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A leap of faith in deregulation
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The outcome of successive measures to deregulate the outbound industry is hard to predict.
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Two methods of regulation

here are, broadly speaking, two methods of regulation in

modern societies: rules-based and disclosure-based. Rules-
based regulation means that the regulating authority sets down what
must and must not be done, whereas under disclosure-ruled regulation
basically anything is allowed so long as information on a product, ser-
vice or whatever is sufficiently disclosed to the customers.

These two methods of regulation, of course, have their pros
and cons, and supporters and opponents. Those who are regulated
are generally against rules-based regulation, which according to
them stifles competition and innovation, inflates the cost of doing
business and deprives the consumers of real choice. The consum-
ers, on the other hand, are often put at ease by rules-based regu-
lation and may even argue that the rules are not comprehensive
enough to protect them.

Disclosure-based regulation is almost always welcomed by the
traders because it can cure the demerits of the other method of regula-
tion, but the consumers may be unaware of its shortcomings until they
complain about what they have bought and are told that there is a
clause in the small print of the receipt or the service agreement cover-
ing, and therefore invalidating, their complaints.

When it comes to methods of regulation, more often than not,
it is not a matter of rules-based versus disclosure-based, but a com-
bination of them with more emphasis put on either of them. Factors
in deciding the emphasis often include whether large sums of money
are involved in transactions, whether the market is mature, and whether
the regulatory environment is in favour of rules-based or disclosure-based
regulation.

From rules-based regulation ...
When the outbound industry began to be self-regulated by the TIC in

1988, it was far less regulated than today and severe fraudulent cases
were not unheard of: in 1986 and 1987, two travel agents had abscond-
ed with the tour fares collected from thousands of travellers. Faced with
such a situation, the TIC had no option but to lay down rules detailing
what must and must not be done by its member agents. A rules-based
regulatory model was thus set up.

Some of the rules, laid down to tackle specific trade malprac-
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tices, may seem to be baffling when their original targets have
been rooted out. Nowadays with property prices ever-rising, it is be-
yond imagination that about 30 years ago when the TIC had not yet
taken up its self-regulatory role, there was a travel agent which splashed
advertisements across the press claiming that those who joined its tours
could take part in its lucky draw, whose grand prize was nothing less
than a flat! Thousands of people joined its tours, and the travel agent
suddenly closed down and ran away with the tour fares. After learning
about this past event, will members now find some of the advertising
rules more reasonable?

... to disclosure-based regulation
After years of sustained efforts by the TIC, the outbound in-

dustry has become a properly regulated, yet innovative in-
dustry full of competition. Not only have travel agents doing
outbound business become more disciplined during the last three
decades, their customers have also grown smarter and less likely
to be lured into buying dubious travel products or services. Also
competition is much fiercer now: local travel agents have to fight
for customers with airlines and hotels, which used to rely on them
to sell their tickets and rooms, and with online travel agents not
registered in Hong Kong, which need not follow any rules of the TIC
atall.

With this background and the Competition Ordinance in
place, the TIC has considered that it is time to change its rules-
based mode of regulation to one more focused on disclosure. Over
the past few years and particularly since 2015, several rules govern-
ing different aspects of running outbound business have been re-
pealed or greatly relaxed (see“Feature”, No. 4/2016 and“Council Bul-
letin”in this issue). Take Directive No. 230. A provision in its predecessor
banned travel agents from promoting any compensation not allowed
by the TIC. But if they promise to offer their customers huge sums of
compensation should anything go wrong and are able to honour it, why
should they be stopped?

Accurate predictions hard to come by
Deregulation may take many forms, one of which is a shift of regula-

tory focus, just like the outbound industry. While the deregulation of the
telecommunications market is the most successful local example, that
of the banking sector may be the most disastrous example in the United
States, its consequences being named “the Great Recession” for having
brought about the worst financial crisis since the Great Depression in
the 1930s.

What will be awaiting a deregulated outbound industry? Will it
become another successful local example of deregulation? The jury is
out now, and may continue to be so for some more time, until perhaps

after the Travel Industry Authority is established. ifié



