than the use of
ATMs-can be partially attributed to pricing distortions in
Thai payment services.   Recent research by the Thailand
Development and Research Institute (TDRI) revealed that
Thai banks have been subsidizing off-line payment services
(especially checks) by charging high fees for electronic
payments.

Also, most Thai banks have yet to develop fully functioning
call centers that could transfer branch traffic to a more
efficient phone-based system.   Hence, transactions such as
funds transfers and account inquiries, which could easily be
handled by call centers, continue to be serviced by bank
tellers in traditional branches.

Interestingly, Thai consumers are extremely reluctant to use
non-branch channels, compared to other Asian retail bank-
ing customers (Exhibit 7).  Less than 20% of Thai custom-

ers are willing to forego the branch as the main conduit for
their banking operations, compared to more than 40% of
customers in other Asian countries.   Also, the percentage of
customers open to new, lower-cost technologies like
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Internet banking is markedly lower in Thailand than in the
rest of Asia.

Inefficient branch design and organization: As noted, the
branch will continue to be the primary point of contact for
Thai retail banking customers in the foreseeable future.
Nonetheless, most Thai banks are not yet capturing the
efficiencies offered by modern forms of branch organization
and management (Exhibit 8).   Branches tend to be over-

staffed, with the average number of employees per branch
far exceeding the staff levels in international best-practice
branches.   With a few exceptions, the majority of Thai
banks continue to perform back-office functions within
each branch, rather than through centralized back-office
centers.   Likewise, workflow and customer interfaces are
often complex and inefficient, with multiple windows used
for passbook updates, check acceptances, etc.   In addition,
public sector banks and the large private banks continue to
operate a high proportion of low-margin rural branches in
roughly the same branch format.
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Insufficient automation: Banks in Thailand are not yet
reaping the full benefits of automating routine operations.
In loan processing, for example, productivity is reduced by
paper-based processing, the lack of an efficient credit bu-
reau (in the past), and limited use of sophisticated credit
scoring systems.   As a result, the average turnaround time
for a mortgage approval is on the order of 7-15 days,
compared to 5-8 days on average in the US3 (Exhibit 9).

Limited marketing and risk management skills: Skill limita-
tions continue to restrain the productivity of domestic
incumbent banks.   In the area of credit cards, for example,
foreign banks have been able to capture significant market
share due to skill advantages and aggressive promotion.
By actively leveraging skills in sales and marketing, product
innovation, and risk management, foreign players have
grown their credit card share from 27% in 1997 to 40% in
2000 (Exhibit 10).   Active use of customer databases, for
example, has allowed foreign banks to focus marketing
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campaigns on the most attractive customer segments.   The
application of sophisticated risk management in credit
scoring, monitoring, and work-outs allows foreign banks to
efficiently and effectively pre-select the lowest-risk customer
groups and price accordingly.   It can also help to maximize
loan loss recovery.

Sub-scale operations: Hybrid banks, in particular, are
disadvantaged by sub-scale operations, which significantly
affect their productivity in payment transactions and depos-
its.   In fact, the labor productivity levels for the hybrid
banks included in our research turned out to be signifi-
cantly lower than those for larger Thai private and even
public banks.   Operational improvements can partially
address this structural disadvantage, for example, through
increased automation or (regional) centralization of back
office operations.   However, the real solution to this struc-
tural challenge lies in aggressive growth, which is proving
difficult given the entrenched customer relationships en-
joyed by the large incumbent banks.
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The operational deficiencies described above are the result of
several industry and regulatory factors, especially constraints on
foreign competition, ‘soft’ regulations, delays in passing support-
ing banking legislation, excessive government ownership, and
Thai consumer behavior (Exhibit 11).

Constraints on foreign competition: Thai banks have long
enjoyed a significant degree of protection from foreign
entry.  Even after the post-crisis liberalization, restrictions
remain in place: pure foreign banks, for example, can run
only one branch in the country.   New full banking licenses
have not been issued, meaning that foreign banks can make
strategic investments (e.g.  hold a controlling stake in a
Thai bank) only through acquisitions of existing banks.   So
far, the banks made available for foreign acquisition have
been among the smallest and most troubled ones.   In 2000,
the four hybrid banks held a combined asset share of less
than 6%.   Their impact on competition has therefore been
limited so far.
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However, in areas where international competitors-both
banks and non-bank financial players such as GE Capital-
have started to play a substantial role (e.g.  in credit cards
or consumer finance) competitive intensity has clearly
increased.   In credit cards, for example, virtually all major
banks now offer fee waivers in order to remain competitive-
thus benefiting Thai consumers.

‘Soft regulations’: A number of unclear and discretionary
regulations reduce the flexibility of bank managers in
Thailand to take and implement business decisions quickly
and flexibly in response to market needs and opportunities
(Exhibit 12).   These so-called ‘soft regulations’ concern

areas such as branch openings and closures, as well as
operational issues such as the introduction of new banking
products, the pricing of e-banking services, and operating
hours.   Introducing innovative products, for example,
often requires a months-long approval process that slows
product innovation in the Thai banking sector.   Branch
openings and closures have traditionally required approval
by the Bank of Thailand.   And the regulatory language on
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the pricing of Internet services seems vague and difficult to
interpret.

Delays in passing supporting legislation: While some steps
have been taken to introduce key enabling legislation that
can support efficiency improvements in retail banking,
overall progress in this area has been slow.   For example,
an important step in streamlining loan approvals is the
establishment of a centralized database of credit histories of
borrowers.   While two such institutions were set up re-
cently-the Central Credit Information Service and the Thai
Credit Bureau-provisions in the Thai commercial banking
law require customer consent before information can be
disclosed to such centralized database providers.   In addi-
tion, access to the files of law enforcement agencies (e.g.
court judgments, tax liens) also requires customer consent.
Such practices contrast with the operations in other coun-
tries where defaulted borrowers, after a specified period of
time, are automatically reported to the credit bureau.
Other pending legislation that could facilitate productivity
enhancements in banking includes the Deposit Insurance
Bill and a comprehensive electronic commerce law.

Government ownership: Over 40% of domestic bank assets
continue to be state-owned, representing 50% of total
banking employment in Thailand.  Typically, government
ownership reduces the flexibility of bank management to
streamline their operations and workforce, for example by
investing in automation technologies.  Furthermore, execu-
tives of state-owned banks generally are less motivated to
enhance productivity, as they tend to lack the financial
incentives that encourage private-sector management to
increase efficiency and profits; also, they are generally well
aware that they could rely on the government’s support if
they were to encounter financial difficulties.  Finally, the
mission and role of state-owned banks tends to be unclear
as they are often used to pursue government policies rather
than seeking to maximize profits.   Consequently, it is
difficult for their managers to focus on long-term rational-
ization of their business operations.
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Our benchmarks appear to confirm the negative impact of
government ownership on productivity: in our study, Thai
state-owned banks have, on average, under-performed
private-sector banks in terms of their labor productivity.

Thai consumer behavior: A final productivity barrier, which
may prove particularly hard to overcome, is the ‘stickiness’
of Thai consumers: their strong preference for cash-based,
branch-centric transactions.  To increase usage of lower cost
channels, banks will need to be more proactive in educating
their customers regarding new products and service chan-
nels and encourage behavioral changes that allow banks to
serve customers more efficiently.

���������������
�����


What policy changes can be made to improve productivity in the
Thai retail banking sector? We identified three key areas for
policy action:

Developing a financial sector master plan: We recommend
that a master plan be developed that provides a clear vision
for the Thai financial sector and actionable guidelines for

policy-makers going
forward.  In addition
to the planned
privatizations of
state-owned banks,
this master plan
should include a

vision of the desired ‘endgame’ for Thai banking, and
should address issues such as the role of foreign banks, the
number and role of local players, and targets for efficiency
improvements.

One important issue is the level of foreign competition in
the banking sector, which currently seems sub-optimal.
Allowing a greater degree of foreign entry would help
introduce international best practices into the domestic
banking sector to the benefit of Thai consumers and the
economy as a whole.   Our research in other countries has

We recommend that a master plan
be developed that provides a clear
vision for the Thai financial sector.
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shown that increased participation of foreign banks helps
to intensify competition and reduce inefficiencies in the
domestic banking sector.  Increasing competition among
local banks alone will not achieve the same impact, since
these banks typically have limited exposure to managerial
best practices and the latest technologies.   Product, service,
and marketing innovations initiated by foreign banks will
also contribute to further developing Thai consumer behav-
ior by, for example, using sophisticated marketing tech-
niques to migrate customers to lower-cost channels and/or
educate customers regarding higher value-added products.

Increased foreign participation in Thai banking does not
necessarily mean the take-over of domestic banks by inter-
national competitors.   Strategic alliances or joint ventures
between local and foreign players are another way of lever-
aging international know-how and increasing competition
in the domestic market-without losing control over domes-
tic financial institutions to foreign companies.   The credit
card and consumer finance joint venture between Bank of
Ayudhya and GE Capital or the consumer finance collabo-
ration between Thai Farmers Bank and Cetelem/BNP
Paribas are recent examples of such Thai-international
partnerships in the retail banking sector.

Finally, efficiency can also be enhanced through increased
scale in the Thai banking sector.   Hence, options for indus-

try consolidation
should also be con-
sidered in drawing
up a forward-looking
master plan for the
Thai financial sector.
Consolidation can
refer both to the

merger of entire banks or the combination of specific func-
tions or services only (for example, establishing joint back-
office processing facilities while keeping the banks’ cus-
tomer-facing, front-office operations separate).

Ensuring clear and efficient regulations: Current regulations
require approval by the Bank of Thailand for a number of

Efficiency can also be enhanced
through increased scale in the Thai
banking sector.
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routine operational decisions, while often leaving too much
scope for interpretation and regulatory discretion.  We
recommend a shift away from a conduct-driven regulatory
regime towards a performance-driven approach that re-
duces the need for the regulator to get involved in the
micro-management of routine banking activities.  In addi-
tion, the criteria and response time for administering regu-
lations should be specified more clearly so as to avoid
delays and reduce managerial uncertainty on the part of
banks.

Speeding up supporting legislation: Three areas where new
legislation is expected to lead to further advances in pro-
ductivity include the establishment of a Credit Bureau Act,
which would provide for automatic inclusion of defaulting
creditors in a centralized database, the Deposit Insurance
Bill, which will protect retail depositors and allow regula-
tors to move to a more output-oriented regulatory regime,
and a comprehensive electronic commerce law, which
would facilitate electronic banking and payment transac-
tions.

While the above policy changes can help facilitate and promote
productivity improvements, the actual efficiency gains will need
to be implemented by the banks themselves.  In our experience,
some of the key levers that Thai banks can pull to systematically
improve productivity include the following:

Improving operational set-up: Typically, 15-20% of back-
office expenses can be saved by centralizing certain back-
office functions and optimizing branch layout and
workflows.

Rationalizing distribution networks: A careful value analy-
sis of the branch network can allow banks to streamline
their distribution system.  Strengthening alternative chan-
nels such as phone banking and making customers migrate
to such lower-cost channels will help to reduce both operat-
ing costs and the customer attrition that will result from the
closure of sub-scale branches.



���������	
�	� 9393939393

Streamlining organizational design: By flattening organiza-
tional hierarchies and simplifying structures, total
headcount can typically be reduced significantly, often
leading to a 20% reduction in cost.  Competitive
benchmarking will help to determine best practices in
different organizational areas.

Beyond these cost-oriented measures (which focus on better
management of the input side of productivity), our experience
shows that there are also tremendous opportunities for Thai
banks to better leverage existing revenue opportunities (i.e.
focusing on the output side of productivity).   Potential revenue-
enhancing efforts include the following:

Systematically stimulating sales efforts: Disciplined, well-
structured programs to generate additional sales by combin-

ing (1) innovative
sales approaches (e.g.
direct sales, pre-
approval of credit
cards or consumer
loans, etc.), and (2)
optimized customer

information, with (3) improved sales tools and support
(sales scripts and manuals, on-the-job training, optimized
time allocation schemes), typically allow revenue increases
on the order of 20-30%, which can be rapidly tested on a
pilot basis and then systematically rolled out and institu-
tionalized across the entire organization.

Enhancing marketing effectiveness: Many banks do not
allocate their marketing spend systematically against key
customer segments and critical customer decision points.
Prioritizing and reallocating marketing efforts in the most
effective way typically leads to significant sales growth.

Applying tactical CRM tools: Tactical Customer Relation-
ship Management offers an opportunity to use existing
customer information–often by aggregating data across
unlinked databases–to quickly drive revenue and profitabil-
ity enhancement (e.g.  through targeted cross-selling initia-

Well-structured programs to generate
additional sales can allow revenue
increases on the order of 20-30%.
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tives), often leading to substantial revenue increases in a
short period of time.

:�:�:

We believe that a combination of policy changes and bank-led
improvements can lead to a rapid and significant increase in the
productivity and efficiency of Thai banks.  Such gains will be
critical to enabling banks to better fulfill their important interme-
diation function in the Thai economy.
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• Thailand’s telecommunications industry is comparatively small
and underdeveloped.  Overall, fixed and mobile line penetra-
tion rates are below those in countries at similar levels of
development (although substantial disparities exist between
Thai urban and upcountry areas).

• Productivity gaps are most pronounced in the fixed line seg-
ment, which remains heavily regulated.  In mobile, increased
foreign participation has allowed operators to make marked
increases in both penetration and productivity levels.

• At the operational level, low productivity is the result of (1)
overstaffing, particularly within the state-owned incumbents,
(2) poor operations management, which has forgone many
viable productivity improvements, and (3) ineffective market-
ing, which has left many lines unsubscribed and led to slow
adoption of value-added services.

• At the industry and regulatory level, the main causes of low
productivity are (1) the high proportion of government owner-
ship, and (2) unclear industry regulations that limit competi-
tion among operators and create distortions in industry behav-
ior.  Regulatory ambiguity results largely from the fact that the
government has not established a clear set of policy objectives
for the sector.

• To help boost productivity in the industry, the government
should (1) establish and communicate clear telecom policy
objectives, (2) develop a detailed roadmap for industry deregu-
lation, and (3) ensure effective privatization of the state-
owned incumbents.
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Thailand’s telecommunications industry is relatively small and
underdeveloped.  Its share of GDP as of 1999 was only around
1.5%, roughly half the level of several comparable Asian econo-
mies (Exhibit 1).  The telecommunications industry accounts for

only 0.13% of total employment in Thailand, one of the lowest
levels among Asian economies.  Exhibit 2 provides an overview
of the major players in the industry.

Our research focused on fixed-line and wireless (mobile) telecom-
munications, as these are the largest segments of the industry.  In
the fixed-line sector, the state-owned incumbent, Telephone
Organization of Thailand (TOT), has roughly 2.8 million lines in
operation.  In the early 1990s, in an effort to increase line pen-
etration amidst budgetary constraints, TOT granted revenue-
sharing concessions on a Build-Transfer-Operate (BTO) basis to
two private sector operators.  Telecom Asia received a concession
to install 2.6 million phone lines in the greater Bangkok area,
while Thai Telephone and Telecommunication Plc (TT&T) was
granted a concession to install 1.5 million lines in the rest of the
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country.  As of 2000, Telecom Asia had around 1.5 million
subscribed lines, while TT&T had 1.2 million subscribed lines,
giving each operator roughly 50% market share in its respective
area of operation.

TOT currently acts as both the industry regulator as well as an
operator.  A new regulator (the National Telecommunications
Commission) is expected to be set up shortly to take over TOT’s
regulatory role.

In the mobile sector, two providers currently dominate the mar-
ket: Advanced Information Services (AIS) with some 54% market
share1, and Total Access Communications (TAC) with roughly
35% market share.  AIS and TAC operate both analog (NMT900
and AMP800) and digital (GSM900 and 1800) cellular services
nationwide.  A new operator, WCS Orange, is expected to roll
out its digital 2.5G system using the GPRS network at 1800
MHz by early 2002.  As in the fixed line segment, Thai mobile
companies operate under revenue-sharing concession schemes
based on a BTO agreement.
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As of 2000, line penetration in both the fixed and wireless sec-
tors was substantially below benchmark countries at a compa-
rable level of economic development (Exhibit 3).  Fixed-line
penetration is only around 10-12% of total population, similar
to the level in China (whose PPP-indexed GDP per capita is 30%
lower than Thailand’s) and roughly half the level in Malaysia.  In
the wireless sector, penetration is even lower at around 5%,
roughly one-third the level of Malaysia or Brazil.

Penetration growth has been slower than in other benchmark
countries, especially in the area of fixed-line services (Exhibit 4).
Growth in fixed-line has been hampered by a lack of new invest-
ment after the 1997 financial crisis.  Poor network planning has
also played a role: the subscription rate for Telecom Asia’s in-
stalled lines, for example, is only around 58%.

A different growth scenario is observed in wireless.  While pre-
2001 growth was slowed by the financial difficulties confronting
most operators, the recent entry of foreign players through strate-
gic investments in the major incumbent providers (Singapore
Telecom in AIS; Telenor in TAC; Orange in WCS) has been
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driving network development and rapidly expanding the mobile
subscriber base.

Beyond fixed line and wireless, the other Thai telecom segments
have seen much slower development.  Internet penetration sig-
nificantly lags behind other countries: in Thailand only 2% of
households have Internet access, compared to 7% in Malaysia
and 26% in Singapore.  The up-take of other new technologies
has also been slow: the process for awarding 3G mobile licenses
has not begun, and broadband subscribers in the country number
less than 1,000.
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Our research measured labor and capital productivity levels of
Thai telecom operators against benchmark countries.  The final
output measure we use is call minutes.  Using this measure nor-
malizes differences in economic wealth and fee structures be-
tween countries.  Labor productivity is thus defined as call min-
utes per full-time employee and capital productivity as call min-
utes per investment or dollar of capital service.
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Productivity levels in Thailand’s telecommunications sector are
30-60% of US levels (depending on the specific data and assump-
tions used), with labor productivity at around 35-50% and
capital productivity around 30-60% of comparable data avail-
able for the US.

Compared with benchmark countries, Thailand has substantial
gaps across all key productivity levers: (1) lines per employee; (2)
network utilization; and (3) subscribed lines per unit of invest-
ment (Exhibit 5).  The number of lines per employee, is only at

64% of the US level2.  As Exhibit 6 reveals, the gap is mainly in
the fixed-line segment: mobile operators are actually near US
benchmarks on this metric, although still lagging behind global
best-practice companies in Europe.
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What explains this overall low level of productivity? We identi-
fied three key operational reasons for the low productivity in the
Thai telecommunications industry:

Overstaffing:  As reflected in the number of lines per em-
ployee, Thai operators tend to be overstaffed compared to
US and European companies.  Overstaffing is particularly
pronounced in state-owned companies, which account for
67% of total employment in the telecom sector but provide
only 36% of the lines (Exhibit 7).  While TOT’s staff levels
are somewhat inflated by its obligation to perform some
network and maintenance services for other operators,
there is still ample opportunity to redeploy staff to improve
efficiency.

Poor operations management:  Cost and time overruns, as
well as bureaucratic procurement practices, characterize the
state-owned enterprises (SOEs).  Furthermore, private and
public companies alike have been slow to pursue automa-
tion and process improvements.
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Labor productivity could increase substantially if economi-
cally viable investments in network fault management were
undertaken.  As in other developing countries, the produc-
tivity of maintenance personnel, who typically account for
a large proportion of the total workforce, can be greatly
enhanced by investing in automation of network fault
management.  Moreover, these investments can also
strengthen the quality of service provided to customers,
further increasing value added and productivity.  Although
TOT has put in place a 24-hour problem reporting hotline
for all networks, it should introduce further improvements,
including:

• Automated initial test procedure to localize the fault.

• Automated scheduling system to dispatch maintenance
personnel to fix the fault.

• Automated escalation procedure to notify senior manage-
ment if a problem was not fixed in a reasonable amount
of time.

• Automated final test procedure to verify that the fault has
indeed been fixed.
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Other examples of currently viable improvements include
upgrades of maintenance and repair toolkits, and the re-
placement of aerial wires with underground cables.

Ineffective marketing in fixed line:  Idle phone lines have
not been actively and effectively marketed by TOT to
potential subscribers.  In addition, the fixed-line companies
have been slow to introduce value-added services, a poten-
tial revenue-enhancer for operators, and there has been an
overall lack of ‘telephone promotion’ (e.g., services such as
toll-free numbers that encourage telephone utilization3).
Finally, high prices for international and long-distance calls
reduce the duration and frequency of use.

�#>:�$!&� #>��C$�!# ��" �$�!�

The current dynamics of the telecommunications sector are not
conducive to competition and productivity, particularly in fixed

line.  Although fixed-
line deregulation
began over a decade
ago, policy objectives
to guide the sector’s
development have
apparently not been
clearly defined and

prioritized.  The absence of clear policy objectives has contrib-
uted to a slow-down in investment and penetration growth in
fixed line over the past five years.

In the mobile segment, competition has intensified recently,
following years of dominance by the major incumbents.  How-
ever, sectoral regulations-particularly the concession terms-
continue to limit the potential level of competition and produc-
tivity.

The key industry and regulatory constraints to productivity can
be summarized as follows (Exhibit 8).
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Although deregulation began over a
decade ago, policy objectives have
apparently not been clearly defined and
prioritized.
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Government ownership:  Thailand has been slow to em-
brace the worldwide trend of privatizing state-owned
telecommunications providers.  While privatization of these
state-owned entities has been under discussion for many
years, both TOT and CAT remain part of the state sector
and have not even been corporatized.

The overstaffing and low productivity that characterize the
state-owned incumbents pull down overall productivity in
the Thai telecommunications industry.  This trend is ob-
served in virtually every economy around the world where
state-owned telecom operators have not been privatized.

Lack of clear regulatory policies:  TOT and CAT act both
as operators and regulators for the telecommunications
industry.  The dual role creates potential for conflicts of
interest (Exhibit 9).  For example, new services proposed by
the concessionaires require TOT’s approval, as do changes
to certain pricing policies.  These regulations restrict com-
petition and curtail the ability of the concessionaires to
increase their efficiency and productivity.

In addition, regulatory objectives are not clearly defined:
the current regulations serve mainly to preserve monopoly
profits of state-owned entities by restricting entry into the
fixed-line, Internet, and international call segments.  This
policy artificially preserves high prices while keeping usage,
penetration, and new investment low.  For example, since
1996 the fixed-line concessionaires have installed no new
lines, having already reached the maximum number of lines
allowed under their concession terms4 (Exhibit 10).

Poorly-designed concessions:  There are a number of weak-
nesses with the current design of Thailand’s telecommunica-
tions concessions (Exhibit 11).  For example, the BTO
concessions granted to TA and TT&T forced the conces-
sionaires to complete the build-out of all lines within a
specified time period.  This requirement resulted in specula-
tive network planning (attempting to anticipate future
demand), and a significant number of lines were installed in
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real estate developments that were never completed after
the financial crisis.  Consequently, both concessionaires
now have a high proportion of unsubscribed lines.

Another shortcoming of the current concession terms is the
requirement to seek TOT’s approval before introducing
new products or modifying pricing policies.  Such require-
ments restrict concessionaires’ speed and flexibility in
executing important business decisions.

In the mobile sector, the concessionaires have to share their
gross revenues with the two state-owned enterprises that
issued the concessions, TOT and CAT.  This inflates vari-
able costs, reducing the incentive to penetrate less profitable
but potentially viable ‘light’ user segments.  It also reduces
the incentive for operators to rapidly rollout their network5.
Finally, the concessionaires enjoy an effective duopoly for
handset distribution.  This has kept handset prices com-
paratively high, creating an entry barrier to many new users
and lowering overall penetration in the mobile segment.

���������������
�����


The telecommunications industry is expected to undergo rapid
change over the coming years.  As Thailand has committed to
abide by WTO rules on telecommunications services by the year
2006, a substantial liberalization drive needs to be implemented.
This will involve (1) clearly defining policy objectives for the
sector, (2) setting up an independent regulatory agency, a frame-
work, and a detailed roadmap to pursue these objectives, and (3)
effectively privatizing state-owned enterprises in the sector (Ex-
hibit 12).

Setting clear policy objectives:  Any effective regulatory
regime must be built around clearly defined policy objec-
tives.  Policy-setting needs to take account of the concerns
of various stakeholders such as consumers, operators,
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employees, and the government.  Policies should be explicit
about the primary goals of regulation (e.g. achieving the
lowest prices for consumers, increasing penetration to
accomplish near-universal service, encouraging the building
of new infrastructure, and so forth).  While policymakers
may support all these goals in principle, they will have to
make implicit or explicit tradeoffs that could affect the cost
and quality of service and the speed at which improvements
are made.

It is important to acknowledge that objectives may differ
for the various telecommunications segments (e.g., fixed
line, mobile, broadband, etc.), geographies (Bangkok and
upcountry), or even components of the value chain (access/
network provider, service provider).  Further studies focus-
ing on each of these segments are recommended to clearly
and specifically determine an appropriate set of policy
objectives for Thailand.

Setting the regulatory framework:  Once the policy objec-
tives are clearly defined, a roadmap for developing the
regulatory framework should be established (Exhibit 13).
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This will involve defining the terms of reference for a new
regulatory agency and regulatory reforms that will address
each of the five key regulatory levers (Exhibit 14).  The
regulator will play a key role in the deregulation process, as
it will set the rules for issues such as speed of liberalization,
future pricing structure, interconnection arrangements,
concession terms, provisions on ensuring equal access and
implementation of the universal service obligation.

Effectively privatizing SOEs:  The two major SOEs, TOT
and CAT need to be first corporatized and then put on the
path towards privatization.  In the privatization process, a
number of objectives need to be carefully weighed: one such
objective could be to ensure widespread placement of the
newly issued shares amongst the population to promote an
equity culture in Thailand.  Another could be to ensure that
a significant share of the company is bid out to a foreign
strategic investor who would transfer international exper-
tise and know-how to the firm.  Yet another objective
would be to maximize total revenues earned by the govern-
ment in the process or to ensure that employees get to
participate in the share placement process.  Of course, these
privatization objectives should be fully aligned with the
overall telecom sector policy objectives.

The future role of the state-owned enterprises needs to be
carefully reviewed prior to privatization.  TOT currently
owns most of the backbone of the telecommunications

infrastructure, and
may continue to do
so even after liberal-
ization.  CAT’s
potential future role,
however, seems
limited given that its

current business position derives largely from its monopoly
status.  International call traffic is the easiest segment to
attack, and as this market segment will be deregulated,
CAT’s operating revenues are likely to shrink dramatically.
Policymakers may therefore wish to consider merging the
two state-owned entities prior to privatization.

The future role of state-owned
enterprises needs to be carefully
reviewed before privatization.
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We recommend that the privatization process aim at creat-
ing a level playing field amongst all operators, with the
government gradually minimizing its stake in order to
reduce potential conflicts of interest.

<�<�<

Like virtually every country worldwide, Thailand’s telecommuni-
cations industry has developed under heavy regulation and with a
high level of government ownership.  Thailand has been com-
paratively slow to deregulate telecommunications, and the persis-
tence of cumbersome regulations and government ownership are
currently the major impediment to higher productivity.

Ample international examples are now available of both success-
ful and unsuccessful efforts to liberalize telecommunications.  By
carefully studying these examples, Thailand can develop a master
plan for deregulation that maximizes the industry’s productivity

Box 1. Benefits of telecom liberalizationBox 1. Benefits of telecom liberalizationBox 1. Benefits of telecom liberalizationBox 1. Benefits of telecom liberalizationBox 1. Benefits of telecom liberalization
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and benefits consumers and telecom operators alike (see Box 1).
Given the need to comply with WTO regulations, as well as the
strategic importance of telecommunications to the broader
economy, we believe that telecom regulatory reform should be
among the government’s highest policy priorities.
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• Large-scale production facilities, advanced technology, and the
adoption of managerial best practices have allowed Thailand’s
cement industry to achieve relatively high labor productivity:
around 70% of the US level.  However, the industry could still
reach higher levels of performance.

• The primary factor constraining productivity in the Thai
cement industry is the low level of capacity utilization: 70%
versus 95% for the US benchmark.  Excess capacity is the
legacy of speculative overbuilding during the 1990s property
boom and the sharp decline in construction during the eco-
nomic crisis.  Industry consolidation has not occurred as a
series of industry-wide price increases have allowed cement
producers to remain viable despite low utilization.  Failure to
quickly resolve the TPI bankruptcy case has also postponed
consolidation.

• Another area where the industry could substantially enhance
performance is the optimized usage of fuels in cement produc-
tion.  Coal, coke and oil still account for 98% of fuels used to
manufacture cement in Thailand, while the use of lower-cost
alternative fuels remains rare.

• At this point, the most effective way to further enhance pro-
ductivity of the Thai cement industry will be to reduce excess
capacity.  To do this, the government should (1) dismantle
barriers to industry consolidation, and (2) fully liberalize the
import of cement and cement products in order to further
increase competitive pressure in the industry.  In addition, the
government should also seek to facilitate a more liquid market
for low-cost, alternative fuels such as recycled oil or dried
sludge.
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The cement sector accounts for 0.7% of Thailand’s GDP and
0.04% of total employment.  While the industry is an important
economic contributor, it is substantially smaller than Malaysia’s
cement industry, for example, which contributes 1.2% of GDP
and 0.17% of employment (Exhibit 1).  Eight cement plants
operate in Thailand, employing roughly 11,000 full-time work-
ers.

The Thai cement industry is structurally an oligopoly, with the
three largest players controlling 84% of total capacity.  Further
consolidation may be imminent, as one of the major players
appears to be poised for a buy-out.

Thai cement producers are still feeling the fallout from the eco-
nomic crisis, during which many infrastructure and property
projects were rescheduled or cancelled.  The capacity utilization
of cement producers plummeted from 107% in 1996 to 57% in
1998, before recovering slightly to 69% in 2000 (Exhibit 2).
There is a considerable disparity in utilization levels across com-

����	������������	��������������������
������������������

�������������
��
�

������� �	�
�

�������	
����

���������	
�

0.8
0.7

1.2

�� 
������� ��������

�����������
�������

0.01 0.04

0.17

�� 
������� ��������



������ 119119119119119

����	��������������������
�
�����������������������������


� ����������������������� ��!"����"�

������� ������"������"�

107

88

57
65

69

#$$% #$$& #$$' #$$$ ()))

��	���
���

*�����"

76

39 35 36

12

19 30 32

#(

+(
,- ,(

����

���� ���� ����  ���

�!�� � �� � ��

����	����������������
����	������������������
����


"#
����
$���$


���$�%&�
$���$

���� '

������� ������"������"�

(�)$�*�
&�
�&%��

*�����".���������"�����/�/



Thai Productivity Report120120120120120

panies, with some players achieving utilization as high as 85%
and others operating below 25% of capacity.

The slight recovery in utilization since 1998 has been driven
mainly by an increase in exports, as domestic consumption
continued to stagnate.  Exports now account for 32% of capac-
ity utilization versus 12% before the crisis (Exhibit 3).  However,
the prospects for further exports may be limited: other Southeast
Asian countries have excess capacity and are seeking export
opportunities as well (Exhibit 4).  Aggregate excess clinker capac-
ity in the region is now around 70 million tons, or approximately
3.5 times Thailand’s cement consumption in 2000.

Domestic consumption of cement is currently dominated by the
public sector.  Civil projects now account for more than 70% of
construction in Thailand versus roughly 40% in pre-crisis years
(Exhibit 5).  The larger share of public sector projects reflects the
decline in private sector construction since the onset of the eco-
nomic crisis.  Private construction now stands at just 20% of
1996 peak levels.
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Two performance measures were analyzed in the cement case
study: labor productivity and energy efficiency.  These represent
the two largest cost components in cement production, contribut-
ing roughly 10% and 60% of total cash cost respectively.  Labor
productivity is defined as tons of cement per employee1.  Energy
efficiency is measured as energy cost in US dollars per ton of
cement produced.

Of all the Thai industries we surveyed in this study, the cement
sector has achieved the highest level of labor productivity: 68%
of the US and more than twice the level in Malaysia (Exhibit 6).
Energy efficiency is also comparatively high: energy costs per unit
of cement produced in Thailand are almost 25% lower than
those in the US (Exhibit 7)2.
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The comparatively high level of productivity can be attributed to
Thailand’s relatively large-scale production facilities, as well as
success in introducing advanced production technologies and
adopting managerial best practices.  In addition, while most
cement-producing countries employ both wet-process and dry-
process plants, Thailand has only the more efficient dry-process
facilities.  A combination of high productivity and low labor
costs has made Thailand’s ex-factory production costs for cement
among the lowest in the world: US$11-15 per ton versus an
average of $22 for Asia as a whole and $28 for North America
(Exhibit 8).

Despite these strengths, several barriers prevent Thailand from
achieving still higher levels of performance in cement production.

�#$%&'()*&+�,&-')%.�&,,$-'(*/�#%)01-'(2('3

A number of operational issues impede further performance gains
in Thailand’s cement industry.
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Low capacity utilization:  The primary factor restraining
productivity is the low level of capacity utilization (roughly
70%) in the industry.  We estimate that increasing utiliza-
tion to 95% (the US benchmark level) would raise
Thailand’s cement industry productivity from the current
68% to 83% of US productivity.

Low utilization is the result of overbuilding of industry
capacity during the mid-1990s property boom.  During this
period, the Thai government apparently encouraged local
producers to aggressively build up capacity to ensure na-
tional self-sufficiency.  Cement capacity continued to ex-
pand until 1998 while consumption had already collapsed
following the economic crisis.  Capacity has remained flat
since 1998 as no industry consolidation has occurred and
no plants have been shut down or meaningfully downsized.

Thai cement producers have not felt financial pressure fully
reflecting the excess capacity situation, as successive price
hikes–following increases in the official price caps (see
explanation below)–have helped to shore up cement rev-
enues despite the drop in sales volumes (Exhibit 9).
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Organizational ‘slack’:  Despite both low capacity utiliza-
tion and opportunities for further organizational streamlin-
ing, Thai cement companies have been slow to shed redun-
dant workers.  Between 1997 and 2000, total employment
in the industry declined only modestly, while capacity
utilization dropped dramatically.

The significant number of redundant workers reduces the
sector’s overall labor productivity.  We estimate that im-
provements in the organization of functions and tasks in
Thai cement companies could–by reducing excess labor–
add another 9% to Thailand’s cement industry productivity
vis-à-vis the US level.  This would be in addition to the
83% level that could be achieved through increased capac-
ity utilization, as mentioned above.

Thus, Thailand’s cement industry could reach 92% of the
US labor productivity level–at current Thai factor costs–by
optimizing organization structures and processes and
achieving close-to-full capacity utilization.

Limited automation of production processes:  Additional
automation of cement production processes can result in

substantial labor cost
savings.  Although
Thai cement produc-
ers have introduced a
number of the latest
technologies, many
important processes

are still only partially automated.  For example, most
cement packing is done manually–an area where labor cost
savings of up to 80% could be achieved through automa-
tion.  Communications management between subsystems
(e.g. kiln operations, energy control, etc.) is also still largely
conducted manually, rather than through integrated com-
puter systems.

Implementing additional state-of-the-art automation tech-
nologies across the Thai cement industry could potentially
add 26% to Thai labor productivity in the cement sector,

Additional automation of cement
production processes could result in
substantial labor cost savings.
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mainly through improvements in sourcing, process monitor-
ing and packing.  However, it is important to note such
further automation may not yet be economically viable for
Thai cement companies at current factor cost.

High fuel prices:  The fuels used for cement production in
Thailand are comparatively high cost.  Coal, coke3 and oil
still account for 98% of fuel used to manufacture cement in
Thailand, while the use of cheaper alternative fuels like
recycled oil and dried sludge remains rare.  By contrast,
alternative fuels account for 10% of the fuel mix in
Malaysia’s cement industry and 26% in France (Exhibit
10).

Alternative fuels remain underutilized in Thailand because
informal fuel vendor arrangements hinder the development
of an efficient and liquid resale market.  Furthermore, the
country’s grey market has historically channeled alternative
fuels like recycled oil into industries other than cement.  In
addition, plant employees and neighboring communities
have often opposed the introduction of alternative fuels due
to (largely unfounded) concerns about harmful environ-
mental effects.

�*01.'%3�&*0�$9'$%*&+�,&-')%.

Thailand’s cement industry regulations are generally conducive to
productivity enhancement, as the current industry performance
seems to prove.  However, there are a handful of industry and
regulatory issues, which–in addition to the needed industry
consolidation that could help to more effectively deal with the
excess capacity problem–could eventually help drive the Thai
cement industry towards even higher levels of performance:

Bag-bulk product mix:  About 80% of cement in Thailand
is still sold in bags, which require on average ten times
more labor in packing than bulk cement (such as ready-
mix).  In more mature markets, the bag-bulk ratio is the
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inverse of Thailand’s.  In these markets, most cement is
delivered in the form of ready-mixed concrete directly to
construction sites.  Until the ready-mix market develops
further in Thailand, cement producers will continue to pack
and sell most of their output in bags (Exhibit 11).

Tariffs and non-tariff barriers to imports:  In the past, the
Thai government used protection against imports to en-
courage local producers to build capacity ahead of demand
in order to ensure national self-sufficiency.  Such barriers
create an artificial cost advantage for domestic producers.

Pricing practices: The Thai government regulates cement
prices, requiring producers to seek authorization before
raising the price of domestically marketed cement.  Since
the crisis, the large producers have successfully petitioned
the government to raise official price caps several times,
despite declining domestic demand.  As a consequence, list
prices for cement have risen by more than 40% from the
1997 levels (Exhibit 12).  The officially published ‘list
prices’ of the major players have largely converged, suggest-
ing a degree of price coordination within the industry.  In
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practice, however, cement producers discount these prices in
order to effectively compete for contracts.

If all the above issues could be overcome, we estimate that
Thailand’s cement industry could potentially even exceed the
productivity level of the US by roughly 20%.  This high level of
productivity could be possible due the above-mentioned scale
advantage of Thai producers and their consistent use of more
efficient dry-process facilities (Exhibit 13).
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To help Thailand’s cement industry achieve its full performance
potential, the government should pursue the following policy
initiatives:

Dismantling barriers to effective industry consolidation:
The well-publicized, multi-year delays in resolving the high-
profile TPI bankruptcy case have contributed to the post-
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ponement of a potential consolidation of the Thai cement
sector, which could help to more effectively deal with the
issue of industry-wide excess capacity.  While takeover
negotiations for the TPI cement subsidiary, the third largest
Thai cement producer, are now underway, the extended and
ongoing process delays have clearly shown the need for
more effective legislation and resolution of such a bank-

ruptcy case.  In
addition to establish-
ing the legal frame-
work for more rap-
idly processing
bankruptcy cases, the
government also

needs to ensure that a potentially more concentrated indus-
try will not engage in anti-competitive conduct with nega-
tive implications for the Thai consumer.

Creating a free import-export market for cement and ce-
ment products:  As a mature sector that has had decades to
develop, the Thai cement industry does not require special
protection.  The government should fully liberalize cement
imports in order to ensure a certain level of competitive
pressure within the industry.  This would entail the removal
of tariffs and non-tariff barriers to cement trade.  With
these barriers dismantled, import parity price levels would
serve as an ultimate ‘natural’ price cap for the industry4.

Promoting the use of low cost alternative fuels: The Minis-
try of Industry, the Federation of Thai Industries, or an
equivalent body should help create a more tradable and
liquid market for industrial wastes and by-products that
can be used as low-cost, environmentally friendly fuels in
cement production.

�����

Overall, the Thai cement industry has performed comparatively
well by international standards.  Still, as outlined above, even in

Overall, the Thai cement industry has
performed comparatively well by
international standards.
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the cement sector the Thai government can take additional
measures to help further strengthen industry performance.
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• For the last ten years, the Thai beer industry has been undergo-
ing a significant structural change that was set in motion by
the entry of Carlsberg in 1989.  Competition has intensified,
resulting in dramatic shifts in market shares and clearer seg-
mentation between mass and premium brands

• Overall sector productivity currently stands at about one-third
of the US benchmark, largely due to low capacity utilization.
The rapid buildup of new capacity, along with aggressive
marketing-including market-distorting product bundling
practices-by Carlsberg/Beer Thai, has dramatically reduced
utilization levels among the major incumbents

• Despite the creation of overcapacity, the entry of Carlsberg/
Beer Thai and the resulting competitive dynamics have been
beneficial to Thai consumers, bringing lower prices and wider
product variety.  As less successful players will reduce capacity
or exit the market over time, industry utilization will likely
increase, enabling productivity to rise

• To help boost productivity, the Government should ensure
continued competitive pressures in the industry by: (1) more
rigorously monitoring and policing anti-competitive behavior,
and (2) relaxing import tax and duties on beer

��
�
������������

Asia is an important market for the beer industry, accounting for
around half of all sales growth in emerging markets over the past
decade (Exhibit 1).  Growth in beer consumption has been espe-
cially rapid in the Thai market, which has had historical growth
rates of around 12% per annum (Exhibit 2).  In response to
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growing demand, beer production in the Kingdom more than
quadrupled between 1990 and 2000.

Despite recent growth, per capita consumption of beer in Thai-
land still lags significantly behind that of other countries: the
average Thai consumer drinks 17 liters of beer per year, roughly
the same level as Chinese or Filipino consumers, but substantially
below levels in other international markets, including Asian
countries such as South Korea or Japan (Exhibit 3).

The Thai beer industry was born in 1931 when the Bhirom
Bhakdi family opened the Boon Rawd Brewery, the first in the
country.  Its brand, Singha Beer, quickly edged out foreign com-
petitors because of its low production cost and the high tariffs on
imported brands.  The company held a virtual monopoly until
the mid-1960s when Thai Amarit Brewery (TAB) entered the
market.  Even with the entry of TAB, though, Boon Rawd re-
mained dominant.

For the last ten years, however, the Thai beer industry has been
undergoing a significant structural change that began with the
entry of Carlsberg in 1989.  Since then, competition has in-
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creased, resulting in dramatic shifts in market shares and clearer
segmentation and positioning of mass brands vis-à-vis premium
brands.

In 1989 Carlsberg was granted a joint-venture brewing license
with the Charoen Group.  The jointly owned Beer Thai started
production in 1993 with a combined capacity of 200 million
liters and introduced the low-priced Chang beer brand in the
same year.  Chang quickly captured significant market share and
within five years accounted for about half of the country’s total
beer market.  The former leader, Singha, which in 1995 had a
dominant 86% market share, lost more than half of its share to
the new entrant (Exhibit 4).  By 1999, four players accounted for
virtually the entire national production capacity1 (Exhibit 5).
Market share is even more concentrated than production capac-
ity: Carlsberg/Beer Thai and Boon Rawd currently control over
90% of total market share, while imports contribute a mere
0.1% of the national beer supply.
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As a result of Carlsberg’s/Beer Thai’s entry into the market,
consumer tastes have become more varied, with low-priced
brands such as Chang and Boon Rawd’s Leo catering to mass
customer segments while several premium brands target more
affluent consumers.  Market segments are now clearly delineated
across the different brands and price ranges (Exhibit 6).

���
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Labor productivity in the Thai beer industry (defined as liters
produced per employee) stands at around 32% of the US level
(Exhibit 7).  Low sector productivity is attributable mainly to

low capacity utilization.  The industry previously ran at close to
full capacity in the 1980s and early 1990s, but is now operating
at less than 55% of installed capacity.  The two key causes of
underutilization can be summarized as follows:

Capacity displacements by aggressive new entry:  With the
entry of Carlsberg/Beer Thai and its attacker Chang brand
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into the Thai beer market in 1993, overall industry capacity
utilization plummeted from levels of over 100% in the early
1990s to a low of 43% in 1997 before recovering slightly.

Carlsberg’s joint-venture partner, the Charoen Group, holds
a virtual monopoly in the domestic whiskey market with an

estimated 95% market share of domestic production.
Carlsberg/Beer Thai has been able to exploit this dominant
position in the liquor market by bundling sales of its beer
brand to liquor sales.  Distributors seeking to buy liquor
from the Charoen Group are forced to buy several cases of
Chang beer at the same time (Exhibit 8).  Distributors, in
turn, force bundled sales on retailers.  The resulting excess
supply of Chang compels distributors and retailers to offer
price discounts on the brand, allowing it to quickly build
market share (Exhibit 9).

Carlsberg’s/Beer Thai’s success in rapidly capturing market
share–based on advantages gained through product bun-
dling–has caused the incumbents’ capacity utilization to
suffer: the industry’s aggregate utilization now stands at
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52%, compared to Carlsberg/Beer Thai’s roughly 80%
utilization (Exhibit 10).

Limited exports due to uncompetitive cost structure:  Thai
beer producers have to use high-cost imported raw materi-
als such as barley, malt, and hops, which are not readily
available in the domestic market.  As a result, raw material
inputs account for 34% of total beer sales value in Thai-
land, compared to only 10-15% in the US and Japan,

respectively (Exhibit 11).  These high input costs reduce
competitiveness and export opportunities for Thai-made
beers. Hence, exports account for just 1.5% of total beer
production in Thailand.  Consequently, unlike in other
industries such as cement2, Thai beer producers cannot rely
on export sales to absorb their excess capacity.

By unseating a long-time incumbent, Carlsberg’s entry into the
beer market has increased competitive intensity in the industry in
a way that has ultimately benefited consumers.  The introduction
of the attacker Chang brand has led to the creation of a new,
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lower price segment.  As a result, average beer prices have de-
clined, selection has increased, and new brands have emerged to
serve different market segments.

Nonetheless, Carlsberg’s/Beer Thai’s use of a related industry
advantage (the de facto whiskey monopoly of the Charoen
Group) represents anti-competitive behavior that can ultimately
prove harmful to industry players and consumers alike.  Steps are
therefore needed to move the sector further in the direction of
true fair competition.

��.��������00��
�����


In order to support greater productivity among beer producers,
the government should ensure a high level of competitive pres-
sure within the industry.  Increased competition will lead to
industry consolidation, which will eliminate much of the current
excess capacity and will compel less-productive players to boost
their efficiency or exit the market.  Two key policy measures
should be undertaken: (1) strengthen monitoring of anti-competi-
tive behavior, and (2) relax import tax/duties on beer:

Strengthen monitoring of anti-competitive behavior:  Anti-
competitive practices such as sales bundling and uneco-
nomic pricing should be systematically monitored in order

to prevent incum-
bents from abusing
their dominant
position.  Currently,
the most obvious

example of anti-competitive behavior is the Charoen
Group’s use of its de facto liquor monopoly to compel
customers to purchase its Chang beer.  Complaints against
these practices have been filed with the Trade Competition
Board, but to date no concrete action has been forthcom-
ing3.  Stronger government policing of the beer sector is
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therefore needed in order to prevent anti-competitive be-
havior.

A Trade Competition Law has been discussed to help police
anti-competitive behavior.  While the current draft of the
law has many favorable features, there is a risk, that the
market share threshold proposed under the law could serve
to protect sub-scale and inefficient players at the expense of
stronger companies, and could prevent major players from
achieving the scale needed to maximize productivity.  If the
leading players would not be able to win substantial market
shares, then smaller, less productive players would not be
consolidated or forced to exit the market.  Therefore, rather
than introducing market share caps, the beer industry
should be kept ‘contestable’ (i.e. policy makers should
ensure that entry barriers are kept low).  This would com-
pel all players to improve productivity or exit the industry.
Also, the risk of anti-competitive behavior can be reduced
by encouraging the development of strong modern retail
trade and distribution systems, which can increase retailers’
bargaining power in relation to beer manufacturers.  The
Big C hypermarket chain is a good example: the company
recently introduced its own beer brand, Champ, which is
manufactured using Thai Amarit Brewery’s production
facilities.

Relax import tax and duties on beer:  The Thai beer indus-
try has had several decades to achieve scale and efficiency
and should not be viewed as an ‘infant industry’ that re-
quires protective trade barriers.  Yet, import tariffs continue
to be levied at a high rate of 60-66% of CIF4 prices.  In
addition, foreign companies are not allowed to hold a
majority stake in local breweries.  Phasing out such trade
barriers over time would encourage domestic players to
further improve their productivity.  Improving productivity
would benefit manufacturers, consumers, and the economy
as a whole.
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Beer represents a sector where the competitive dynamics condu-
cive to high productivity have begun to take root in Thailand.
Carlsberg’s/Beer Thai’s aggressive entry has compelled the major
incumbents to rethink branding and pricing strategies and to
address operational performance issues.  If regulations to police
anti-competitive behavior can now be put in place–and effec-
tively enforced–Thailand’s beer industry can enjoy substantial
productivity gains in the future.
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• Chicken processing is an important export industry in which
Thailand has enjoyed considerable growth over the past de-
cade.  While Thailand is reputed to be efficient in chicken
processing, our research showed actual labor productivity
levels to be low compared with international best practices.
Thailand’s poultry industry has remained competitive mainly
due to its low labor costs.  However, inexpensive processed
chicken exports from countries with even lower labor cost
such as China are creating new competition, and Thai produc-
ers will need to further increase productivity and move into
higher value-added products in order to fend off this competi-
tion.

• Four large poultry integrators in Thailand dominate all seg-
ments of the industry value chain–from feed to processing–and
are focused on export markets.  Domestic sales have thus far
been protected against competition from imports, allowing
local players to keep domestic prices of chicken meat relatively
high.  High meat prices have slowed the development of
downstream businesses such as further processing.

• Physical and value-added productivity in the industry are
comparatively low: 31% and 21% respectively of the US level
when adjusted for product differences.  Four key operational
factors explain these productivity gaps: (1) use of small
chicken breeds yielding less meat per bird; (2) a high propor-
tion of labor-intensive special or small cuts; (3) low levels of
automation in processing plants; and (4) high live broiler costs
resulting from high feedstock prices.

• Two industry and regulatory factors contribute to the opera-
tional productivity gaps.  First, the dominance of the large
poultry integrators and barriers to chicken meat imports limit
competitive intensity within the industry, reducing the pressure
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on companies to further boost efficiency.  Second, the high
price of chicken feed inflates costs and squeezes margins
throughout the poultry value chain.

• To achieve higher productivity in chicken processing, the
government should consider two policy changes.  First, it
should ease import restrictions on chicken meat.  Second, it
should seek to reduce the price of chicken feed, for example,
by relaxing import restrictions on raw materials, encouraging
research aimed at boosting agricultural yields, or facilitating
more efficient trading of feed inputs.
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Poultry is Thailand’s largest and most important livestock indus-
try.  Chicken processing accounts for 35% of value-added in the
overall livestock industry, which itself accounts for roughly 1%
of national GDP (Exhibit 1).

Industry growth has been driven by rising chicken consumption
both in Thailand and worldwide.  From 1970-1999, consump-
tion of poultry in Thailand expanded at an average of 3.1% per
annum, while worldwide consumption grew at a yearly average
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of 3.4%.  Domestically and globally, growth in chicken con-
sumption has outpaced other meat products such as beef and
pork (Exhibit 2).

Domestic production of chicken meat in Thailand has expanded
steadily over the past decade, with yearly growth averaging over
6% (as measured by volume).  Production for domestic con-
sumption has grown at a yearly average of 6.3%, slightly faster
than export-directed production, which grew at an average of
5.8% (Exhibit 3).

Such sustained growth has established Thailand as a world leader
in chicken processing: the country produced about one million
tons of chicken meat in 1999 and in 2000, exceeding the vol-
umes in more developed countries like Spain or South Africa and
barely trailing economic giants like Japan and France (Exhibit 4).

In line with global trends, Thailand’s poultry industry has experi-
enced consolidation and vertical integration and is now domi-
nated by a handful of large players.  The four largest companies–
CP Group, Saha, Betagro, and Laemthong–account for 55% of
total production (as measured by volume).  Globally and in
Thailand, vertical integration brings a host of benefits to larger
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players.  Their scale allows them to invest in breed genetics
research that increases the feed conversion ratio of live birds and
reduces mortality rates.  Several international players have also
been able to invest in building successful brands: for example,
Purdue and Tyson are well-known processed poultry brands
among American consumers.  Finally, scale advantages and lower
costs enable large players to export within a relatively short
period of time after entering the poultry market.  In Thailand,
such advantages have proven particularly powerful in allowing
the large poultry companies to become dominant throughout the
value chain, from feed production, where they account for 90%
of activity, through to processing, where they control 70% (Ex-
hibits 5 and 6).

The majority of chicken processed in Thailand’s licensed chicken
slaughterhouses is exported, although an increasing share is sold
through domestic supermarkets and hypermarkets.  Chicken
exporters have recently sought to move into ‘further processed’
products1 in an effort to increase value added and compete with
new, low-cost producers from China.  However, as will be dis-
cussed, several barriers have slowed the move into further pro-
cessing activities.

Japan is Thailand’s largest export market for chicken products,
accounting for over half of poultry exports.  Although the vol-
ume of exports to Japan has remained constant, Thailand is
losing market share as cheaper products from China are intro-
duced.  Thailand’s other major poultry market is the European
Union (EU), where exports grew by an average of 35% per
annum from 1995-2000.  However, in order to remain competi-
tive in both of these markets, Thailand will need to increase its
share of ‘further processed’ chicken products, which are less
subject to commoditization in the marketplace (Exhibits 7 and
8).
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Thailand’s domestic poultry market does not experience the same
competitive intensity as the international market.  Domestic
chicken meat sales are protected against competition from im-
ports, allowing local players to keep prices relatively high and
control the development of downstream businesses such as fur-
ther processing and food processing.
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In this case study, we focus on productivity levels of the ‘process-
ing’ stage of the poultry value chain and exclude other activities
such as breeding, farming, and further processing.  We analyze
physical productivity (measured as tons of chickens processed per
hour of labor) of Thai poultry companies compared to US pro-
cessors.  Because chicken products are not a commodity, we also
analyze value-added productivity (measured as value added per
hour of labor) in order to account for product/quality differ-
ences.

Our research team surveyed seven out of the total 19 modern
chicken processors in Thailand.  Our analysis included company-
level research to pinpoint productivity barriers at the operational
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level.  We also interviewed senior industry executives to test,
confirm, and refine the findings of our research.

Although Thailand is reputed to be efficient in chicken process-
ing, our research revealed substantial productivity gaps vis-à-vis
benchmark countries.  Physical productivity in Thailand is just
31% of the US level, and value-added productivity is lower still
at 21% of US levels.  Both of these figures adjust for product
differences, i.e. special and small cuts provided by Thai proces-
sors (Exhibit 9).
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Four operational issues underlie these productivity gaps (Exhibit
10):

High proportion of special or small cuts:  Due to labor-cost
and skill advantages, Thailand has been serving a special
niche, predominantly Japanese food companies that de-
mand tailored products in specific shapes and sizes.  These
special cuts are labor-intensive to prepare and therefore
reduce physical labor productivity.  We estimate that they
reduce the overall productivity level of the Thai poultry
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industry by some 13%.  Automating the respective pro-
cesses is unlikely to be feasible given the high level of
customization and the delicacies required for special retail
cuts.

Use of smaller chicken breeds:  Thai chickens are generally
smaller in size than US breeds: on average, 1.6 kg per live
bird versus 2.1 kg in the US.  Recently, though, local pro-
cessors have begun switching to a breed similar to those
used in the US.  This new breed yields 40% more meat per
live bird, and is expected to reduce the productivity gap
arising from breed selection  (Exhibit 11).

Low levels of automation: In Thai chicken plants many
processes continue to be performed manually.  A mid-size
Thai plant has on average five times more employees than a
similar operation in the US (2,500 vs. 500 employees,
respectively).  Low labor costs have allowed Thai producers
to remain cost competitive despite limited levels of automa-
tion.  Moreover, the desire to preserve internal chicken
organs, which in Thailand are saleable as by-products, adds
roughly 300 employees to the workforce per plant.
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While some forms of automation may not be viable at
current factor costs, especially for smaller and medium-
sized companies, our interviews revealed that rising labor
costs are now prompting many companies to consider more
investments in automation.  For example, many companies
are exploring ways to automate the evisceration process
because the additional income from organ by-products no
longer justifies the large number of additional staff re-
quired.  The move towards automation is, however, still
limited to the larger producer-exporters (Exhibit 12).

Low margins especially due to high feedstock prices:  Thai
companies are currently earning low margins on sales of
processed poultry.  One reason is the high domestic price of
chicken feed, which inflates costs and squeezes margins
throughout the poultry value chain.  In addition, prices of
Thai chicken exports have been depressed in the major
overseas markets.  Even on special cut chicken parts, which
are significantly more labor intensive, Thailand is earning
only a slight premium over China and the US (Exhibit 13).

Despite these productivity gaps, low labor costs have allowed
Thai chicken exports to remain competitive compared to the US
and several other major producers.  The cost of broilers exported
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from Thailand is US$0.59/kg, only slightly higher than the US
cost of US$0.54 (1999 figures).  In effect, Thailand’s low labor
costs subsidize the inefficiencies in the industry (Exhibit 14).  As
noted, however, competing on labor costs is not a sustainable
proposition.  As labor costs in Thailand continue to rise and new
lower-cost producers emerge, Thai chicken processors will need
to more aggressively address productivity issues in order to
remain internationally competitive.

�!"#���$��!"��:���!����������

Two external factors contribute to the operational productivity
barriers described above: (1) barriers to competition and (2)
protectionism of upstream industries.

Barriers to competition:  Due to the limited competitive
pressure in the domestic poultry industry, Thai companies
have been slow to address many productivity issues, such as
the need to increase automation and to move into higher
value-added products.  Competition is limited by both the
dominance of a small number of large poultry integrators
and barriers to chicken meat imports.
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Dominance of large integrators:  As noted, four large
integrators account for over half of all poultry pro-
duction in Thailand.  These integrators sell primarily
into export markets, where they enjoy a competitive
advantage due to Thailand’s low labor costs and its
effectiveness in producing premium and small cuts.
These advantages have allowed the large integrators
to remain internationally competitive without needing
to further boost productivity.

The scale achieved from years of export sales has
allowed these integrators to dominate domestic
chicken production.  They now hold significant mar-
ket share in most stages in the poultry value chain (up
to and including slaughter).  This limits the level of
competition across the industry, reducing the pressure
to enhance productivity.  Although independent
processors continue to operate, their presence has not
substantially increased competition in the industry.
Almost all independents purchase their chicks from
one of the integrators.  Consequently, there is very
little differentiation in the types and quality of prod-
ucts these independents can offer.  This situation
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could change dramatically if imports of chicken
products were liberalized.

High domestic meat prices impeding the move into
higher value-added products:  As noted, the high price
of chicken feed, combined with other inefficiencies,
inflates the domestic price of chicken meat in Thai-
land.  At the same time, tariff and non-tariff barriers
to chicken meat imports prevent cheaper foreign
products from driving down domestic prices (Exhibit
15).  The high price of chicken meat in turn limits the

prospects for moving more aggressively into higher
value-added activities such as further processing2.

To date, only a handful of further processing plants
have been established in Thailand.  However, the
move into further processing is becoming increasingly
important as Chinese exports pose a rising threat to
existing Thai poultry exports.  China enjoys a more
productive upstream industry–largely due to the lower
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feed prices that result from a large domestic corn
supply–as well as lower labor costs.  As noted, Chi-
nese chicken exports have been gaining market share
in Japan, threatening Thailand’s principal overseas
market.  Assuming Chinese producers can overcome
certain quality and hygiene issues, they are also ex-
pected to begin exporting extensively to EU countries
in the near future (Exhibit 16).

In further processing, though, Thai workers are highly
skilled vis-à-vis their labor cost (Exhibit 17).  Thai-
land is therefore able to enjoy a sustainable competi-
tive advantage in these products, assuming barriers
such as high chicken meat cost can be eliminated.

Protectionism and high prices in upstream activities:  The
high price of chicken feed inputs–which sit at the very front
of the poultry value chain–reduces the potential margins of
virtually all poultry processing activities.  Feed prices are
high because corn and soybean–the two principal inputs for
chicken feed–are expensive in Thailand by international
standards.  In 2000, for example, Thailand’s wholesale
price for corn was about 75% higher than the respective US
wholesale price (Exhibit 18).  Thailand lacks a large domes-
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tic corn belt, and import tariffs on corn prevent cheaper
imports from pushing down domestic prices.  Under a
WTO agreement, Thailand can import up to 53,000 tons of
corn yearly at an import tariff of 20%.  For the last four
years, however, import volumes have substantially exceeded
the quota, and all imports beyond the quota incur a tariff
of 76%, as dictated by the WTO agreement.

Tariffs on soybeans are much lower (5%), and consequently
the volume of imports is several times higher than corn
imports.  However, domestic soybean prices remain com-
paratively high because a government quota system requires
all companies buying imported soybeans to also purchase a
certain amount of domestic soybeans from local suppliers
(at domestic prices).  Consequently, soybean prices in
Thailand remain roughly 40% more expensive than prices

on the Chicago futures market.  Exhibit 19 summarizes the
protectionist measures imposed on feed raw materials
imports in Thailand.

A final factor pushing up feed prices is the dominance of
the large integrators, which account for 90% of feed pro-
duction.  These companies hold considerable influence over
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pricing and are able to keep domestic prices high.  Most
independent contract farmers have formal or informal ties
to one of the integrators, from whom they agree to buy
feed.  Such ties further reduce the level of competition in
the feed market, making it unlikely that prices will decline
in the near future.

��+��������,,��
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Several regulatory changes could help to further enhance the
productivity in Thailand’s chicken processing industry.  These
changes would need to focus on both upstream and downstream
barriers to productivity.

The primary upstream objective should be to reduce the cost of
chicken feed.  As noted, the high cost of feed inflates prices
throughout the value chain, reducing poultry producers’ margins
and rendering many activities economically unviable.  To address
this situation, the following steps should be taken.

Removing import barriers and local protection on feed raw
materials: Such liberalization will reduce the domestic
prices of feed products and in turn drive down costs in
almost all poultry processing activities.  Of the three raw
materials, soybean imports may be the most difficult to
liberalize.  In addition to official tariffs, soybean imports
are subject to several non-tariff barriers including the quota
requirement to buy a matching amount of domestic prod-
uct for all imports.

Encouraging private investments in R&D efforts to im-
prove agricultural yield of feed raw materials: Expanding
the domestic supply of feed inputs will naturally lead to
lower prices.  Further studies are recommended to under-
stand agricultural productivity performance and identify
opportunities to increase yields of feed raw materials.

Establishing trading infrastructure: Improved trading infra-
structure-such as on-line marketplaces, risk management
systems, and logistics networks-can enhance the efficiency
of procurement and trade of feed raw materials.  Such
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infrastructure can increase bargaining power of purchasers
and reduce the transaction costs associated with purchasing
feed inputs.

Downstream objectives should focus on increasing the viability
of further processing activities by reducing the cost of basic
chicken meat.

Removing import barriers on chicken meat and parts: As
discussed, further processing–the highest value-added aspect
of chicken processing–has not yet sufficiently taken off in

Thailand because
import barriers help
keep the cost of basic
chicken meat at a
relatively high level.
Reducing or elimi-
nating these barriers
will allow cheaper
chicken meat to be

imported, making further processing economically viable
and encouraging investment in such activities.

H�H�H

Thailand has enjoyed a long history of success in chicken process-
ing–building a competitive export industry while supplying a
growing domestic market.  However, Thailand’s competitiveness
remains tied to relatively low labor costs, which are fast disap-
pearing.  To remain competitive, Thailand must eliminate the
barriers that currently prevent poultry companies from becoming
more productive and moving into higher value-added activities
such as further processing.  If these barriers can be dismantled,
Thai poultry processors can look forward to many years of
continued growth and successful development.

Downstream objectives should focus
on increasing the viability of ‘further
processing’ by reducing the cost of
basic chicken meat.
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• The computer and electronics industry is an important sector
in the Thai economy–it has experienced rapid growth in recent
years and now accounts for 4% of GDP, 20% of foreign direct
investment and nearly 40% of exports.

• Physical productivity (measured as units per employee) is
relatively close to the levels of competitor countries when
measured on a product-to-product basis.  However, overall
value-added productivity remains low by international stan-
dards: 8% of the US level and just 11% of Singapore’s value-
added productivity.

• The primary reason for these gaps is the low value-added
nature of computer and electronics manufacturing in Thai-
land.  Thai companies have been unable to move ‘up the value
chain’ into more sophisticated products (such as servers) and
processes (such as research and product design).  This has
placed Thailand on an unsustainable ‘middle ground’ between
lower-wage countries such as China and higher-skill economies
such as Singapore and Taiwan.

• Policy recommendations include increasing investment in R&D
and training through public-private partnerships, further
improving incentives for FDI, and facilitating collaborative
linkages between industry, government, and academia.  Steps
should also be taken to foster growth of a domestic market for
computer and electronic goods, which would accelerate the
sector’s development.  Finally, as a member of ASEAN, Thai-
land should help promote regional high-tech clusters by elimi-
nating tariffs, creating common technical standards, and
promoting efficient transport links.
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The computer and electronics industry1 accounts for roughly 4%
of Thai GDP and about 1% of total employment (Exhibit 1).
Yet these statistics understate the sector’s significance for the Thai
economy: computer and electronics products have become
Thailand’s biggest export category, accounting for almost 40% of
total exports in 2000 and contributing US$6.2 billion to the
country’s trade balance (Exhibit 2).

The sector is also a major destination for foreign direct invest-
ment into Thailand, representing 20% of FDI inflows in the year
2000.  Foreign companies have long been attracted by Thailand’s
factor cost advantages and have invested heavily in assembly
operations in the country.  Foreign electronics firms first started
entering Thailand in the 1970s, attracted by low labor costs.
Since then, the industry has grown rapidly, expanding at roughly
9% per annum over the last decade, outpacing GDP growth
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every year (Exhibit 3).  The government has actively encouraged
FDI in the sector by lowering import tariffs on production ma-
chinery to 5% and on key components to as low as 1%.  As a
result, 84% of companies in the computer and electronics sector
are either foreign owned or joint ventures between Thai and
foreign companies.

Our research focused on the two most important sub-sectors of
the computer and electronics industry in Thailand: computers/
peripherals (e.g. hard disk drives, printers and monitors) and
electronics parts (e.g. semiconductors and printer circuit boards).
These two sub-sectors account for 74% of total exports in
Thailand’s computer and electronics sector (Exhibit 4).

Within the computers/peripherals sub-sector, we focused on hard
disk drives (HDD), which account for 63% of the sub-sector’s
exports.  Following Singapore, Thailand is the world’s second-
largest HDD producer, accounting for almost 20% of total
global output (Exhibit 5).  Three of the top-five hard disk drive
producers in the world (Seagate, IBM and Fujitsu) have manufac-
turing facilities in Thailand.  Yet Thai HDD companies have not
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been able to move into higher value-added activities, such as
research or product development, which continue to be con-
ducted offshore (Exhibit 6).

In the electronics parts sub-sector, our research focused on semi-
conductors (specifically, integrated circuits or ICs), which ac-
count for 50% of exports in the sub-sector.  Thailand’s semicon-
ductor industry has expanded rapidly over the last 5 years,
achieving an average annual growth rate of 18% (Exhibit 7).

Yet, similar to the HDD sector, Thailand has not been able to
build up skills and capabilities across the entire value chain, and
remains focused on lower value-added activities such as assembly
and testing (Exhibit 8).  While most assemblers in the country are
foreign owned and operated, there have also been home-grown
success stories.  Companies such as Hana Semiconductor and NS
Electronics that specialize in sub-contracting for large electronics
firms have successfully captured substantial share in the assembly
market.
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In the computer and electronics sector, we analyzed Thailand’s
productivity level by calculating both value-added productivity at
the sector level and physical productivity for the selected prod-
ucts (ICs in the electronic parts sub-sector and hard-disk drive
products in the computer/peripherals sub-sector).  For the physi-
cal product-by-product comparisons, we chose as our benchmark
countries Singapore (for hard disk drives) and Taiwan (for IC
assembly), as the US has largely ceased to assemble the compo-
nents Thailand specializes in.

With respect to the two selected products, Thailand’s perfor-
mance in terms of physical productivity is relatively close to its
Asian competitors, especially in the case of ICs.  In IC assembly,
Thailand’s productivity is around 90% of that of Taiwan, while
productivity in hard disk drive assembly is about 65% of the
level of Singapore.  Company interviews confirmed that labor
productivity in these two sub-sectors in Thailand is similar to
that of other Asian economies.  This is largely because these
heavily traded sub-sectors are dominated by multinationals that
can easily switch production from one country to another if
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significant disparities in productivity emerge.

However, an analysis of Thailand’s aggregate value-added pro-
ductivity in the computer and electronics sector shows a more
disappointing picture.  In fact, Thailand is estimated to be at
only around 8% of the US level, 11% of Singapore, and 30% of
Taiwan in terms of value-added productivity (Exhibit 9).  Where

does this difference in relative productivity levels between physi-
cal product-by-product comparisons and sector-wide value added
productivity come from?  The answer is Thailand’s low value-
added product mix.

Low value-added product mix.  Most of the value-added produc-
tivity gap can be explained by the low value-added nature of the
computer and electronics products produced in Thailand (Exhibit
10).  Thai process value and product value are both compara-
tively low, consisting primarily of simple assembly operations
that exploit the country’s labor cost advantage.  Unlike
Singapore, Thailand has so far been unable to move ‘up the value
chain’ toward, for example, semiconductor manufacturing (wafer
fabrication) or high value-added design competencies.
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Two factors underlie the difficulty Thailand faces in moving up
the value chain:

Shortage of local skills and expertise:  As international
outsourcing and contract manufacturing in the hi-tech
industry have expanded, the skills required to operate
world-class manufacturing facilities are becoming increas-
ingly sophisticated.  Companies such as Flextronics in
Singapore or Taiwan Semiconductor Manufacturing Com-
pany have achieved leading global positions in contract
manufacturing.  Thailand, however, currently lacks the
technology, know-how, and human resources to become a
leading-edge producer of high value-added electronics
products and services.  Thailand faces a severe shortage of
sufficiently skilled engineers and workers in the high-tech
area who can drive product and process development.
Correspondingly, investment in innovation and research in
Thailand lag behind other countries: Thailand’s national
R&D expenditure was a low US$3 per capita in 1998,
compared to US$9 in Malaysia and US$250-350 in Taiwan
and Singapore.
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Rising labor costs dampening new foreign investment:
Computer and electronic parts are global industries in
which a handful of ‘global champions’ dominate certain
products or various parts of the industry value chain.  R&D
and product design and development are generally kept at
head offices in the US, Japan, or Taiwan, while labor-
intensive functions are outsourced to countries with labor
or logistical cost advantages.  The rising wage and cost
differentials with countries like China are making Thailand
less and less attractive as a manufacturing base for MNCs.
Industry wages in China, for example, are less than 50% of
those in Thailand, while the salary of a Chinese engineer is
similar to that of an assembly operator in Thailand.

���������������
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Thailand’s computer and electronics industry, which represents a
key export sector for the Kingdom, is at a critical juncture:
having lost its ‘natural’ competitive advantage of low labor costs
to China, there is now a need to quickly move up the value
chain.  While it will be a substantial challenge for Thailand to
achieve this step-change, there are several key areas where policy
action can help:

Increasing R&D investments through public-private part-
nerships: Government should contribute to developing key
elements of an R&D sector strategy that could help provide
industry players with the skills and insights needed to
jointly move into higher-value added products and pro-
cesses in the years ahead.  Such a strategy would best be
undertaken through public-private partnerships in order to
ensure relevance and effectiveness.  A public-private ap-
proach would also limit the cost borne by the public sector.

Improving and tailoring incentives for FDI:  Thailand’s
current FDI incentives lag behind those of other countries
(Exhibits 11 and 12).  For example, tax exemptions in
Singapore and Malaysia extend for a period of 10 years,
while Thailand offers only 3-8 year exemptions.  Also,
Thailand lags behind its competitors in tailoring incentives
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to investors’ specific requirements.  In line with the need to
increase relevant R&D investments, Thailand should con-
sider selectively introducing R&D grants for areas where
real opportunities to develop a competitive edge are emerg-
ing.  Finally, intellectual property rights need to be better
defined and protected in Thailand to attract high-caliber
research facilities to locate in the country.

Creating better linkages among industry players:  Despite
Thailand’s long history in HDD production, linkages and
collaboration between the various players involved remain
limited (Exhibit 13).  Upstream and downstream sectors

have been slow to
develop, and overall
there has been little
evidence of effective
collaboration be-
tween industry,
government, and
academia.  Hence,
government efforts to

enhance knowledge development should also seek to estab-
lish joint research facilities and vocational training pro-
grams that share information and cooperate on improving
the relevant operating environment and infrastructure in
Thailand (Exhibit 14).  Concerted efforts can also be made
to encourage the development of relevant local supply
industries to sustain and enhance growth in the down-
stream sector.

Facilitating growth of the domestic market:  A healthy and
vibrant home market is important for growing any leading-
edge industry: it is generally difficult to remain at the fore-
front of product and process development without the
demands of a strong domestic market. Being at the fore-
front of technology requires a ‘tech-savvy’ population that
has access to and appetite for the latest products and ser-
vices at competitive prices. However, Thailand currently has
one of the lowest penetration rates for PCs and Internet
compared to other countries at similar per capita GDP
levels.

Being at the forefront of technology
requires a ‘tech-savvy’ population
that has access to and appetite for
the latest products at competitive
prices.
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This low penetration is at least partly due to import tariffs
on PCs and related parts2. Thus, import tariffs on key
technology products should be removed to enable and
encourage more Thais to become familiar with modern
computer technology and to create a broader and deeper
domestic market for computer/electronics producers that
currently see Thailand primarily as an ‘export platform’.
Also, in order to stimulate domestic demand for PCs and
high-tech equipment, government could develop a more
pro-active strategy for ‘networking’ the Thai economy-
bringing more consumers, businesses, and public sector
entities on-line.

Promoting cluster development within ASEAN:  ASEAN
conducts a substantial proportion of global electronics
assembly, accounting for 85% of the world’s HDD assem-
bly, for example. As part of ASEAN, Thailand should help
ensure that the region integrates more fully in order to
defend and enhance this preeminent position. Deeper inte-
gration could be promoted by further cutting tariffs, creat-
ing common technical standards, and promoting efficient
transport links.

8�8�8

The computer and electronics sector provides an encouraging
example of Thailand’s ability to become globally competitive in a
fast-growing high-tech industry. However, Thailand is now
increasingly ‘squeezed’ between lower cost countries such as
China and more advanced economies such as Singapore and
Taiwan.  Unless Thailand rapidly improves its competitive posi-
tion in areas such as R&D, technical training, public-private
collaboration and investment incentives, its ability to achieve
further growth–or even sustain current levels–is likely to be
threatened.
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