3-4. Automotive Parts Industry in the U.S. -
3.4-1. A Bricf Description of the Present Situation in the Market
The auto parts industry in' the United States 'consists”of 2,000 com'panies which
employ more than 600,000 workers accmdmg to’ census data, In 1987 the mdusny
accounted for factory shipments (sales) of about $94.5 billiofi. |
Auto parts manufacturers_ as a group sell their products in two principle market

segments;
. Table V.3-39 Major Market -
~ Segment | ~ Customers Marketing Channel
Originat Equipment (OE) - . Vehicle Manufacturers . Factory Direct - s
Replacement Parts or Vehicle Owners Via Wholesalers, Distributors,
"Aftermarket" . ' Insté_ﬂlcrs, Parts Stores

- About half the U S parts manufacturers sell to both the OE and aftennarkets
while the others sell just fo- the aftermarket where the rade includes many accessories
(special wheels, radios, etc.) as well as parts o replace those w‘mch have been damaged _
or wornout,. . TP RS siyeen e sl
The auto parts mdustry is made up of many small- and medmm—sxzc producers
and relatively few large ones. In the case of many unportant components a few firms
dominate and this situation will become more 50 a$ vehicle makcrs continue o move
toward buying completf_:: "systems". The latgcr firms are becoming 1ncreasmgly
multinational and are now given more respon31b111ty for the design of the products: they
build. Few really blg companies are devoted entirely to auto parts, but spread
themselves across many product-areas. L SETRERENN N R

Smaller firms in the industry have a- difficult ttme kceplng up w1th the pacc in
design, equipment investment and expansion into foreign markets. An 1ncreasmg'
number of them have become "second tier” suppliers whlch means that they makc
specialized components that they sell to the OE supphers who have direct contact with
auto manufacturers. For example, Ford buys seating from. ﬁrms such as. Douglas &
Lomason (D & L) who can ship completed seats toa Ford plant in the exact: order
required to match the tlow of vehicles down the assembly line. A manufacturer of seat
springs for D & L is called a "second-tier" supplier to Ford.
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- -For many _s'mall-manufact_urefs both U.S.-based and foreign, the second-tier or
third-tier reIationship is very desirable. Less is expected of them in design, technology
and capital, though in exchange; they have little direct contact with the auto compames
and therefore less influence on their own destinies. : '

Another favored market for small ‘suppliers is replacement parts. They can
concentrate on manufaéturing a few types of parts and get lower costs since they do not
have to provide as much design, produét testing and just-in-time shipments. Also, these
sméller’ manufacturers including huridredé of small foreign manufacturers, may be able
to avoid competing with the major manufacturers by supplying them with parts to fill
out the product line. Distribution is the -key in replacement parts since the final selling
price of a product includes distribution’ mark up which is generally greater than
manufacturing costs. A small manufacturer often must enter the complex distribution
system by supplying parts that will be sold through a manufacturer sach as TRW or a
distributor such as Genmne Paits. : : _

Distribution of aftermarket parts is a complex subject covered later in this report.
U.S. companies dominate the distribution of aftermarket parts and accessories though
many of the products sold are imported.

'3.4-2. Demand and Supply
(1) U.S. Production

The ihdusn'y that manufactures automobiles ( Motor Vehicles and Car Bodies -
SIC 3711) is.made up of a few very large firms, 'namely the Big-3 of General Motors,
Ford and Chryslcr and the forclgn transplants Honda, Mazda, Nissan, Toyota and
Volkswagen It is larger than the paris industry in terms of total value of shipments,
$120 bllhon in 1987, but employs 270,000 people, which is consaderabiy below the parts
industry.. _ . i '
 The truck and bus industries are much smaller in size and are not included in the
mdusmes mentioned abovc Two items to be noted are:
1) Truck components are frequently mdlstmgmshable from auto componcnts and
-are often reported with the auto parts industry.
2) Lighl: trucks are often” puréhased by individuals and used in the same manner
-as-automobiles though their sales and producuon are reported with trucks and
not automobﬂes For example, in 1986 about 7.9 million cars were assembled
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~ in the U.S: along with about 35 'million ‘trucks, of. Whi'ch' -3.1 million were
light trucks. Vans, such as the popular Ford Acrostar are classed s tracks;
Another point of note’ is that vehiclés and parts flow very freely across the border
of the U.S. and Canada, Because of this free flow the two countries are often considered
together as the North Ameérica market. . Fofd and GM make m'any'ca.rs in Canada for the
joiht market. Chrysler has its Eagle operations there as well as all van manufacturing.
To clarify the relationship, note these figures for- 1987 production in units. - e

- Table V.3-40 Production 'of.Cérsr& Trucks in the ‘U.‘S._ & Canada, 1987 -~ -

U.S.cars 7,022,521

Canada cars 802,581 -
U.S. trucks 3,807,934
Canada trucks 817,320
Total U.S./Canada cars o

and trucks 12,450,356

To a lesser degree, the same thing is going on between the U.S. and Mexico. -
Ford, Chrysler, GM, Nissan and VW make cars in Mcxico, some of which are sold in
the U.S. S
Table V.3-41 Shipments Qf Aufo Pafts n fhe U.S., 1987

SICH - Shipments 1987 ($ Btlhons)

3465 . Automotive Stamping $173

3592 - Pistons, Tings, etc.. 26

3647 . * Vehicle lighting equipment - 10 :

3691 Storage batteries 2.5

3694 Engine electrical equipment - R ¥4

3714 Parts and accessories 656 .
TOTAL 8945

fuels.

The above cﬁtegories are generally used to'define the auto parts indusiry.” Tires |
are not included, nor are many automotlve products such ‘as. pohshes lubricants and
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Most of the products included in the six SIC groups above are made

predominantly of metal, but there is no sure way to know what proportion may be other
~ materials, S_inc_e-this report is to focus on metal parts, it is to be noted that some changes
are taking place in both the quantity and character of automotive materials.

2 Maten'al_s Trends

It has been estimated that total average car weight will decline by 10% (from
3,028 to 2,725 lbs/car) between 1985 and 1995. The reduction will result from
increased usage of advanced materials which by 1995 will represent about 35% of the
toial-.Weight_' of 2 typical car As part of this change,'heavier materials will be displaced
by materials of higher value such as high-streéngth low-alloy steel, magnesium,

powdered metals, _adiraih'ﬁ:ed compo_sités; engineering plastics and ceramics.

' One carmaker's view on the trend in material usage by major categories shows
the composition of cars changing as follows:

Table V+3-42 Comp(')sitin_n.nf Car_s-Percentage by Weight

Material - 1980 1985 1990 %Change 1980 to 1990

Total iron & steel: ~ 71.9 70.0 . 660 -5.9
Carbonsteel - 54.5 470 410 | 135
High strength steel 67 140 17.0 +10.3
Cast iron 107 90 8.0 27
Aluminum . 32 4.5 70 +3.8
Plastics - 5.5 7.0 10,0 +4.5
Othermaterial =~ 194 .. 185 ~ 170 2.4
_ TOTAL . = 1000 1000 1000 1.2 Net

‘Source:_ Materials En'ginecriﬁg, Sepi. 1986
- Metal Progress, May. 1986
- Private commanication

V17



(3) Demand for Replacement Parts

Replacement parts are probably about $40 billion of the $94.5 billion referred to
above as the total parts market, Definitions of the aftérmarket differ so widely 4$ to
products included and price pmnts that it is difflcult to rationalize all the flgures

available. o :
Using another set of assumptions as to what constitutes the replacement parts
- market, the resulis show: '

T‘Ible V3-43 Replacement Market Swe, 1987

1987 eq,
Hard parts (engme suspenswn exhaust etc.) $309
Tires, batteries, chemlcals S 10.3°
“Body parts for crash repair- e e ."5.7 .
TOTAL - %469

Source: Study Team estimate - :
Within the $30.9 billion market of hard ‘parts, the distribution by type of vehicle
on which the replacements are installed is esﬁniatéd to be:

Vehicle ' _n_ugLn ‘ " Percent .
US.domestic ~  $256 83
Japanese 43 0 14
Other | 1.0 o 3

TOTAL $309  100%

A big change is underway in these pl'OpOI‘tl()nS because of the growth in Japanesc
vehicles. The Japanese segment is expectcd to grow about 9% per year and wﬁI doublc
its market by the early 1990s. ' _ I |

In contrast, the short range market for domestic passcnger ‘car rcplacement parts
will show a decline. This is tied to the number of domestic cars in operation which will
experience a low growth rate and a significant decline in the repIac'emalit' rate for key
parts categories. Total light truck demand, however, ‘will be up and overall demand for
domestic replacement parts will be up slightly for 1987, leveling in 1990.
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(4) Imported Parts Market Share

~Overall, we calculate imported paft‘s at a market share of 18.3% in 1987, up from
7.6% in 1972, There is more on this subject in Scction M which deals with foreign
trade. _ S :

- "Domestic content” of vehicles includes assembly labor and probably
transportation costs and other items. Therefore, it is not the same as market share, and
in fact it demonstrates that share figures in such a large market as this are not rigidly
defmcd 3 .

Moreg 1mportant 1988 18 a critical year in- U S. parts imports. Import data in this
report only goes through the end of 1987 and there have been changes in trend since
then. Some of the factors are:

i3] Ncwly opened assembly plants in the U.S. (Mazda, Diamond Star) which will

initially import a large proportion of their components,

2) Decline in value of the U.S. dollar, shutting down many foreign sources that

were growing.

3) Strenuous efforts of transplants such as Honda to increase their U.S. parts

- SourCces. o _

*4) Furtheri integration of Big3 plants in Mex1co into the U.S. operations.

Tt will be important for any foreign manufacturer to keep up with changes in the
American market caused by recent decline in the dollar's value. Opportunities of the
mid-1980s may no longer be there. |

(5) Imported/Domestic Competitibn

Competition among imported and domestic auto parts greatly favored the
imports in the early 1980s.  With the U.S. dollar’s decline and great improvements in
productivity induced by international competition, the nature of the competition is
changing. | |

1) Low Wages- R e g
Wage levels for blue-collar workers are becoming increasingly irrelevant in
world compeﬁﬁbn. Productivity still matters - indeed it matters increasingly
~ . more. Quality, design, setvice, innovation, marketing, all are becoming more
important. ‘Bﬁt blue-collar wages as a direct cost are a minor factor.
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2) Overcapacity Holds Pnces Down e _
Any industry with overcapacity is likely to have dlfﬁcult pnce competltlon
unused fac111t1€:s and perhaps too little proﬁtablhty to. ath‘act mvestment in
new equipment, s ‘ : :
There is overcapacity in “the U. S auto parts mdustry but it is dxfﬁcult to
measure,  While c_m‘rcnt-tot_a_l- U.S. industrial capacity utilization s around
80%, the anto-parts indbstry utilization is said to be only a little lower at 77%.
If there was obvious oéerca'pacity, a larger spread would be"expécted -
The biggest 9hock to the parts industry has been the globahzatmn of
competition ‘on prlce and quahty Once the U: S.-auto mdustry opened its
* ind to the possibility of foreign sources, everyone had'to live by the same
standards worldwide. But that trend is now several years old and with help
- from a lower-valued dollar, ‘the strong and smart compames are survwmg

(6) U.S. Consumption Patterns

The Big-3 U.S. automakers have increased their buts.ide'pﬁrchases of parts,
components, modules, systems and 'servic';e over the past few years (o the ‘benefit of
independent suppliers. Several forces are driving this trend; not the least of which is
wage rates in auto plants versus wages in supplier compdmcs

1) The Role of Labor Rates

The Big-3 are tied to master labor c_ﬁontracts,.an_d-are_less able to control wage.
increases than outside suppliers, who are often'fno't organized. From interviews with the
United Auto Workers (UAW), it is anpaférit the unions believe this is the main reason
for increased outsourcmg The pcrccmage difference bctween wage. scales has been
mcreasmg substantlally ' '

Table V.3-44 Compariso_n of Hourly Wage Rates' .
- Auto Plants vs; Component Plants.. .. -7 .

1971 = 1975 - aﬁto plant wage raies' 13% high’er

19761980 ° - auto plant wage rates . -'16%:highe_r:.--7= L

1981 - 1985 . ‘auto plant wage rates 20% higher
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The Big-3 have also been attempting to reduce the number of their suppliers, in
part by outsourcing a'complex compo'ne[it’ or whole system rather than just a part. The
© success of this program has increased the_-dbliar_ volume of outsourcing, and has also
improved quality, as suppliers are required to measure up to strict quality requirements.
- Ford, GM and Chrysler have all instituted progx ams which reqmre quatity improvement.
Ohe ‘of the Big-3 expressed the opinion that their supphers “quality had improved
: measurably, and had moved about 25% of the way toward Japanese quality. Some auto
- parts supphers also commented that their quahty, wlnle improved, does not yet meet
Big-3goals.” © ' - ' '

“2) “Three Tiers of Suppliers-

- A§ ‘outsourcing increases; a three tier grouping of suppliers is emerging. The
first tier suppliers are usually large ‘companies o'fferih'g' design, engineering and
"Tpro‘d'uétiéh capabilities for systems or ‘modules. Some companies in' this group arc
e growmg more than '20% annually, and are actively pursuing business from other than the

B)g-3 compames, both effshore and in the U.S. Many of them prowde a global source
for an agfo model made in more than one location, - Interesnngly, the first tier vendors
-see the Big- 3 as ‘both’ customers and competitors, since the Big-3 have in-house
" capablhty in’ ma.ny components " There are ‘only a few instances of the Big-3 taking an
“equity position in supphers, as compared to Japan where many automobile makers own
an interest in their supphers '
The second tier are suppliers of parts and/or service products to the first tier.
They usually do not supply systems, but will often have proprietary products. This tier
of suppliers is growmg, and some of them have a hzgh degree of sophistication as
“-compared to-the second ter players inJ apan who tend to be relatively unsophlsucated
- The thlrd fier suppliers: prov1de parts to the second tier and so on.
" Will ‘this trend- to outsourcmg cont1nue'7 It seems 1nev1table although union
opp051t10n may slow the trend. The first tler supphers are reahzlng that outsourcmg
‘*:gwes them new market’ opportunmes servmg Japanese auto companies Iocatmg in the
: oy, S and export markets, as well “The Btg -3 like the ﬂexlbmty outsourcmg gives them,
a8 weII as the lower labor ‘costs,- potentlal for 1mproved quality, less assembly line
5?5downt1me -and better productmty It is dlfficult to 1mag1ne a program that prov1des
| "?better quahty at lower cost.. ' R o
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_(Tj,Quali_ty _

Quah&y rcmarns a major battleground in’ compcntmn for auto parts busmass
partlcularly on ‘the original equipment side. It is not qultc as. much of an 1ssue in
.replacernentparts : TP et

‘ Startmg in about 1980 thcrc has bccn a growmg perccptron that J apa.n has been
able to produce cars of consrstently hlghcr quahty than -has the Umted States... This
perception began with cars 1mportcd from Japan, but the reputation for quahty has been -
extended to cars made in the U.S. under Japanese control and 1ncorporatmg a limited
number of U.S. madc components.

Because a reputation for product quality is such a pcwerful selhng tool the whole
industry, both vehicles and components, has put extraordmary energy into 1mprovmg
design and manufactunng quality. One of the leaders in this movement is the. American
- Supplier. Insutute, Inc. (ASD, a non—prcﬁt tax cxempt orgamzauon dcdrcated to. quality
., management and the competltlvc 1mprovement of Amcncan mdusn'y ASI was creatcd in
1981 by Ford Body and. Asscmbly 1o serve. as a resource for supphcr quahty assurance,
with original trammg m'lterlals prepared by Dr. W. Edwards Deming and’ othcrs ASI has
expanded into thc Taguchl Methods, Quality Funcuon Deploymcnt (QFD) I‘lex1blc
Manufacturing Systems (FMS), and Company-Wide Quahty Control (CWQQ). '
_ ASI $ board and steering committee include. rcpresentatlves of. thc Blg 3
~automotive manufacturers over 20 of the largest U.S. parts makers and a. spnnkhng of
academic people. '

(8 Brand

- Brand names. are not 1mpcrtant in selhng ongmal equlpmcnt parts to auto "
makcrs Vendors’ brands are not used i in scllmg cars and in_ fact are. seldom vrsxblc on
~ the vehicle beyond the . battery which generally’ carrles thc in- housc brand Delco or
Ford. The tire makersname is always visible. i h e e
The. rcputauon of the supphcr howcvcr ‘is vcry 1mp0rtant in sclhng 0. auto
makers partlcularly when it is supported. by capable. demgn facﬂltles, reliability :in
delivery and low pnce Large automotive supplrers such as Dana, Dochler—] arvis, GE,
- Wickes, Allied Slgnal and many others advertlse their design and problcm-solvmg skills |
directly to automotive designers and executives at maJor auto. produccrs This
advertising by trade publications, radio and other means is very . sharply focused on the
Detroit area where most auto decmlon makers live.
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In replacement parts, brand 'llame's'afe‘a-very important matter, especially since a
significant volume is bought at retail by users. Champion, AC Delco, TRW and Fram.
are strong, important and very valuable brands that "help sell millions of dollars of gﬁarts
at retail. There are also store brands where the repﬁta_ﬁon of the retailer and the products
ar¢ merged. - Sears 'buys its'muffiers from'outside'311pplicrs but sells and installs them
under the Sears Muzzler brand. Speedy Muffler King is an example of vertical
integration since their mufflers ate made by Walker, a unit of Tenneco Automotive, who
also own the Speedy chain of installation shops. In the shops the emphasis is on the
Speedy: brand, while sales through independent distribution is under the Walker name,
Midas (2 unit of IC Indusmcs) is a similar case of vertical 1ntegrat10n in exhaust system
manufacture and installation. ' ' '

Any parts manufacturer who does not have an established brand name must
realize it is very expensive to build brand recognition and is probably not worth the
effort anyway. It is much more practical to become a supplier to chains or distributors
who have established brand names Or store recognition,

3-4-3. U.S. Foreign Trade in Auto Parts -
(1) General Description

Table V.3-46 shows all the bas.ic.:production and trade data on the U.S. auto parts
industry for a period of 17 years. Data is from the U.S. Department of Commerce.

Over the 16 years of 1972 — 1987, the parts industry has grown only from

- inflation since production of U.S.-made cars and trucks is down a little over the period:

1972 11,299,236
(1987 - 10,975,334

~:Replacement parts demand is up, of course, because there are more vehicles on
S the road About 180 million now vs. 120 million in 1972, -

o In 'the U.S._ mai‘ket, the biggest change has been in the rise of U.S. parts imports,
~ ‘both in value and as a pércentage of the total market. '
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.Change, 19721987

Total U Sales Paﬁs » + 232% :

- U.S. Imports Lo+ 7_86%

US.Exports . . +293%
A comparison over the sarri_e period of years shows:

Exports as a percent of U.S. § production .. 102%-. - 121%
Tmports as a percent of U.S. $ market 6% - - 183%

-In terms of trade balance, the U.S. ‘has-moved from a';net exporter to.a net
- importer over the. period as seen in Table V.3-46 and in this_summary for the selected

" years:

(US$ Billion) 1972 1979 - 1984 1988 (Proj)
U.S. Exports $2.9 $7.1- $11.1 $122
U.S. Imporis 21 . 89 121 204 -

Net U.S. Exports (Imports) $.8 $1.2 SBLO) ($3 2)*

- *Note that the 1J.S. Intematlonal Trade- Commission computcd the parts trade '
deficit a litile dlffcrently and got $1 .2 billionin- 1982 and $10 billion in 1986. -

In the early 'years. of the above pcrlod 1mp0rts and exports w1th Canada
dominated all U.S. foreign trade i in auto parts. Because U. S “Canada trade in auto parts
has been carried out under $pecial tra_dc_ agreements for many years, and becausc trade - '
beyond Notth America was limiited, 'the,' U-S. parts industry was ésSéniially operating' in
a vacuum so far as ‘competing with the rest of the world was concemed The spemal'
 bilateral trade with Canada was always largcly in- balancc What upsct this comfortable
situation was the sharp rise in imports from: Japan and to a lesser. extent. West Gennany,
Mexxco France, Korea and Brale all of whlch was without any substannal nse in U S.
cxpoﬂs to those countries. Lo L LY S T T

After 1984 (actualiy retmactwc to 1983), the U S Ccnsus Bureau changed toa
different set of product classzfmatmns and a New set of rcports Their reason for
changing was to improve the rehabﬂuy of data thcy pubhshed (cf Tdblcs V.3-47, 48)
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Foreign Trade Reports
~ Imports - FT210 FT135
 Exports -  FT6i0 | FT 410

Looking first at U.S. exports for the five years through 1987, Canada continues
- to be the 'dor'r'iinant factor, Its share Ill'owe\?'er has deClined':fro'm 78% 16 64% over the
period. Two factors are at work in raising exports to countries other than Canada. One
- is the i mereasmg rmportance of Mexico which now has substantlal production of U.S.
. bound Big-3" cars.” Because Mexico has become a se_nu -domestic” U.S. manufacturing
area its share of U.S. exports has goné from 8% to 14%. The other is the decline in the
'vaiue of the U.S. dollar compared with many other currencies. -
The’bid'"story," of course, is that because of the decline in U.S. cnrrency value
" relative to many othier currencies; U.S. imports have slowed their growth whlle eXports
have accelerated ' '

: "Tn summary, the data show that trade with Canada moves in both directions, in
*high volame as part of agreements that for many years have made the U S. and Canadian
markets virtually otie, so far as auto p'trts are concemed

© With so much Canadlan ‘product destmed for the U.S., ., it might follow that
Canada would build producuon facrhnes here. Not so. Data published by Automotive
Parts International on forergn owned auto plants in the U.S. shows there are 18
Canadran—comroﬂed auto parts planis in the U.S. of which 7 were started in the 1970s.
In the case of Japan, there are 182 plants with only 15 datmg to the 1970s or earlier.
There has beéen nio recent rush by Canada to build capacity in the U.S. market, and there
does not appear to be any rush to buﬂd U.S. plants in Canada though good data is not
'+ ‘available. Probably there are two reasons for the U S. and Canada not building plants in
' €ach other's country U o
) Parts can’ travel qulckly and eaery in both dlrectlons across the U S.-Canada border
o to mest compennve and produet reqmrements wherever they may be.
":'-2) The two currencres move more-or—leas together in value 50 that there has been no
V4 slidden change § in cost or in the relative return on capital in the two countries,
Neither of these condmons characterizes the movement of trade between Japan
"_and the US. 'In particuiar, the risk remains ‘that some time in the future there may be

B another sudden change 1n relatwe value of currency such as the one that pushed the

- 'dollar down 50- sha.rply agamst the yen, as well as European and some other currencies.
: The recent currency change has made the U.S. a low-cost producer. stregardmg the
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risk that there may be other such changes, many foreign parts producers have invested
heavily in alternate 'sourcé facilities in thé U.S., even though at least temporarily it
means reducing or ldlmg productlon at facilities in Japan or Europe Much of the
overcapacity the industry now decries is both of this desire to qulckly move capital
where it can eam a better return. Currently this strategy favors owning plants in the U.S.
rather than in Japan or Europc o . y
In addition, the newly built forelgn plants in the U S. prov1de hlgher productlwty

and better quality control, U o . '

' Forccastmg U.S. exports and lrnports of auto parts has become very d1fflcult
_bccause of rapldly changmg global circumstances.. As.the amount__of_ parts. making
~capacity in the UsS. -grows and as both Japanese and European au'ton_la,ke_rsr saek more
ways to use U.S. parts, there will be a trend toward more U.S. exports and fewer
imports. Eventually the U.S. trade will move at least part way. in. the direction of an
~even balance but how far and how fast it will move in- that dlrectmn is cxtremely
difficult to progect - ' :

_ One continuing unknown is the expanding role of South Korea The U S.
Departrnent of Commerce (DOC) believes the Korean mdustry can provxde a market for
U.S. made parts and accordingly has organized trade shows in Korea and encouraged
American parts makers to attend. DOC believés there has been _soﬁlsa success in this
rcgard' and cites new data _shoWing U.S. auto parts exports to Korea. .-

1085 - $23 million

1986 — - 45million -
1987 (8mo) .~ 89 million .

While from DOC’S standpomt these ﬁgurcs look hkc proof that thexr cxpmt
stimulation program has been a success, the scale of that success 1s very small
considering what moves in the opposite direction. Hyundai sold nearly IOO (100 more
cars in the U.S. durm_g 1987 compared with 1986 and there wcre 35,000 of the Korean
made Pontiac LeMans sold here in 1987, up from n6n¢ in 1986. In terms of .valu‘e, US
imports of passenger cars from Korea and some of the other countries in 198_6.__,5_11(_1 1987 .
were as follows: | | | | : | o '
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Table V3-45_ Valite of U.S, Passenger Car ¥mports
(Unit: USS$ billion)

VSQ. gr.xh'K-glrea Mex'ig;g | ,'!rapgn: Bm'zilll

1987 2061 1176 21.305 239
1986 797 433 21.061 001
Increase . o 1.264 43 244 238

Source: U.S. Internauonal ’I‘rade Commission, compiled by
Automotive News, March 14, 1988,

Lrght trucks, wh1eh are tabulated separately, showed that U.S. imports from
J apan declined from $4.9 billion in 1986 to $4.3 billion in 1987. . :

Imports of parts from Japan will _p_r_o_bably dec_hne as more of the Japanese parts
plants in this country get into production. The decline will be delayed by opening of
Diamond-Star and Toyota-Georgetown which will increase' the demand for imported
components. US. exports to Japan may increase slowly as more American vendors get
 at least small orders. _ :

Imports of parts from Korea will probabry increase as more U.S. vehicle
manufacturers "drsco\_rer Korea as a source of components. Further, there may be much
more parts manufacturing capacity coming on line if Kia Motors Corporation goes
through with plans for expansion of a vehicle plant near Seoul.

- In February Kia announced its intentions to expand by 600,000 its present
300,000 unit per year plant which makes Festiva for Ford (a 10% owner of .Kia) and cars
of its own brands. They would try to sell two-thirds of the new product in the U.S. If
this ambltlous '$1.6 billion investment should go forward it would probably be
accompamed by a sharp increase in component manufactunng capacrty in Korea, adding
to the pressure to export to the u.s.

, Auto parts unports from Europe are expected to dechne as VW cIoses its U.S.
assembly facﬂlty At the same time, U S _exports to Europe may increase. BMW
recently held a meetmg in Florrda 1o whrch they invited dozens of potential U.S.
supphers of OE components They want to increase U.S. content in their vehicles for
reasons of both cost and trade relations. Sales of the expensrve European brands in the

U, S. were down last year 80 brands such as Audr Mercedes, Peugeot, Porsche, Saab,
VW and Volvo may follow the BMW 1dea in, order to hold down prices while showing
themselves wrlhng to mcrease U.S. content. , _

Mexico wrli almost cenarnly increase its northward shrprnents of components GM
alone is shipping 1,500 engincs a day from Ramos Arizpe with 56% domestic conent,
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* The detailed items in arinotated form aré listed in acéompanying Exhibit TII-2,
along with the cursent rates of duty. Also included in Exhibit T-2 is an example of the
proposed changes in the tariff schedule whrch the Customs Serv1ce expects will be
approved in 1989, ' e

B. Customs Regulations .
The tariff duties are categorized into three rates as follows:

Rate 1 — Most favored hations (largest category and includes some communist
' countnes, €. , Poland, Yugoslawa) '

Rate 2 ~ Certain Commumst nations

Rate 3 - Generallzed Systern of Preferred (GSP) counmes

'I"he current duties for motor _vehicles' and péirts_under Rate 1' are either "free", 2%
or-3.1%. The duty under Rate 2 is efther 10%, 25% or 35%. In the "special” Tates
category, G.S.P. countires are given duty-free status for certain tariffs, Many Pacific
Basin countries are on the free list. Others pay 3.1%, but all rates are subject to change.

3-4-4 Distribution in the Automotive Aftermarket
(1) Chan'nels, Structure and_Function_s

The U.S. dftennarket for both domestlc and Japanese vehlcles is dmded into two"
primary distribution segments; 1) the original eqmpment (OE) parts dtsmbuuon systern '
and 2) the independent dlSlnbuthIl system In the former, OE parts producers dlstri‘oute .
replacement components through the vehicle manufacturers sefvice and parts divisions 8
to franchlsed dealers for in-house service use or for sale to reta11 and wholesale
customers. In the latter, both OF supphers and mdependent ‘manufacturers distribuie
parts through various tndependent channels (c g whoiesale dtstrtbutors and jobbera) to
Tepair services or retail outlets, R IR .

It the early days of the’ domestrc automotive mdustry, new veh1cle deaiers
handled most repair work. Consequently, the velucle manufacturer s own
dealer/dtsmbution network 'was the dominant source of pans “and’s servrce for u. S cars
However, that dommanon has decreased over the ye'trs as the mdependent aftermarket

grew.
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“The indeperident aftefrha'rkét has grown for several reasons. First, more cars on
the road and increased 'dcma"nd'm_ade;'it possible for independent producers to
manufacture "will fit" parts* in economic quantities. Second, vehicle manufacturers
created stiff competition among 0E_'su;’5ﬁliers which, in turn, held down prices for parts
used in new vehicles, This endouraged parts manufactures to improve their profits by
servi'rig the afiermarkét, Third, independent auto repair shops gi‘cw $o numerous that
they‘bec"amejmdre convenient""arid generally lower priced than the repair facilities of
new car dealers.” Fourth, do-it-yourself (DIY) auto repairs increased significantly as
more owners bought parts and did their own repairs.’ ‘

Similarly, when 1mported vehxcles began sc!lmg 1n the Umted States the import
car dealers supphed v1rtua11y all of the parts used in service and repalr of their vehicles
because volume was too_small to interest the independent parts manufacturers,
distributors or repair shops. As Japariese vehicles became the dominant import, so also
the Tapanese new car dealer became the dominant source of replacement parts.
Howwer that domination is: fadmg as the Japanese car population grows. The reasons
for thrs dechne are the same as those in the U.S. aftennarket for domestic vehicles,

““New car dealers gcncrally conduct repalr busmcss durmg the warranty period.
After that, 60 to 70% of repair ‘work is done outside the dealership, with foreign car
‘dealers still holding onto more business than domestic car dealers. ~ '

| *"Will fit" parts are replacement parts produced by manufacturers other than the
original equipment supplier. These parts are not "genuine” but will fit and are typically
made to a pmduct standard that is acceptable.

@) Oﬁéfall';:Su;uétﬁrg o

: Followmg the evolutlonary changes Just descnbcd the current major aftermarket
'channels for alI cars and hght trucks are: '

Approximate
- - : : har
' 1) Warehouse distributors (WDs) mcludmg controlled R 55%
dxsmbutmn groups and their JObbBI'S ' : B
2y OHgmal eqmpment vehicle manufacturers and thelr dealers - 20%

3) Dn*ect outlets (€. g., mass merchandisers, franchised ' 25%
“répair specialists and automotive retail chain stores). = '
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~The Sngﬁcant difference between distribution of parts for. 1mported cars and for
domestics is the role of thc car dealers. Thns dlstnbutor dealer network of Toyota,.
Honda, leqan and the like enjoys a very hlgh proportion of the parts-going into their
own cars. It is estimated at.a 55% overall m'uket share. It is high- because dealers for
Toyota, etc. control the distribution of parts. . If one wants so-called genuine parts made
by Toyota Honda, etc., one must go to their dealers '1hcy are not available from,
rctalle_rs. Parts from 1ndependcnt foungn manufacturers enter this country. through .
import distributors or exp_edltors_and are sold to various installers and at retail. That is
about 30% of this market segment. Domestic manufacturers make up the other 15%.

3) _Warohousc‘})._isnibutors (WD)“ e |

_ The_primoly:c_hannoi_ of aftermarket p?rtsﬁist_ribution for U.S. fn@huféétumrs has
historically been the conventional warehouse distributor (WD). The WD provides
completo lines of parts to :jobbers. for resale to’ independent ‘garages and-other
profession_al installers. U.S._manufactorcrs rely on price, brand r_:arne and completeness
of lihc to compete in this chaﬁoél Thcy mako use of the well-estabiished .jobber
distribution network that receives products from WDs and sells to the thousands of
installers and service shops nauonw:de

(4) Mass Me_rc}-laﬁdis-ers. |

The othcr'important distribution channel for U. S. manufactor'érs IS the mass
merchandiser. Mass Merchandisers include stores like K-Mart and Sears & Roebuck
that both sell and install, as well as regional chain stores that only. sell parts 1n contrast
to WDs which distribute complete parts hnes, the mass merchandlsers dcal prlmanly in
fast-moving parts such as filters, exhaust systerns, shocks spark plugs and 1gnmon'
components. Brand awareness is 1mportant o mass merchandlsers because’ they depend
on the drawing power of national advertxsmg by the manufacturers. Thus names such as
Fram, Autolite, Champion ar_xd A-D Delco are commonly found in these stores. ‘Because
of the strength of these names it was easy to adapt these products to the. rising number of.
imported cars. Thus by the early 1980s Sears could: sell plugs filtcrs, mufﬂers efe.; for _
a Toyota as easily as for a Chevy. . P A ST

U.S. parts manufacturers sell their products to the mass merchandlscrs either |
directly or throngh an intermediate agent known as a "feedor WD." Mass merchandlsers
buy many parts and accessories through importers from countries in thc Pac:ﬁc Basin.
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The parts'_s'ourcing decisions gexieraliy revolve around custormer acceptance of the brand,

gross profit margin, and r',etum;on- investment as reflected in the turnover tate for that
part and supplier. - Sourcing decisions for low-cost parts and accessories (e.g., mirsors,
turn signal flasher 'lights_a;id ignition éompenents) are-based on similar criteria, with less

emphasis on ‘brarid name. Consequently, small off-shore producers selling through U.S.
importers dominate this low end of the market. They depend heavily on "do-it-
_yom'selfers (DIY) who change their own spalk plugs, filters, spark plug wire sets, wiper
blades, etc. | _ -

In recei_lt{yea_rs, DIY wotk on cars and light trucks. has been an important part of
the aftennerket This usage has been primarily limited, however, to the very fast-
moving and hlgth competitive parts categorics (30% of shock absorber sales and 60%
of oil sales): ‘Research. indicates a decline of DIY hard parts reéplacement is taking place
on newer vehicles as vehlcle sophlsmatlon increases. For example, MacPherson struts,
which are difﬁcu_lt to change; are found on most new cars rather than shocks, which a
D1Y cani change quite casily. For these and other reasons, many former DIY mechanics
are having work done professmnally, often by the increasingly cost effective service

 specialists such as the quick lube center. R

The mass merchants are gaining in other ways.  Some, like Sears, already have a
big installation business and are pushing to increase it. Others like Pep Boys are
increasing the number of stores and emphasizing their installation services. Mas
merchants erea_ted_ a niche for themselves by eliminating steps, specifically the WD and
jobber in the distzibu;ion chain. They passed savings on to the customer but stuck to
selected high volume parts.

(3 hnpﬂﬁér/DiSﬁbutor .

As demand grew for replacement parts to service the increasing number of
.1mported cars the busmess ‘went mostly’ through new car deaIers “Then an 1ndependent
group.of m3porter/dxsmbutors (World Parts is one) grew up to enable mdependent repair
 facilities 1o obtain parts for forelgn vehicles. '
Importer/dmmbutors usually buy replacement paris from the country of origin of
the vehicle or of the ongmal part.- The specific source within that country may be one of
: ,the followmg : '
[} The OI:', manufacturer is a possxble source, but usually not a major one since
. most: toehng is owned by.the vehicle manufacturer; who can restrict the sale
- of parts made with that to_ol_in'gi
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2) Snpphers to vehlcle manufacturers thh eXCess. capacny and the ability to
modify part desrgns for one rnanufacturer so that they "will fit" tho_se of othe_r
manufacturers. -Examples include bearings and piston rings. o
3) Small mdependcnt parts producers' who are able to price- compentlvely by
“using cheaplabor and sub~ standard raw materrals and quahty control
procedures. R S S
Many importers. that specrahze m Japanese car- and hght truck parts have found
new sources of supply outsrde Japan. These countries include Taiwan, Korea and other
Asian countries where labor and raw ‘material costs: are below: those inJapan,

Importer/dlstnbutors have lost some of. the;r market share to the conventional
:WD' and jobber channel.- Reasons for: t}ns_ shift closely parallel the move: toward'
independent distribuﬁon'for domestic parts that was described earlier. ‘As the number of
foreign vehlcles increases and ‘ages, more gas stanons and 1ndependent garages ‘will
offer full service on J¢ apanese cars and light trucks. - This trend has béen strengthened by
the growing abihty of U S. producers: to. prowde paris of consistent quahty on demand
thvough conventional aftermarket channels This is in direct contrast to the srtuat:on in
the late 1970s when most major U.s. parts manufacturers were not: producmg or
manufacumng replacement patis for Japanese cars and, hght truck. -

(6) Other s'guaa of Parts

_ Honda Toyota Mazda and ‘Nissan: often say that they wm comb the’ earth
looking for the best available source for every part ‘needed to build’the best. cars “Their
dealers in theory can search w1dely for replacement parts, but i in fact they seldom do.
Discussions with major Japanese brand car dealers have shown:that they generaIly buy
parts through the parent company distribution orgamzatlon for these basxc reasons:

. Quality — The quality-(e.g., fit and Serwce hfe) of ‘many of the genuine parts is
percervcd as being superior.to those available through independent channels. On many
safeiy-related'parts;'(e g., brake and. Steeringlsaspension'cornpo'le'nts)- the fedr of
exposwre to hablhty suits is hlgher for parts which:are not percelved to be of OF quallty
or which are produced by other than a first-line suppher RN

Avaﬂablhty In genera] the availablhty of genume parts to the dealer has been
good, and some parts, €. g engine castings, are not readily avallable through
independent channels.- ' SRR LI S s

Convenience - By usmg the OE parts dlstnbunon system Lhey get the advantages
of an inventory control plan, stock order aIlowances return allowances and some :
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__protection from potential product Habil_ity suits.. On safety-related paris like brake pads

the dealer is in a much stronger poéition if he has used " ge_nﬁ'ine" replacement parts.
Loyalty — So many dealers have become very '_vécalthy by their Japanese car

- franchise that they are eager to maintain a high quality relationship in every possible

Co way.

(7) New Pricing Techniques

'_As_ with most subjects, certainly in the automotive. industry, there are more
complications than are seen-at first. In the case of aftermarket parts pricing, competition
-.at: all levels — manufactunng, distributing and retailing — has created intense price

> pressure and changes in the whole way-of d01ng business.

-......One new pricing: TESPOnSe to. these pressures-is that 1mp0rters and wholesalers
can sell dlrectly to fleets or installers by telephone with computer-based information
= systems ‘This cuts out the Jobber level and thereby adds to price competition,
S A_no.t_her plan creates a "key installer" list supporied by manufacturers who offer
. an additional 3 to 7% rebate on sales through participating jobbers to make them more
comp\,uuve at these large "key" accounts. : _
.- - In another plan manufacturers offer distributors addmonal discounts if multiple

',;.lmes are camed _For:example, a distributor who handles TRW's engine parts alone
.,.;g';r,e,cezvesha ‘car_t_al_n, dlsc_o_un_t_but could. obtain a lar_ger discount if he added TRW
suspension parts or s'omé other TRW lines. Because inventory, sales and reorder data
are_now  largely _compu_,tc:i_zedsig:is easy to keep track of these complex plans; easy,
. .t,ho,ugh_ sometimes confusing enough so that the distributor may not know what he really
. .pays for every item. For example-, if 2 WD drops the Borg-Warner clutch line of Echlin
.. he may.find that his real costs of other Echlin. product lines go.up because the most
. favorable discount is based on handling several Echlin product lines and on his purchase
volumes. '

.._3-'4-_5. Sales and Distribution Strategics’

- In the U.S. .a__utoﬁiio.tiVe replacement parts market the most successful strategies
-__,are,—.basédp‘n;--contﬁol Of-diﬂr‘ibutﬁio,ri rather than excellence of manufacture. Not that
‘,f.gx_nar_x_ufacmring is ignor'éd,'bu_t- rather _th_e"r_pajor; players like TRW, Arvin, Echlin,
" Tenneco, AC Delco and Fram know that they can manufacture products at the quality
level and cost required to remain competitive. Most of these large players in
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replacément parts are also successful in the OE parts busmess where- htgh quahty and
low cost are the only way to survive. e ' IREEEEEE
It would be very difficult for a new manufacmrer or marketer to break into the'
market-at a hlgh level. ‘Even the' J apanese with all their success in OF parts: have not
made a strong move into replacement parts, other than those supplied through J'ipanese
car dealers. Nippondenso for example is a highly successful supplier of OE parts fo
Toyota (which is of course a part owner of ND) and many other automakeis: Their
efforts in the aftermarket, however, have been limited and they have done little to try to
build the ND trademark up to the level of U S marks such as Fram, AC Mtdas or
Walker.: :
Some day a foreign paits manufacturer- may try o make a‘quantum leap into the
aftermarket here by acquiring a: manufacturer with'a well: known trademark or
: dlsmbunng organization, For most manufacturers trymg to entér-the U.S. automotwe
- aftermarket, the approach is quite different:" Here are strategy steps to con51der '
Step 1 - Analyze the charactensucs of replacement parts to see which might he
attracuve For example, Table V.3-49 is graded ortgmally by WRA to ‘determine which
ones were most attractive to-U.S. producers. The ideas are just as valid for forergn firms
if the grades are turned the other way. A category “of "low-attractiveness” to U.S.
suppliers is automatically a-"high attractiveness" to forergn suppliers.. Note that thts
-approach is conceptual ‘and must be inte_rpreted—by each ‘company in terms of its’ own
. objectives of profjtability't)r volume, - There is neiautbmatic'su'ce'tess' 'ﬁOm"follOwing
these ratings. | R . SRR o
- Step 2 — Review the ‘matrix in’ 'I‘able V3 50 which quanttfxes the ratings
mentioned in the previous table and adds further factors for consrderatton agam "WRA's
original objective was to find product categones of interest’ to Us. manufacturers S0 a
low point score suggests products of 1nterest_ to’ offshore sources.  As before, ‘any
conclusions must be drawn in keeping with each user's own particular circumstances and
objectives. ' _ | o
Step 3 — Review the data on imports and exports to see generally what type of
parts are moving from where to where. It is usually better-to try-to go with existing
flows of trade rather than starting in a direction that has not pre\iiously been successful.
‘Note that 1988 is a crmcak year of transition in U, S. trade. Many products formally
imported into the U.S. are once more being - manufactured here while exports are
‘increasing. Therefore it is necessary to keep up w1th the Iatest data rather than’ sm)ply _
: pro;ectmg trends from past years. : ' A '
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Step 4 - Obtain suggestions from local chambers of commerce, trade
associations and the off—shore buying offlces of various auntomakers. Data on some
American autornotive trade associations is in Table V.3-51.

Step 5 — Determine the prime contractor for some automotwe systems that
appear to have parts that would be desirable to make. For example find out who makes
transmissions for an auto manufaciurer and determme what parts the company could
make. Most smaller manufacturers will be “"second tier" suppliers who work only
individually with the automakers themselves. "There is a legend about an eager supplier
who wanted to get as a customer the Honda plant in Ohio. He bought a Honda and
disassembled it. Among the target parts list was the wheel jack. He got the business
either because of his brash z{ppfoach or his price and quality.

These steps are a few that should be helpful getting a start, 'Any manufacturer
trying to improve his position as an anto parts supplier will spend a good deal of time
developing a good strategy.
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4. Cost Analysis

Because it is thought that the parts now under domestic production require
analysis. that is based on spcmflc and realistic numerical values, studies were made from
the fcllowmg two viewpoints.

(1).The level of selling prices should be understood, and to what extent they have price
.compctiﬁvcn'css_ should be clarified.

(2) If they lack price competitiveness, the reasons should be analyzed and what measures
there are to gain price competitiveness should be considered.

The parts not under current domestic prodution were left untouched, given the

- following considerations:

(1) It is surmised that in the future, parts which can be produced under a small- or
medium-scale production system, if they are domestically. produced, can be similarly
viewed as those now under domestic production.

(2) As for parts requiring a large-scale production system, such as engines for example,
casting and forging projects have already been under detailed consideration.

4-1. Cost Level of Dcmestically Produced Parts
(1) Method of Deriving Cost

Data on the manufacturing costs of each item produced by individual firms is of
_ such a character that it cannot be understood from surveys, During the latest survey,
thcrcforc approx:matc cost levels were derived by gathering rough figures of the selling
prices for major parts from the firms visited. Then, with the cooperation of automakers,
unit purchasc prices of dcmcsncally produced and imported parts were figured. In
' 'addlnon, the unit purchase pmccs of imported parts were checked against the domestic

selling prices in J apan of the same parts. | '
~ The component ratio of cost by item of expcnse was obtained from respondents to

a separately conducted questionnaire.
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(2) Method of Comparison : _ TR e

The unit prices of domiestically-produced ‘parts used for comparison are the unit
-purchase prices of automakers. Regarding imported parts, the unit prices should be
reckoned at the point of time when automakers put them to use:; The unit prices of.
imported parts, therefore, include import dut_ies and expenses related to transport ("Import
Open Market Value") in addition to CIF prices. The rates of import dutics are 40% for
passenger cars and 5% for commercial vehicles. The unit prices of imported parts for
comparison are converted into Malaysian dollars at exchange rates prevalent at the pomt of
time when the comparison was made o

(3) Results of Comparison
The results of comparison of the specific items of parts urider the Tatest survey ate
shown in Table V.4-1. The comparison-involved quality rating as well as price. This is

because quality is a very important factor for automotive parts and the fact that price .
appraisal alone will bring about a'biased view. ' '
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TableV41 co Companson of Unit Price o'fi'Si)eci'fi'c"Pérf'ts

- oo : -Quality-
Domeslic Price/Impost Price . Evaluation .
: A Company - B Company ' A~C

Parts . n ' : Company -
uel Tank o .. 401 — 526% 525% O
Brake & Fuel Pipe 194 ‘ O
‘Radiator, © © - S 129 - 131 134 e
Shock Absorber 117 — 161 131 O
Electric Horn 124 — 132 A
‘Coil Spriiig - . - C120 0
Exhaust Pipe 77 — 209 _ O
Exhausi System 4 — 95 97 A
Muffler 74— 83 - O
Air Filter o 2 A
' Wiper Mote & Braket 130 = 150 - O
Starter Motor - . 137 109 O
Alternator 77 91 O
Damping Sheet 131 O
Mud Flap 140 O
. Seat Beit _ 87 ' 132 @]
Wiring Harness 99 O
~Glass T .80 O
SCQarpet - _ : 80 O
‘Seat Pad ' ' 52 ‘ 55 X

Note: O ; No Problem
© A Sometimes Poor
X ; Poor '
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Table V.4-1 shows that the level of umt pI‘iCBS of 1mported parts almost exhrblts'
the same trend, though it dlffers somewhat accordmg to firm. As compazed “with
imported parts, characteristics of domestic products may be c1ted as follows:

a) Metal parts generally cost mote than parts inade of other materials _

b) Among metal parts srmple parts manufactured at facilities for voluime
production cost more ' ) '

c) The cost of metal parts made from smgle large srzed and expenswe metal'
moulds is high _ _ T
d) The cost of assembled parts wlueh 1equ1re many p1eces of eqmpment to
produce generally is hrgh ' . ' S

¢) The cost of parts which wear out easﬂy and are also shlpped to the replacement
equipment market generally is low _ Coo T

- f) Generally, there is no problem w1th quahty EEUE

The appomted time limit of dehvery of products to automakers is welI observed

causing no specific problerns,
4 Needed Cost Level

. It may be sald that the needed cost level should be price competltwe From thlS
point of view, the unit price levels of domestlc products cannot be said to be pr1ce
competitive, even if they are lower than those of 1mports as shown in Table \ S by -
percentages of less than 100. In the case of Cornpany A m the Ta‘ole custonns duues and

other expenses make the prices of imported passenger car, parts about 68 percentage -

points higher. In order to make the unit price levels of domestlc automotlve parts equal to
those of imports, therefore, they have to be lowered to.atound 60% of the current levei
In other words, costs will have to be reduced by apprommate}y 40% These figures are

based on the assumption that the comparison value shown in Table e 1is100. If the

comparison - value is more than 100, the 1equ1red rate of cost wductlon wﬂl be

correspondingly higher.



4-2. Analysis: of Factors for the Higher Cost of Domestically Produced
Parts

4-2-1. Cost P'enalty
(1) General Con siderations

When an import substitution industry such as metal }irocessing is newly
developed, raw matenals and. fac1hties often have to be imported and operation should
:_start while the size of the market.is still small: - In such a case, costs will generally be
5;h1gher than in countries where the industry has already been developed. In other words,
prices of domestic products will be higher than imports. This is what is called the "cost
penalty" arising from domestic production. This phenomenon is said to be common in
devéloping countries and is not limited to Malaysia alone.

(2) Promotion of Domestic Production and Cost Penalty

It goes without saying that it is most desirable to have domestic production
progress without cost penalty. As a matter of fact, however, the unit prices of domestic
- products are high as shown in Table V.4-1. Therefore, various protection measures have

been taken, as stated earlier. One such measure to actively protect domestic production is
the Mandatory Deletion Program (MDP). Viewed in relation to cost, it works as follows:
| Parts manufacturers request an app_liéation from the Mandatory Deletion Program
once they are able to produce parts which they desire to have deleted from the statos of
approved CKD parts. Based on the request, automakers test the parts for use in
individual models to consider the advisability of adopting them. MDP status is applied to
one part after another found usable. Generally, however, a time limit is set for
consideration before one can apply. In concrete terms, when MDP status is applied, 80%
of the models are assured coverage by the program. Once an MDP status is applied,
imports a.re not permxtted unless there is a specific technological reason and parts
manufacturers consent This means a substannal ban on imports.
' The procedures stated above include technological considerations but no cost
- istlidies. Uﬁder such protection measures,: therefore, a reduction of costs will not be easy
_}Jnless the principle of competition works among parts manufacturers with price
 competition oceurring.
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4-2-2, Factors for the High Cost of Domestically Produced Parts
(1) Qualitative Consideration of Structural Elements of Cost

On the basis of the views of managers of firms obtained thrcugﬁ the latest survey
and what has been learned on visits to factories, factors conSidered tesponsible for the
high costs have been classified by the main structural elements of cost. The results are
shown in Table V.4-2. R ' e '

~As_for the. factors in Table V 4-2, many managers emphasized 'the yen's
appremanon in relation to raw materials, and small volume of production and high
purchasing costs for facilities. Similatly, they cited small volume of producnon and htgh _
unit cost of purchases for metal moulds as well: T |
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Table V.4-2. Major High Cost Causes

Ttem - Major Causes . .- Ancilléry Causes~ - Phenomenon’ *
RAW eeremmgme Dependence ﬁpon Appréciated yen Rise in unit
materials imporis Small volume purchase price

use '
L~ Bulk purchasing Increase of raw
o ~material stock
Long lead time Increase of raw
material stock
— Insufﬁcxent technology — Occurrence of Lower yield

defects
L— Insufficient — Insufficient
 production met.heds maintenance of
' woiks
L. Occurrence of losses— Lower yleld
L Large lot production Increase of work in
process
[ . L Increase of product
Equipment —~ High priced metal Dependence on - stock
processing equipment Japan for high
- : fil_ahty equipment T
Appreciated yen Price rises
——Production R Increase of fixed
decreases cost burden
L Lower level Lower
automation productivity
Monld & die Impon dependency for — Dependency on
materials Japan for high
quality materials
I~ Appreciated yen Price rises
Original high price Production Increase in cost per
_ _ decrease unit
Jigs Technology not yet - No possibility of
obtained producing
locally
Lo visits of foreign Temporary
: : technicians expenditures
Personnel — No labour Low automation Lower productivity
saving policies | level
Lack of workers Lower productivity
- able to handle .
different machines
and processes

- Electricity — Occurrence of power
failures

Ownership of Increase of fixed

in-house power cost burden
plants

Storage of cushion Increase of product
stocks stock

Occurrence of Lower yield
defects
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(2) Quantitative Consideration of Structural Elements of Cost -

Table V.4-3 shows a breakdown of cost of Japanese parts’ manufacturers with
which the data obtained during the latest survey are Juxtaposcd

_'Téble V.43 Cost Price ,Struct"ure Ratios

Raw Materials 47 30 45 . 66 - 75
Labor Costs 23 410 7 3 12
Equlpment and Others Costs 30 = 60 48 . 31 13
TOTAL . . 100 100_ L 100 - 100 100

Notes: Comparues A and B, raw material processmg compames that produce '

such items as bolts.: Compames Cand D, compames that assemble
such items as air conditioners.

Source:Japan, Small and Medium Entcrpnse Agency, 1988 cost pnce mdexes

' for'small and medium enterpuses Companies A, B, C, and D,
respcmse o questlonnalre '
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Broadly speakin g, 'I‘able V.4-3 indicates the high component ratio of expenses for
facﬂmes and other 1tems for material processmg firms such as Companies A and B. This
coincides with the statements of the managcrs interviewed. It is surmised that the lower
volume of pfdduction :has raised the component ratio of fixed expenses for facilities, metal
moulds and other items. :

Table V 4-4 shows the result of a trial calculation usmg the data of T‘lble V.4-1
- and Table V.4-3. In drawing up '[‘able,_ V._4_-_4 _re_ferencg was made to Table V.4-1 and the
level of 120% of unit prices of domestic products, as compared with those of imports,
was regarded as a representative value. Incidentally, the level corresponds to about 200%
of dprif;éstic unit prices in Japan, From Table V.4-3, on the other hand, component ratios
in J_apaii and Conlpény A were taken as representative values. The comparison is made
on the assumption that the unit 'pi'ic_tf: in Japan equals_iOO yen.

Table V.4-4 Cost Price ﬁfitioé' and Their Re]"atiohship to Cost Standards

- Item - Japan Company A
S T ~———- .~ —————— Company A unit price/
o Umt prxce Rano ‘Unit pnce Raﬁo Japan unit price
Raw Materials ¥47 - 47% ¥60-  30% - 128%
Labor Costs - 23 23 20 10 87
Equipment and Other Costs 30 =~ 30 120 60 400
TOTAL . 100, 100 200 100 200

Table V.4-4 shows that the expenses for domestlc raw materials are higher than
those of Japanese products while personnel expenses are lower. Expenses for facilities
and other items, however are four times as much as those of Japanese products.

Although a trial calculation, it may be said that Table V.4-4 still represents a model
* of the current cost structure.

| Unlike facilities, metal moulds cannot be used in common for various prodﬁcts.
‘When production volume is small, therefore, the cost is high per unit of product. During
 the latest visits to firms, opinion was heard at one firm that domestic production of new
parts was considered but found to be impossible because dies alone would cost
M$300 000. With a view to finding the levcl of dies prices, in Japan we conducted an
estimation of the cost of dies for proccssmg several parts we had sketched at places under
survey.” The gls_t of the results is shown in Table V.4-5.
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" Table V.4-5 Results of Die Cost Estimate =~

R o e e D Costs
Pr'oc'essed'Paﬁs and Dié Classifications - - . Lo (Unit M$1,000)

1) Outer dlametcr about 70rmn vt g o e

o .thickness: 2.3mm  press-punch die . 90 .

- 2) Outerdlamcter 120mm thickness: 4.5mm press-punchdie 148
3)1,350x1,219mm - thickness: 0.8mm “sheetdie -~ 157 . .

-4y Quter dlamcter 380mm thickness: 3.5mm punching die 165 .

.5)Same as above . L - 190

C6)Sameasabove T T S L e g3
7) Sane as above:'.'? e e 333

Notes: Finished shape is different for 4) and 5), and 6) and 7) 4) and 5) are o
_ the same type of parts, but they have different manufactunng ,
processes. 6) and 7) are the same type of parts but they have '
different manufacturing processes.
. Cost is calculated on a scale of M$1 ¥50

__ Malaysxan dxes are not parncuiarly high priced as can be found in thc Ievcl of dies
cost shown in Table V 4-5, Tt may be said the pwblem is w1th an mablhty for volume
production despite the use of dlﬁS '
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4-2-3. Consideration of Price ‘_Conipetiti_ven:e'ss
Measures to strengthen pnce cornpeti'tiveness will be considered from two aspects.
(1) Unitary Aspect

From the umtary aspect it may roughly be sard to be necessary to strengthen the
followmg two pomts '

a) Estabhshment of basic technology
" It may be satd that manufacture of quahty products xs a prelequrstte for becommg
‘price competttlve In 1nterv1ews durmg the: latest survey wrth automakers who use
‘domestic products we heard that domesttcally manufactured parts m general had become
good, The results are shown in V.41, But many made the appralsal that durability was
low although there were no 1mmed1ate problems with therr use, or that the same part could
be used in some mode]s but not in others.. Whlle v131t1ng parts manufacturers we heard
complaints that the qualtty standards for automnotive parts were 0o rrgxd But it may be
said that manufacture of qualxty products is an essential condition for establishing price
competitiveness. Such an 1mprovement of technologrcal ability will allow a solution to
the high cost factors shown in Table V.4-2as well as the expansron of sales.
b) Perfection of control technology
It may be said that i inJ Japan, many firms have gained great results from efforts to
elmnnate waste. “As for quahty, the ablllty to manufacture a few good products is one
thing and the ab111ty of conhnuously puttmg out hundreds of thousands of good products
is another. Durmg the latest survey, a remarkably wide gap appeared to exist in the
production management and quahty control systems among ﬁrms Ranonahzatron
through ‘the- perfectlon of control - technology can be accomplished only over time.
According to the manager of a frrm we visited, he recerved a lot of detailed advice from a
technological expert dJspatched from Japan, and the results were good. He also explained
that it took three years for the advice to take root to some degree in his firm. Another firm
‘said ‘that men of talent who can be entrusted with production control had not been
nurtured yet. Arnong the hrgh cost factors shown in Table V.4-2, there are some such as
the reductlon of work in_process that cannot be solved without perfection of control
technology. It is surmised that steady progress of activities for improvement will lead to
~ cost reductions. . '

@ _S_tructural_ Aspect
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To what extent can a unit selling pncebecut by a rise in production volume? Or,
conversely speakmg, what extent of productxon volume is necessary to reduce unit sellmg
prtce? This point may be said to be a structurai problem Wthh parts manufacturers
cannot solve alone.

The relat10nsh1p between a reduction of unit seIllng price and a rise in productlon
volume on condltton that no change in pl’Oflt and loss is brought about is shown in Fig.
V.4-1, The premlse of the ﬁgure is the assumptton that the cost structure remams as. 1t is -
despite any increase in produenon volume. Also parameter R represents the current ratio

of variable and fixed expenses. 4 . L
“As found in th V.4-1,a 25% cut m umt selhng pnce under the cost stmcture of '
R=10 would keep proﬂts at the same level as they are currenﬂy if productton vqume
* doubled. Agam, xf umt selhng prlce had to be cut by 40% to estabhsh pnce
competmveness, proﬁts w0uld be affected unless productton volume rose 5 ttmes as
much as now under the cost structure of R =1. 0 _ T o
| ‘The ratio of variable expenses/ﬁxed expcnse of'uarlameter‘R:, found fro_m the
data in Tab)eV 4- 3 is shown in Table V 4 6 ‘ o - .

Table V.4-6 Variable ’Cdst_'s 'ﬁﬁafixéd_ 'C’és"ts” o

Item o Japan CompanyA CompanyB
_.Vanable C()st Ratios N 60 4% 51% o 57%_ AR
Fixed Cost Rattos ' - 39. 6 49 43
TOTAL - ceco 1000 =100 - 1(_)0
Variable Costs/thed Costs ol 53 o104 -_ L1333

- Note: Breakdown of variable costs is direct materials cost, purchdsed ‘_
parts cost, indirect materials‘cost, outside order processing cost,: . -
cost for fuel such as crude oil, and other dtrect costs .
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Tiis found from Table V.4-6 and Flg V.4-1 that Company A with an R of 1.04
could compete by cuttmg its unit sellmg price by about 25% and doubling its producnon
volume, _ o _

Table V.4-1 shows the unit selling price of “fuel tanks are particularly high, The
necessity of large-sized presses and metal moulds for production has lowered their
par ameter R below 1.0, Therefore it may be said that mcreased volume of productlon will
”conmbute greatly to a reducuon of cost and a cut of unit selhng pmce‘

In the producnon ‘of metal parts which reqmres large fixed: expenses, gcnerally it
' may ‘'be said that inéreased volume of production will contribute greatly to a reduction of
cost, aIlowmg a rise in price competitiveness.

Fip. V.4-1 Correlation’ Between Reduction in. Unit. Sales -Price and
Increase in Production Volume
Y YETTTOARER
y: Magnification of Production Volame
~ - x: Reduciion of Unit Sales Price -~ .
: R Vanabic/ﬁxed I:xpcnses for Presem Cost
fimes -
5
. _147 .
L .7.3':*
2
14
0 - Y - :-u.r -: .i - ; 1 ~ T -.A'ﬂ: .‘l. -;Vl - -l x ’
01 oz ©3 04 05 06 07 03 09 gREIE
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5. 'Gi'm‘ftﬂh _Moosqros_ for fh_e__'Automo:t'i:ye:'M‘étﬁl Parts Industry
5-1. Summary -o_f Current Probl_oms -

‘ Th1s summary has been made ﬁom two pomts of v1ew, namely, from the
'standpomts of tho automobﬂe and tho automonve parts industries, together with a
conmderatxon of problems drawn from the aforementloned issues.

- The problems Wthh were. dIawn are llsted comprehenswely in 'I'able V.5:1
attached further on. '

5-1-1. Major Problems Viewed from the Automobile Industry
(1) Scope of Reliance on Imports

Itis observed that the automobllo mdustry consmts of processing and assemblmg
In Malay51a, however, assemblmg was first introduced and then proccssmg came into
operation. _ : |

Assembling is a step in which a f01 eign car manufacturer cngagos in operatxons
with its own technol_og:es and parts brought into the country, and it is b_as1c_a11_y _
acknowledged as a form of reliance on imports. At -PRQT ON body-pressing is carried
out and assembl.ing. has ah'oady been put into oporation' However, steolrsheet's, a major
material, are lmported and various kinds of technical dovolopmonts have been conducted

by its partner, Mitsubishi Motors Corporation. _

In the area of parts processing, almost ail steel'matoria]s and processing eqoipmont-
and technologies rely on 1mportat1.on Agam in the production of assotnbly parts,
imports are still relied on for many of the compononts, too. Though a portion of the
materials are domcstlcally_made and some technologies are now being acquired, the scope
of its import reliance remains high. ' ' '

(2) Limited Domestic Market and a Decline of Demand

It is indicated that Malaysia has o'high car ownorship' but that the relatively small
population has created a limited domestlc mmket It is also pomted out that the pncos of
cars are high comparcd w1th average nanonal moomcs ThlS has resultcd in chfficulty to
expand the demand situation. B ‘ '

Furthermore, reﬂectmg recent busmoss trends, the dcclme in demand has’ becn
immense. Accompanying the quantlty decreasc has been a weakenmg of econormes of
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scale. Due to these reasons, rises in cost, excessive production capacity, and inefficiency
in production have been emerging.

(3)=Excessive Numbef of Vehi'cle_Mo_deIsi Compared with Vehicle Output

Forewn auto manufacturers engage in assembly by transferring models developcd
in their own' countries. - In this way, many foreign assemblers have advanced into
Malaysia. Thus there are too many assemblers cdrﬁpar_ed with the car production rate, yet
the number of _mddels is increasing in correspondence with model changes. :

With some.excep'tions,'._most parts are produced based on the designs of each
automobile assembler. Therefore there are not many common paris which__cah be shared
among multiple manufa(:tufers Moreover, every model p_roducéd by the same assembler
requires the parts it specifics.

Accordmgly, small output of respecuve models has dlrectly caused small output in
parts production. With the recent increase in pl'OduCthﬂ of the PROTON Saga, such a
problem concerning parts for PROTON is now being solved. However, parts
manufacturers producing parts for models other than for the PROTON Saga have to
ultihiat_ely facea dcéréase in produétion, which has created another problern.

5-1-2. Major Problems Viewed from the Angle of the Parts Industry
1 Low Technical Levels in Parts Production - -

Malaysia does not have much experience in parts production, and its. parts
manufacturers are at present rather small in _sizb. This explains why their technical experts
and skilled workers are in the stage of development, and parts which can only be
produced in large scale plants are not yet produced in the country.

.. ‘Technologies required for parts production mostly depend upon technical transfer
from foreign parts manufacturers. Therefore, although technologies for the respective
parts have already been ihtroduced wide peripheral technologies have not yet developed.

Moreover, concermng technical problems faced by parts manufacturers in daily
productlon, the Malaysxan car assemblers are unable to give such advices or su ggestions
or technical aspects as those which are usually given in Japan.
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(2) Weak Price Corﬁpeti;ivehess for Parts

The main causes of the weak price competitiveness of Malaysian antomotive metal
parts is the small ot production.- In particul'ar; the cost-of mould is Very expensive in the
total productlon cost due to both hlgh mould pnce and low productmn volume w1th aunit -
of mould, e T ' ST
"There might be factors whlch brmg down prxce compeutweness other than the low

productxon volume, Considered factors include low p_r_oducuwty arising fr_om the small
size of enterprises and iiferior working :emkironmehts ‘the "oWr‘iei‘s'-‘ways of thinking
‘regarding enterprise management and fmancmg problems whlch prevent equlpment
“‘modernization investments. _ : SRS R T SRS
Another problem would be the delay of the producnon technology development
which would fit for small lot produc'non of muttiple kinds of parts. :

(3) Weaknesses in Measures to Expand Parts Production.

Viewed from the parts industry, the 'quantity-'of products demanded in the
domestic market, above all in.OEM only, is too smalli’ On the other hand, an increase in
the volume of productlon is desirable from the vxewpomt of econozmes of scaIe Thisis
why parts manufacturers in ddvanced countries have: moreased the export yolurhés of thClI‘
own parts accompamed by improvement of their’ techno_logles. The major export market
is REM, and under the present situ'ation "'ef'fo'rt's"for.marketing expansion in this market
are being made by every parts manufacturer. However only comparanvely largc-scale
enterprises can can*y out marketmg expansmn L

8.2, Coun'termeasures‘for Major Pf‘ob!en’iS'

Measures to help allev1ate the cuirent’ problems of the parts mdustry are as -
follows: : - e o

(1) Measures to Overcome the Low Level of Technology -+ ¢ -
a) Establish a basic technical feseareh_ system -
In order to promote domestic 'produc'ti'on of automiotive metal pa'ns' deveiopment '

and acquisition of production technologles and manufacturm g ! skllls should be required
For this purpose, it is advisable for orgamzanons to estabhsh a research system whlch
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would supply its results to the publie. At the same time, diffusion of the research results
to the private sector is also recommended. It is further su ggested that continuous on-the-
spot guidance be conducted in addition to an introdurction of new innovations in
technology and quahty Improvement measures. For example assembly type parts, now
regarded as domesucally produced, still largely depend upon imported parts. Therefore,
ass1std_nce by public organizations is expected to support the local enterpnse s effort to
produce those parts domestically.

' ~.b) Afﬁﬁatidn and technical cooperation with foreign enterprises

.. Te enhance the demestlc productmn rate of automotlve metal parts it has been
observed to be. efflclent either to promote affiliation with foreign enterprises or to
‘introduce technologles from them. Therefore it is desirable to expand and enrich every
possible measure for those improvements.

(2) Measures to Cope with Weak Price Competitiveness
. . a)Promote (_iprnesﬁc metal moyld production

kb It has been observed that the -percentage welght of moulds are lngh in the cost

structure Matenals for metal moulds, 1f not demestlcally produced could be purchased
cheaply, provxded appropnate de31gn1ng and processing technologies are obtamed In the
present snuauon since development of the domestic mould mdustry is premature,
unprovements of techmcal Jevels in this field are recommended.

b)' Have affiliated companies grow

“Due to small lot production, machinery and equipment cannot maintain a high
working ratio. 'Therefci:e it is advisable to develop linkage type of a firm to which a
. particizlar'procesSing works are concentrated without dividing those operations among
many ﬁrms For this purpose, enhancement of the technical levels of the local linkage
“type of firms is necessary. Regarding metal processing technologies, continuous long-
7term onwtheospot guldance is needed. Furthermore, assistance is requested from assembly
type of flrms so that these linkage type of fmns can develop their capabilities by getting
_ 'sufﬁcnent volume of orders.
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o c) Ma.ke sttldies on tiivefSifieatiOn' of pf'odtiots C

It is suggested that a study be rnade asto whether automotive pfu ts manufactmers :
who are eqmpped w1th multl purpose machmes can produce some metal products other’

than automottve p‘iI‘tS.
d) Educate owners

It is adv1sab1e to° strengthen ente1prtses by 1ntroduc1ng overall busmess
management education. “Education on the following aspects is advisable as a measure for
mu1t1~1tem productton on'a small scale, a'eans to enhance productivity, tackle methods
for cost reductton and methodology to mt.roduce small group ‘activities; and so on.

(3) Measures A gaihst Sinall'Domelstie Market Demand

Expansion of exports is one policy to expand production. In joint ventures or
technically eoopera_tihg enterprises, pai'eht companies and their partners have already
created supply systems in the major markets. Tn-this case, the two-enterprises are
expected to coordinate their activities there. o '

" On the othier hand, local entexpnses with no such reIatlonsmps are lrrelevant to this
coordination of activities. However they have to face the d1ff1culty of acquiring |
mformatton concernin g export markets. Accordmgly, as on€ of the growth measures for
local enterprises, it is su ggested to gwe them asmstance by offenng mfonnatlon for export
promotion. S e : Lo e
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‘Table V.5-1 Current Problems

(1) Problems Viewed from the Angle of the Ermronrnent Surroundmg the Pans Industry

a)

T

Decrease of patts produetxon caused by the reduetton m automobﬁe producuon

In spite of the extreme dmnmshment in assemblers’ operauon rates, the number
of carmodels has not been reduced, and the volume of parts for each model
have drasttcally decreased Therefore, at the moment, there is over production
capacity.

Since the use of domeshc parts eurrently cause excessive cost increase, parts
manufacturers cannot adopt a positive attitude.

Excesswe number of car models and model changes

" Time and high costs are required to apply domestically produced parts to a

newly developed model.
Standardlzatlon of the parts is not easy and mtelchangeable parts are few

_Uncertamty about the outlook for the automobile market

Fundamentally domestic markets are small.
Car prices are high compared with national income.

. The number of ¢ar owners, compared to the population, is already high.

Quality requirement has reached a severe stage in the automobile export market.
Future prospects are chm for other assemblers than PROTON! Corporation.

_ H:gh dependence on 1mported Taw matenals

Pnees of raw matenals and parts are rlsmg. _
Inventories of materials three months in advance are usunally needed.
Cold steel sheets and tool steel are not domestically produced.

Equipment and tools are highly dependent on imports

' Impbrted. equipmeht is-_costly.
. ‘Metal moulds are costly. -

Lack of active entrepreneurship.

Because of sophisticated technologies and small lot production in automotive
paits plants, few are willing to engage in production as unprofitable as the usual

- metal parts mdustry

(2) Problems V1ewed from the Angle of the Country s Systems and Pohc1es

a)

*

'_Posmve measures to curtall the number of domestlc models cannot be taken

Compared w1th total ear producuon volume number of assemblers are

© RUIMETous.

Positive measmes for car. models cannot be ta.ken

- Thefe are too many models compared with the- immber of cars produced

Standardization of parts is necessary among models. .
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b)

d)

e)

Insufflclent grasp of pl oducUOn situation based on the issued licenses

Manufactut ers have no duty to report on their oper'monal or producnve situation
by item, so the data on these areas are 1nsuff1c1ent

Ambrgutty in the classrficatron of parts

-Pmts are regrsteted and controlled w1thout class1f1ed into two wheels and four-

-wheels

Easiness of the 1mport of second hand motorcars

Imports of second- hand motorcars in 1987 1ncreased compmed to the prev1ous _
year. _ _ i . - .

_Comphcated government-related procedures

3) Problems Viewed from the Angle of Technlcal Standat ds and Techmcal
Developments

a)

*
L.

*

Low level or lack of manufacturtng sktlls B

Precision machrnery processmg technology is not yet establtshed

‘Present pressing technology level can cover only pulling and bending.
‘Large-scale casting capacrty has reached up to three ton 1tems on an

experimental basis. -
Aluminum casnng technology has not yet estabhshed

Technical development delay in metal moulds

Bven simple pressrng moulds cannot be desrgned
Drawing processmg often creates creases. '

Small amount of self-made parts

Even in PROTON, R&D are largely carried out at therr partner: ﬁrm in Japan
Many parts are produced on the bas:s of j Jomt ventures or technical cooperation,

Lack of manufacturin g skills for main parts

Important safety parts are not made_ jdomesncally. =
Peripheral technologies are not developed .

Lack of evaluation ablhty among the assemblers of Malay51a :

To adapt domestic parts tests are camed out in the expornnﬂr country, whlch
takes time. - :

Improvements of technology to reduce costs of parts are 1mplemented slowly

Lack of test equrpment among parts manufacturers E

_ Measunn g equlprnent for tests is not avarlable, tests are conducted 1n the

exporting country. .
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i)

Low technical standards
Many enterprises operate by introducing already developed technologies in firms
overseas.

Solf-productioﬁ of necessary toots such as welding tools, tc., for new models
is not possible.

Low standmds of mana gement techmques

Most of local enterpnses do ot mamtam plantq orderly and the gaps in techmcal
levels among them are large.

Some enterprises do not have the knowledge on multiple-item and small-lot
production method.

The management staff membels cannot make detailed cost calculations.

Low quality standards

Even if samples are made properly, products manufactured ona buik basis are

-nof accurate.

Quahty gaps are observed among dahvered goods

Delayed standardization.

(4) Problems Viewed from the Angle of Busmcss Management

a)

*

b)
c)

g
h)

i)

Lack of mutual parts supply systems

There are not such mutual supply system as that PROTON provides other
corporations their produced bodies.

Lack of linkage between the auto assemblers and parts manufacturers

Many corporatlons are divided into sub- corporauons from the reason of taxation

system-

Duptication in clerical works and management tasks is obscrved.

It is doubtful whether the decision of the management secior is fully
communicated to the whole enterprise.

Low producnvlty

Equxpment is old and some of the entcrprlses onIy ach1eve around onc—thu‘d of
Japan's productivity.. -

- Production volumc is small, WhICh gives no mmerit for automation.

Frequcntly observed Job-hoppmg

ngher labor costs compared with Thailand or Indonesia
ngher f:lectricuy rates compared with neighboring countries
Small flexibility in personnel recruitment and layoff

High ab_sénce rate caused by employce illnesses

Welfare facilities are not fully installed
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k) Insufficient enthusiasm to diversify the product lines to those of other industries

1) Lack of price competitiveness in the expmt market, and even m domestic market
due to higher costs than those of imported goods

m) Delay in payments schedule.
(5) Problems Viewed from the Angle of Developmg Human Resources

a) Opportanities are given for acquisition of technologies only i in the
technologically tied-up entefprises

b) Lack of exchange of information among enterpnses

« Inspection of plants is difficult among different types of mdustues
« Contracts are often required even for the acqmsmon of management skills.

(6) Problems Viewed from the Angle of Marketing Strategws

a) Import markets for parts are controlled by technically tlf:d—llp enterprlses
therefore marketing constraints exist

« Inthe Republic of Korea and Taiwan their domestic supply systerm of .-
automotive parts are already established.

b) Japan, as a trade partner, requests very strict delivery system, known as a just-
in-time system. Participation in the system is difficult.

¢) There are no sufficient’ marketmg capabllmes in ned-up enterprlses to allocate
overseas market to Malaysian firms

d) Exported products are requested to achieve high quality standards, but the
current technical levels of them in Malaysm are low

e) On Japan's part, it is cheaper to export auto parts d1rectiy from J apan thien to
export them from Malaysia after assembling imported parts.

(7) Others
a) Frequent electric power outs
» Production costs become higher due to the necessuy 10 install m-house pOWET

generators.
« Inferior goods are produced during power outs.
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VI. CHINAWARE
1. Overview of the Industry
1-1 Product Items
In this fépbft,—'chinaware is définéd to include both ceramic tableware and ceramic

artware, which are available in such various types as porcelain, semi-porcelain, bone-

china, storneware and carthenware.

Heagding : : _ Unit of Sales

No, BRI D(;Sc';‘iﬁlion- : : Quantity  Tmport Tax
69.11 Tableware, kitchenware, other household articlés and ' o
_ _toilet articles, of porcelain or china. _ - . .
6911.10 000 -—Tablewareand kitchenware .. . . kg . 30%or 10%
_ ' . ' $1.20 w.ith
6911.90 000 -Other ., “ . e e e kg  30%or 10%
. ' ' $1.20 w.i.th
6912.00 000 Ceramic tableware, kitchenware, other household articles kg~ 30% or 10%
and toilet ariicles, other than of porcelain or china ' $1.20 w.i.th
69.1_3- ‘Statuettes and other omamental ceramic articles.
6913.10 ~ Of porcelain or china: '
: 100 - cigarette hoxes, ash trays and other smokers' accessories Value 30% - ©10%
- %00  other : Value 20% 16%
6913.90 — Other: _
~ e -100 0 - cigarette boxes, ash trays and smokers' accessoties Value 30% 0%
900__ other .. .. .. .. .. Value  20% 10%
12 Supply nd Demand

1:2:1 Consumiption

"7 Because of ‘the lack of exact production data of chinaware in-Malaysia, the
cstiﬁiatidn of the size of the domestic nﬁarkef is difficult. Approximately, it is estimated
that the total cbnsuniption of chinaware in Malaysia was in the range of M$60 million -
_ M$70_ iﬁi_llion annually o‘_/ef the past 5 years.
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Table VI 1-1 Demand and Supply Flow
of Chinaware in Malaysia

(Umt M$ mllhon)
Export/ Apparent T

Year Production- Import Re-export  Consumption
1981 5340 213 - 560691
1982 477 - 185 - 56  60.6

1983 54.3 25.0 100 - 693

1984 473 26.7 14.6 59.4

1985  60.8 274 220 66.2

1986 80.02 - 197 340 65.7

1. Apparent consumptlon is measured as: -
Production + Import - Expon/Re export
2. Estimate based on field interviews:
Source:Industrial Surveys 1981-1985:
. Malaysia Annual Statistics of External Trade 1981-
. 1986 '

1-2-2 Producfion

Accordmg to "Industrlai Surveys 1985" pubhshed by the: Department of Statlstlcs
the total productlon of pottery, china and ealthenware was M$60.8 million, and the total
number of establishments was 20 in 1985, This production value is underestlmated
because figures of those firms having less than 30 employees in W. Malaysm and those
having less than 5 employees in Sabah and Sarawak are excluded Howevef it 15'
overestimated as a producuon estimate of chinaware becausc it would include some
ceramic items other than chinaware. On balance, the producuen flgurcs of Industrial
Surveys are judged to be acceptable for use in the estimation of chinaware production in
. Malaysia. | | L



_ Table VL 12 Manuhctmesof Pottery, China
and Eqrthenware n Malaysm

1982 1983 1984 1985

 W.Malaysia

No. of establishment 19 11 9 10

Total production $mil) ~ 48.0  52.8 459 592
Sabah & Sarawak ' C

No. of establishment 8 8 9 10

Total production M$mil) 1.6 1.5 1.4 1.5

Source Industrial Suweys 1982- 1985
1-2-3 E‘(p{)l ts and Imports

Exports of chmaware showed a rap;d annual average increase rate of 40.5% duz ing
the period 1983- 1986 in ‘value terms, while 1mporcs showed a slight decline during the
same period. Asa result Malaysia has changed from a new importer of chinaware to a net
exporter in 1986. (Refer to Table VI. 1_—3, Table V1. 1-4, and Fig. VI, 1-1)

~ The major items of the expotts are statuettes and other ornaments, which occupied
around 78.2% of thé total chinawage imports. of Malaysia in recent 5 years, and played the
major role in the recent rapid export expansmn of chinaware. This owes largely to the start
of operation by a 1arge -scale. forelgn sub31d1ary firm which directs 100% of their products
to export markets, Major markets are the U.S. (share 76.3%), the Netherlands (11.0%),
Australia, Canada Smgapore, Japan and the U.K. Because the firm has a further
expansion plan at present, the export of these items is expected to continue 1o grow. As
for tableware, the exports showed a sudden increase in 1987. The share of tableware
exports to the total chinaware exports reached 23.4% to 1987, a jump from 13.5% in the
previous year. Another J épanese investor is planning to start operation of a tableware
factory. Thus, th'c"elxpc:rts of tableware would also increase after 1989, '

- After reached the pea,k at 1985, thc lmports of chinaware is steadﬂy decieasmg
The major itern of the 1mp0rts has been tableware of porcelain. However, the imports of
this tablewale of porcelam has-been decrcasmg in-recent 5 years, The largest supplier
country of the 1tem is China, followed by Japan and W. Germany. The share of these
three counu_jies to the to_t_a_l_ import of tableware of porcelain occupy up to 86.6%.
| _ Aiﬁb_ng _chihaﬁzér_é itﬁports, the largest item is ware of porcelain, occupying around
~ 65% of the total chinaware import. ‘The import of tableware of porcelain showed a small
but steady decline tendency after 1983.



The major countues/areas expomng ponce]am tableware are China, Japan and
Taiwan.
Table VI 1-3 Import Flow ()f Chmaware in Malaysm _
: : ' ' (Unit: M$1,000)

Ttem | 1983 1984 1985 1986 . 1987
(Tableware) - :
Tableware of porcelain - 17,480 15,118 . 14,794 12,823 11,444
Tableware of stoneware 1,536 1,650 2,587 -1,728.. 1,486
Tableware of other kinds 944 1,275 2,909 999 602
(Antcraf) g L s e e
Cigarette Accessories 107 208 110 143 52
Lampand light fittings ~ S0md 856 - 538 = 636 344
Statuettes and other ornaments 4,488 7,473 6,463 - 3343 3,031
TOTAL __ - 25,059 26,670 27,401 19,672 16,959

Source Malays;a Annual Stausﬂcs of Extemal ’I‘rade 1982 1987

Table VI 1-4 E:xp.ort Flow of Chi_nawa_ré in Mﬁ{gysia R |

(Umt MST 000) B

Ttem o 1983 1984.. 1985;- 1986 1987 . .
(Tableware) = L _ . e FEOR
“Tableware of porcelain. - 571 . 271 . 365 . 294 1,888 . -
Tableware of stoneware 2,875 2,758 2,387 ..2,781 . 4910 .. .

Tableware of other kinds . . 681 1,001 1,072 1,_53-44 2,319 .
(Artcraft) ' : ;

Cigaretteaccessones C o B A () 8 .18 7.
Lampand ightfitings 18 29~ 497 .55 3
Statuettes and other ornaments 5,825 10,583 18,094, 29,236 29,830 -

TOTAL | 9,989 14,613 21975 33 978 38957 -

Source: Malaysian Annual Statisucs of Extcmal Trade, 1982 1987
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Fig. VI..1-1. Export and Import Trend of: Chingware in
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1-3 Industry Structure ) o
" Although there are no exact _fig'_t_ifes' available, there are a relatively large number of
family-manageniéh‘tlrtylie of small-scale c_éramic ware manufacturers in Malaysia,
Accord'in‘g to :"Industrial Mineral Aéscssmcnt Report 1984" published by the
Geological 'S_ﬁrvey Depa_rﬁnent of Mal'ays'ia, the number of ceramic ware manufacturers in
Peninsular Malaysia is estimated at 114, and "Craft Directory” published by Malaysian
'Handicx_'aft Development Corp. show those number in East Malaysia at 6. The location of
~ the firms by state is suramarized in Table VL. 1-5.
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_ Table VL 1.5 Location of Ceramicware Manufacturers . -

State . Citl _' : | No. of Firms
., KEDAH o Kuala Muda R
R Kuliam - _ *
PENANG -  Seberang Prai Utara
o "~ ‘TimorLaut
PERAK . .~ Kuala Kangsar
Kerian -

— A B k= P e

Batang Padang -
o Dinding‘"'
SELANGOR - Kuala Selangor
- Gombak
jPetahng .
' Uln Langat , o
T ch;_rgl Territory - S
NEGERI SEMBILAN . Seremban -
MALACCA - .. Melka Tengah . .
JOHORE R BatuPahat
| ,Kluang
PAHANG fKuantan R e &
SABAH : e -KotaKmabalu o -";-: 3 '
SARAWAK _'Kuchmg_ R 1

LFy)

N W ooy

3;
5

Source: W. Malaysia Malaysmn 1987 Yearbook b
Industrial Mineral Assessment chort

1984 Directory on the clay, sand and rock based industries
* in Peninsular Malaysia (Geologlcal Survcy Department)
" E. Malaysm Malays1an Handlcraft Development Cmporauon e
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Further, "Industrial Mineral Assessment Repot 1984" estimate the _production

volume of major ceramic products, except for bricks, as follows:

Table VI, 1-6 Production Volume_of MdJOI Ceramic Products 1984

Type of Product Major States of Production | ~ Production

. : ' S Volume/year = -
1. Wall/floor tiles - Selangor, N. Sembilan 3,826,000 m2 ' -
2. Mosaic tiles : Johore, Selangor = 7 - -552,000-_m_2 -
3. Sanitary wares - Selangor, Johote, Kedah - 675,000 pos.
4, Tablewares 'Johore, Sclangcr 6,828,000 pcs.:
5. Roofing tiles Selangor & F.T. 1,330m,000 pcs.
6. Sewage and subsoil pipes ~ Perak o : 7,312,_000 pes.
7. Flower pots Penang, Perak 2,7()3,_000 pes. -
8. Latex cups Mclcka, Perak. 5,742,000 pcs.
9. Cooking pots _ Selangor and R.T., Perak ;167,0_00_'pcs. ;
10. Cooking stoves : Perak, Selangor 222,000 pes.
11. Saving boxes . -Sclangor&F'T ' 218,000 pes.

Source: Indusirial Mineral As;scssment Report
"Production Stanstlcs on Clay, Sand and Rock—bascd Industncs in .-
Peninsular MalaySIa for 1984" by N.K. Ang
(Geological Survey Dcpanment of Malaysia)

In practice however, above estimated number of firms is considered to be s’till '
underestimated. ~According to the survcy conducted by SIRIM i in 1981, the numbcr of
ceramic ware manufacturers in Peninsular Malays;a ‘would reach arouﬂd 350. :

Most of these ceramic ware manufactulers in Malaysm do not ncccssarlly
specialized in the productlon of a specific item. Many firms,; for cxamplc, produced those
kinds of products as sewage pipes, flower pots or omaments in the samie factory at once
For this nature of the factory, it is very difficult to estimate the numbcr ‘of firms’ wInch
produce the targeted product items of tableware and ceramlc artware But the number
would bcccmc the one Wthh is rather limited.



From their management characteristics, however, c_hir_laware manufacturers in
Malaysia could largely be grouped into the following four categories:
A) Tableware manufacturers
B) Decorative manufacturers

_B-1 ngh -class decorativeware manufacturers
B2 General decorativeware manufacturers in W, Malaysia
B3 General decorativeware manufacturers in Sabah and Sarawak -

) At present there is only one specialized tableware mamifacturer in Malaysia. This is
;_'a Joml venture between i apanese and- 1oca1 ﬁrms Their production capacity is around 1.0
mxlhon pcs of tableware per momh .and:the number. of employees is about 450 in 1988.
L’Thexr products are directed both for.domestic and for export markets. Another J apanese
firm is now prepanng to start tableware production in Malaysia,

o There are 2 h1gh class decorative manufacturers presently operating in Malaysia.
‘.One fmn is a U 5. and another isa Japanese wholly owned subsidiary. Their operation
hscales are relatlvely large with the total number.of employees around 1,200 and 480,

respectwely Theit produets are all directed into forelgn markets.

Most of other chinaware manufacturers are small-scale firms which produce such
various kinds of products as flower pots, tableware of earthenware or ceramic artware,
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: :2. Pr’eseiit'State 0fPij0{it1¢tion B
2-1 General -

In the field mte]wew survey over 10 chinaware’ manufactmers were covered
including both tableware and’ artwarc inanufacturers, located both in W. Malaysm and in
Sabah and Sarawak. The names of the compamcs mterwewcd and a brief summary of the
findings are shown in Table V1.2-1. ' ' '

General decorativeware mamifacturers i i W. Malaysxa are rclatwcly small in scale.
“The number of employees of- thcsc firms is usually bctween 30 and 60 They producc'
various kinds of novelty items such as ash-trays, lamp flttmgs arid statucttes Thcy
produce a limited numbcr of tabch'\rc of earthenware. Some of thclr products arc often
exported. S
Decorative . manufacturers in Sabah and Sarawak are mosﬂy ‘the producers of
tradmonal pottery, Most of their products are sold at their- own shops located near their
factories. Their employees aré usually very small in number ranging from 20 to 30.
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2.2 Tableware Mamnfa{c’turer

There is only one spcclahzed tablewarc manufacturer opcratmg in Malaysm at

. present, This company is a joint venture betwecn a Japanese and a local ﬁrm Estabhshed

in 1973 they plesently ploduce amund 0.83 rmlhon pes of tableware per month and
lexport about 30% of their products

:2.2-1 Production process and Speqifiéa'tidns:

“Their production process is basically as follows:

Forming --> Blscmt Fising --> Glazmg --> Glost Firing

This process is most commonly used for the pxoductlon of hard carthenware in
Japan and in other 1 major chinaware producmg counmes For decoration both the Under
Glaze Decoration method decorating before glost fnmg, and the Over Glaze Decoratlon
method, decoratmg after glost firing, are used. C R

~ As for raw ‘materials domestic clay minerals are used but feldspa;r for giazmg is

1mported They make good use of kaolin clay produced in .Tonore '

2-2-2 Technical level

The key production technolog:es for tablcware productlon are that of raw matenaI '
formulatmn and that of firing. The raw materlal foxmulatlon technology includes the'_'
quality testing of mmeral Taw: maternals producnon of well formuiated matenals and
glazing chemicals The flrmg tcchnology is the one to produce a constant quality of
ceramic products by proper temperaturc control. _ _ Lo o

The tableware manufactorer now operatmg in Malaysm is a Jomt venture w:th a
Japanese manufacture, which has over 50 years of tableware productmn expericnce and
has enough technical backgronnd both in knowledge and experience comparable wnh other
competing countries.
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2.2-3 Production development

» The product development could be divided into the following two directions; one is
the de\ielopmcnt_of new type of products which are produced from different materials
thi'ough different production processes, and another is the development of new designs or
shapes of the existing type of products. For the first type of development, very high level
of tcchnology is needed. The latter type of development must be continued day by day and
every year. o
As for the tableware manufacturer presently operaung in Malaysm it is planning to

start the producnon of tableware of vitreous china, which is a kind of stoneware of high
value. They are planning to target these products for the domestic institutional market, in
particular, the hotel market. ‘

2-2-4 Sales strategies

They export products to Japan, the U.S., Singapore, Australia and the Middle East
through their parent company in Japan and its subsidiaries overseas,

For domestic sales, they have a couple of shops directly under their control. Due to
the inflow of a Iarge volume of tableware both of high and medium qualities from
’competmg countnes, the domesuc compeutmn is very severe. :

o They are gomg to penetrate thc hotel market with tableware of vitreous china as
I_descnbed above

2-2-5 Relationship with periphery industries:

For the development of high-value tableware production for'the export market, the

development of supporting industries has to be achieved in 'Malaysia. Particularly

- important is the supply of dornc'stic' clay minerals. They are at present supplied in as-

mined condmons Wthh creates inconsistent product quality. According to the tableware

manufacturer m Malays1a they would have to be dependent on imported clay minerals for

thc productlon of vitreous chma Further, the development of those firms which could
supply superior quality packagmg materials for high premium products would be needed.
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2-3 High-class Decorativeware Manufacturers,
~Two high=class decorativeware: manufacturers presently operating in. Malays:a are

both»wholly—owncd subsidiaries of U.S. firm and Japanese ﬁxm respectwely All of thelr
-productsareexported AT R - SR e N

2-'3-1'Pmducti0n process and speciﬁcations:

“Their major products are statuettes or ammal ﬁgurmes whlch are fmely des1gned
‘Fomnngs are all made by the shp casting iriethod. Aftef formmg, blscmt ﬁnng, decoratlon
and glaze firing follow. Superior design is the key area which decidés the valiie of this
high-class decorativeware. In both firms, the designs of the products and the
specifications for production are both decided in the headquarters of thci;,pgygnp companies
overseas. :

232 Technical lével;

fa: Pohoe R s

- In order to maintain then' products hlgh brand 1mage m thc wo; I¢
controls are conducted based on’ the very strict ‘staridards des1gnatéd .
companies. Based on the de51gns ‘and spemfwauons mstructed from the:r"parent |
companies, Malaysian factories are presently producing very high quahty products fully
competitive in the overseas markets. Both of them are making best use of skiliful
handworks of Malaysian workers, ' Rl ipiee e gidpgntadn N

L I

2‘-"3:3 Pm'dliéf déve'!épment: o

" Most of the R & D activities especmlly in the. ﬁcld of new product dcvel :'ment are )
conducted in their headquarters overseas. Accordlngly, the efforts of Malaysnan ui‘ns are t

confined to areas as productlvny mcrease on of qualxty control Some efforts are also '

duected for the hlgher percentage use of Iocal clay matenals ‘: o N N
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2-3-4 Business administration and sales strategics:

~ In each of these two firms, the Malaysian firm is operated as one of the production
centers of their parent company, and has no particular administrative problem. All of their
sales activities are also conducted by their parent companies.

2-3-5 Relati{:)'nship with periphery industries:

In order to achieve a strict quality standard, almost all of their raw materials
including clay minerals are imported. One of the firms presently uses a limited volume of
domestic kaoline clay in combination with imported clay materials. However, the volume

is still limited because of the lack of domestic sources which could supply a sufficient
quality of clay material fit for porcelain production.
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2-4 General Decorativeware Manufacturers in- W. Malaysia

‘There is a relatively large number of ceramic decorativeware mantfacturers in W.
Malaysia. ‘They are mostly very small in scale, but produce a wide range of products.
Their products inclade not only 'decorativewaré but also tableware of earthenware or clay
pipes. Many of them sell their products also to the export market. _Thé average number of
employees of firms interviewed Was about 60. One of them w_aé a joint v_entﬁre with a
Japanese firm. A R |

2-4-1 Production pro'cés's and"spe‘éific_aﬁdns:: .

The major'metho'd of forming is slip cas'stir_xg-,:but"'jig’géf forming is al's,fd used. Most
of the products are fired only one time, but some are finish fired aftér biscuit firing, The
usnal temperature for finish firing is around 1,2_60“(2. Most of the firms use 100% local
ball clay, but some firms combine some 10% of féldspar into local ball clay. Most of the
factories have a long history of over 50-60 years. And due to the repeated expansion of
factory buildings and equipment, the lay-out of factories is not well-organized, and many
facilities are already obsolete, '

2-4-2 Technical level:

The technical level of decoraﬁvcware manufacturers in W, Malaysia is judged to be
still inferior compared to-those of major competing countries such as China, Taiwan or
Thailand. The products made in Malaysia are still at the level of earthénwarc, while those
of major competing countries are of porcelain. The major cause of this inferior p’foduc_t :
quality is the unavailability of high-quality clay materials. Therefdrc, té_chnical
improvement in the areas of kiln temperature control, of raw material combination or of |
design development would have to be achieved. In the field of desigli development,
particularly, most of the firms have no capability to develop their own deszlgn and could
not go beyond the stage of imitation.
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_2?4:-3_‘ Pt_*oduct dcvciopmeht:

" Except for one firm which has"etn established sales route to the export market, all
other companies interviewed have very weak sales capability. As such, thclr first concern
isto concentrate on sales at the expense of product development, althou gh they understand
the ncccssﬁy to make further improvement in their productlon technology and to modernize
thctr production facilities.

2-4-4 Business administration:

Almost all of the firms are managed as family bus_i_nosse_s. Together with their
~weak and unstable sales achievement, the recruitment of funds for facility up-grading from
commercial banks seems to be rather difficult.

"3-4-5 Sales strafegies:

- One company has a high export ratio. This conipany sells 60% of their products
overseas. They have a sales subsidiary in the U.S., and actively participate in the various
trade shows overseas. For domestic sales, this firm has a large retail shop beside the
factory, whlch is also used as a show-room for the foreign buyers or sightseers. Other
compamcs sell most. of their products at the;r own retail. shops operated beside their
factoncs and havc no other cstabhshcd saics nctwork Although they export some portion
. of their products these transactions are 1nfrcqucnt They export their products based on
ad-hoc inquiries from overseas buyers which are received through MEXPO or other
~ sources.

' ;‘;2;456__ __ Re_l_aﬁo_nship 'With _pe_r_ip_heral' indostries:

o Bccausc a]i ﬁrms are small in scalc it seems to be very difficult for them to up-
gradc thcn‘ product quahty to an cxporta'olc level wnhont support from outside supporting
mdustmos or orgamzanons For one, they nced ball clay and other mineral material
supphcrs who could supply higher and more consistent quality of materials. Two, they
need a tc_chmca_l institution to test and analyze the material and product quality. Three, they
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need a finan(:lal institution which can supply funds to up- grade their ptoductton facilities
with short term loans. Finally, but most importantly, they need support for i mcw'tsmg
their matketing capability both for the domestic and export markets.

2.5 Dccorﬁtiveﬁraré Manufacturers in Sabah and Sa'raWak'

The decoratlveware manuf‘tcturers in Sabah and Sarawak malnly produce a
traditional type of pottery called "Sarawak pottery"”. Most of them produce not only
. pottery but also various kinds of artware such as light fittings, ashtrays or ﬁgumtes Some
also produce such clay products as clay pipes, flowerpots or sanitaryware.

2.5-1 Production process at_td spcciﬁéations: .

Most of the factories follow the same t'raditio_riall prodiction process. After forming

by slip casting, products are dried naturally. At the stage that tho_water content ratio has

“dropped to around 6-7%, théy are glazed and decorated by' knife carving, After being

naturally dried, they are fired eithier in traditional kilns making use of fire wood or in
shuttle kilns making use of oil or LPG.

2.5-2 Technical tevel:

The productton technology of these firms is wholly dependent on the personal skill
of each factory manager based on his expenence There are no systematlc productlon
control or quahty control mcasures taken '

2-5-3 Product development:

For the production of traditional Sarawak pottery, no product dcvelopment efforts
would be required. For the production of other artware some modermzatlon efforts are
observed, but these efforts are mainly directed into the dlrect tmport of foreign technology
Somie firms make use of pie-combmed c]ay materzals 1mported mamly from Tatwan in

spite of the avallablhty of domesttc clay resources -
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2-5-4 Business administration and sales strategies:

Almost all decorativeware manufacturers in Sabah and Sarawak are family firms.
Their factorles are usually built alongside the main roads, and products are all sold as
souvenirs at the shops bemde the factories. Most of them have no other sales network nor

‘ahy experience in expoits.

2-5-5 Re]ationship with periphery industries:

Except for some firms using mostly imported (,Iay matenals, most of the firms are
independent from Other industries. l‘hey use such easﬂy available raw materials as ball
clay or rice husks effectively. “Their sales are, howcver heavﬂy dependent on the

development of the tourist industry.
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2-6 Raw Material

2-6-1 General

_ ~The basic raw materials used in the eliiqet@a;te preductiqtt are kaolin, claj,_f_el__dspar,

limestone and silica sand. Maley_sia is rich in most of these raw mateﬂals_ except for
feldspar. At present, feldspar is fufly imported, as well as a small amount of chemicals
used as glazes and decoration pigments. '

2-6-2 Kaolin _ , , _ _

The present major productton areas of kaelm in Malay31a are. the BIdor-Tapah area
in Perak State and the Jemaluang area in Johore state, A relatlvely large volume of
kaolmlte clay smtab}e for ceramic products is reported to be found in Sarawak. (Refer to
Fig. VL 2-1) S

Kaolin in Bidor-Tapah: There are two sedlmentatlon reﬁmng plants of kaohn in
Bidor-Tapah. The products of these two plants are mamly used in such industries as-
paper-manufacturing, emulsion paints, pesticides or rubber products. Only about 10% of
the products are directed to ceramic manufacturers. According to a manufacturer using the
material, the product quality of kaolin presently produced is not satisfac_tory for the
production of high-class decorativeware of potcelain. Ac_eording to the chemical analysis
results of kaolin from Bidor repetted in "Investment Opportunities in the Claybased
Industry” pubﬁshed by MIDA, the contents of major items are; A1203 29.06%, Fe203
3.74% and TiO2 0.78%. With this quality Ie_vel, the kaolin from Bidor would-not be
appropriate for the productidn of high-grade tableware or decorativeware of porcelain,
Further investigation would be needed for the possibility of producing a higher gfade of
kaolin from the area. : .

Kaolin in Johore: Accordmg to the same MIDA report descrlbed above the major
chemical contents of kaolin from Johore are as follows: Al203 36.10%, Fe203 0.70%
and TiO2 0. 24%. The kaolin of this level of quality is judged to be useful for the
production of hi gh grade tableware. _ L

Kaolin in Sarawak: According to the data presented from the Geologwal Survey )

Department, Kuching, the chemical anaiys:s results of kaolin produced from Sarawak is as
follows; Alp03 22-25%, Fep03 0.6-0.7% and TiO2 0.6-0.8%.
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- Fig, VI.2-1 Kaolin Reserves in Peninsula Region of Malaysia

Haadyai Singgore

0 NS THAILAND
N } BTN Lt i : e
A\
e L ;. B @™
- vAlor Setarf Kota Bahru
P.LangKawi | f A s <
T 1 S S \"ﬂn} : -
B . .’\’1&’},1 (5‘
Kuala 7
PENANG Terengganu k4 ©
N4

.~ [ Bidor—Tapah | I
_ Area = |,

of Kuantan

S,
N
A
. {’p P.Tioman
%
Z Kuala Lumpur Q
% : -
iy *
e
7 _Serem_ban
Malécca : *
_ ¥ - Kaolin mines N
/ Railway lines -
SN Tohore Baharu N, Y
SINGAPORE_

Vi21



According to the chemical analysis data mentioned above shown, the kaolin
produced from Johore shows the hlghest quahty Tn order: to evaluate: the quahty of
kaolin, not only chemical amlyms but also the tests for plasticlty have to be conducted.
Further; these various kinds of factors tha_t would_bccome essential for the feasibility of
economic production would have to be examined such as reserve volume, transportation |

condition or exploitation concession terms,

2-6-3 Ball Clay

Malaysia is rich in clay mater:al Though some ﬁrrns 1mp01t ball clay, most of the
ceramic manufacturers in Malays:a use clay matenals produced in the area near their
factories. _ S o N o .
According to the data bbtaihed from a ceramic'manufaoti{féf, the chemical analysis

result of the clay from their presently used clay reservoir is as follows:-

(Unit: %)

' Ia. Loss

S0y ADO3 Fep03 (a0 MgO  U20 . NagO (850°C)
UpperLayer 63.6 21.8 144 * 086 006 142 066 937
LowerLayer 70.6 18.1 062 0.65 005 195 024 7.1

According to the factory manager of the firm pré'scnting the above data, the quality of
clay presently produced is unstable, which is very common to clay materials when they
are used in as-mined condition. '

2-6-4 Feldspar

At present, feldspar is not prqduced in Maiéysia and has to be imported.
According to the Geological Sdiﬁycy Department in Sabah and Sarawak, the existence of
oligoclase in Sabah and that of feldspathic clay in Sarawak has been confirmed. The
possibility of the economic level of production is, however, estimated to be rather low.

2-6-5 Silica

A massive depos1t of silica exists in Malays:a, and there is no problem for the
supply of silica to chinaware manufacturers both in volumc and in quality.
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