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INTRODUCFTION

This is the Final Report (Summary — Proposal of Development Plan) of "A Study on the
Development and Promotion Plan for the Supperting Industry in Malaysia."  The repoit

consists of the following three volumes:

Summary _ : Proposal of Development Plan
Main Report — Volume 1 : Overvicw of the Industry
Main Report — Volume 1l Analysis and Recommendation

In response to the request of the Government of Malaysia, the Japan Intcrnational Cooperation
Agency (JICA) agreed with the Economic Planning Unit of Malaysia to undertake "A Study
on the Devclopment and Promotion Plan for the Supporting Industry in Malaysia” on
December 22, 1993. The major objective of the Study is to formulate a development plan for
supporling industry in Malaysia, focusing on the automotive parts and components industry.

In order o implement the Study, the JICA Study Team: was formed. The team mainly consists
of the staff members of the Japan Research Institute, Limited (formerly the Sumitomo
Business Consulting Co., Ltd.) and Japan Asia Investment Co., Ltd.

The study period for the project is from March 1994 to August 1995, and was divided into
two phascs. The study period of the 1st phasc was between March 1994 and Scptember 1994
and that of the 2nd phase was between October 1994 and August 1995. The major objective
of the study in cach phase was as follows.

Phasc [ : Bascd on the present policies and regulations for the development of the
automotive parts and components industry and the understanding of the
current status of the target industry in Malaysia, priorily arcas and
products for future development were sclected.

Phase I1 : Bascd on the resulls of an in-depth study of the sclected priority arcas and
products, a sectoral master plan for the development of the automotive parts

and componcnts industry was proposed,

The results of the phase [ survey are basically sumimarized in the Main Report ~ Volume ]
and thosc of phase II, in Volume IL.
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I ENVIRONMENTAL FACTOR ANALYSIS

1. AUTOMOTIVE INDUSTRY IN MALAYSIA

(1} Market Size and Growlh

The avtomotive indusiry in Malaysia consists of passenger vehicles, commercial vchicles,
motorcycles, and parts and componcenls industries. According to the Monthly Manufacturing
Statistics, the total market siz¢ of the industry in terms of shipment valuc was RM 4.9 billion

in 1993, As the shipment value of parts and componcats manufacturers is undercstimated

becausc not all of the companics are included in the slafistics, the actual figure would be a
little higher. '

Tablc 1-1. Shipment of the Automotive Industry in Malaysia

(Unit : RM million)

Manufacture and Manufacture of Manufacturc of Tolal Industry
Year | Assembly of Motor | Motor Vehicle Parls Motorcycles Production
' Vehicles and Accessories
1989 1,481.0 279.9 4743 2,2358
1990 1966.6 418.7 690.4 3,075.7
1991 2,4229 608.8 8210 3,852.7
1992 2,380.4 529.9 907.4 38178
1993 - 3,030 828.1 1,625.1 4,8833
(share) (62%) (17%) (21%) (100%)

Source : Monthly Manufacturing Statistics, Department of Statistics, Malaysia

After the stagnation in the first half of the 1980s, the aulomiotive industry has recorded rapid
growth, During the period between 1986 and 1993, the average annual growth rate of the total
output of the automotive industey reached 20.9%, while that of the total manufacturing sector
was 14,0%. However, the growth rate of the industry has slightly deteriorated in terms of

production indices in the 1990s.



Table 1~2. Growth Ratc of the Automotive Indislsy in Malaysia

Automotive Industry Total Manufacturing Scctor
Year Production Index Annual Growth Production Index [ Annual Growth

1985 75.3 ' -~ 68.6 -~
1986 55.2 -26.7% 75.0 9.4%
1987 57.1 3.4% 84.8 13.0%
1988 100.0 75.2% 100.0 18.0%
1989 138.6 38.6% 114.2 14.2%
1990 183.7 32.5% 132.1 15.7%
1991 215.0 17.0% 150.4 13.9%
1992 201.7 ~6.2% 166.2 10.5%
1993 208.5 3.4% 187.6 12.9%
1994% 219.3 8.7% 207.1 10.4%

Note : * From January to July

Source : Economic Report 1994795, Ministry of Financc

In spite of the recent rapid expansion, the weight of the avtomotive industry in Malaysia in

the total manufacturing scctor is still small comparcd with other automobite manufacluring

countrics.

Table 1-3. Weight of the Automotive Industry in the Total Manufacturing Scctor

Ratio of the Automotive Industiy. | Ratio of the Automotive Industry
Country (Yean) | 5 the Total Output of the to the Total Employment in the
Manufacturing Scctor Manufacturing Sector '
Malaysia (1992) 2.9% 2.1%
Japan (1992) 13.5% 7.3%
Us (1992) 8.1% -
Korea (1990) 8.1% -
Taiwan  (1990) | 10.0% | 4.0%
Source : MITT, Jidosha Shimbunsha (Daily Automobile News), FORIN, US Dcpt. of

Commerce, and National Stalistical Office of Republic of Korca




(2) Motor Vehicle Market

1) Domeslic Production, Export and Import

The domestic demand of motor vehicles in Malaysia was 188,000 units in 1993, 76% of which
were passcnger vehicles. The high ratio of passenger vehicles is one of the most characteristic

points of Malaysia's mator vehicle market.

Imports account for approximately 10% of the domestic markel for passenger vehicles and
22% for commercial vehicles. In 1993, 11% of vehicles produced were cxported. These were
PROTON models and a small number of commercial vehicles.

Table 1-4 Size of Domestic Motor Vehicle Market in 1993
(Unit : '000 units)

Passenger Vehicles | Commetcial Vehicles | Total Motor Vehicles
Domestic Produclion 149.7 35.6 185.3
Exporls 19.5 0.7 20.2
Imporls 12.6 10.3 229
Domestic Demand 142.8 45.2 188.0

Note : Domestic production volume was estimated by adding the domestic salcs
volume and export volume of domestically assembled vehicles.
Source : MIDA and MMTA

" The domestic production volume of motor vehicles drapped to 173,495 in 1992 after recording

a peak of 208,629 units in 1991. In 1993, the volume was 185,387 units with a slight
recovery from the previous year. The drop in motor vehicle production mainly reflected a
sharp drop in the demand for commercial vehicles.

Expoits of motor vehicles has been steadily increasing since 1989 when cxports exceeded
10,000 units. The average annual growth rate during the period 1989 — 1993 was 13%.



Fig. 1-1 Trend of Motor Vehicle Market in Malaysia
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Among motor vehicle imporls, used cars occupy a significant sharc: 47% in terms of value
and 79% in terms of numbers. '

Tabte 1-5 Import Liccnses Approved for Motor Vehicles

1992 | 1993
Types Units Amount Units Amount
- (RM million) {RM million} :
Dual Purpose Vehicle New a66 | 248 1,152 239
: Uscd 1,224 - 558 1,461 9.0
Personal Vcehicle New 247 27.0 297 27.1
Uscd 1,112 17.3 1,148 23.8
Passenger Vehicle New 1,403 50.0 2,290 439
Used | 7,351 41.9 9,176 63.2
Commercial Vehicle  New 100 239 © 104 40,9
Usecd 1,655 61.3 2,330 264 g
Total 13,558 307.9 17,958 2582

Source : MITI

2) Players in the Market



In Ma!aysia, 22 franchisc holders arc approved to asscmble motor vehicles and most of them
contract with assemblers for production of the motor vehicles approved. Besides the franchise
holders, PROTON and PERODUA, the 2 nationial car projects, manufacture their own brands
of vehicles. Thesc companics sell their products by themsclves or through sales companics.

There arc 8 assemblers and 2 national car manufacturcrs which are engaged in motor vehicle
production in Malaysia, One assembler assembles commiercial vehicles only while the rest of
the assemblers assemblc both passenger vehicles and commercial vehicles. Among the two
national car manufacturcrs, PROTON produces passenger vchicles enly, while PERODUA
produces passenger vehicles and also is engaged in assembly of commercial vehicles.

The characteristics of participants in Malaysia's motor vchicle market are as follows:

- PROTON holds an overwhelming sharc of approximately 75% of the passenger
vechicle market. Franchise holders of Japancse, U.S. and Europcan brands sharc the
rest of the market.

- Japancse brand vehicles have taken the majority of the markel for commercial
vehicles and for non-PROTON passenger vehicles.

— PROTON is under the strong influence of a Japanese car makcs.  The
Mitsubishi Motor Cerporation participates in PROTON in the form of equity. Product
development is carricd out in PROTON with the technical collaboration with the
Mitsubishi Motor Corporation. '

3) Compctition in the Passcnger Car Markel

Product

Passenger vehicles with 1,151 - 1,750 cc engincs account for approximately 90% of the total
market.  PROTON merchandises theic products only in this catcgory and holds an
overwhelming share, In 1993, PROTON cnjoycd a sharc of 85% of thc market for new
passenger cars with 1,151 - 1,600 cc cngincs. The market weight of both smaller-size cars
and larger-size cars wilt cxpand due to the market entry of PERODUA with 660 cc cars in
the summer of 1994 and PROTON's new 2,000 cc model in the beginning of 1995.



Fig. 1-2 Passenger Vehicle Production by Size of Enginc
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Franchise holders decide their sclling prices by adding up costs according to the government
price supcrvision guidline policy. As the industry still depends substantially on imported parts
and meterials, changes in import prices have a large influcnce on the sclling prices of
passenger vehicles. Passenger vehicle prices have been rising along with the appreciation of
the yen in the past scveral years. S

PROTON cnjoys a 30 — 40% pricc advantage over other brands on account of approved
deductions from import duty on CKD imports and excise duty. '

Fig. 1-3 Price Zonc of Major Passenger Vehicles

Brand Model Fngine Size On-the-Road Prices (RM Thousand)
0 40 N 0 W 80
PROTON  |PROTONSAGA |  1300/1,500 IN—— :
PROTONWIRA | 1,500/1,600 R A
NISSAN  |SUNNY 1,300 o
SENTRA 1,600 J
TOYOTA  |CGROLLA 1300/1,600 Fomomoonsseeonen
HONDA  |civic 1,50071,600 S I
FORD LASIR 1,300/, 500¢ 1,600 S —
PIRODUA  [KANCIL 660
DAIIATSU |CHARADE 1,00011,300 e

Source: PROTON



Level of Competition

The competitive position in Malaysia is characterised by PROTON e¢njoying an overwhelming
market share with its high cost advantage and a wide sales nctwork, and other brands irying
to survive in the niche markets. PROTON attracls price—conscious customers in Malaysia and
mainlains an impregnable position in thc'middlc—cla_ss category. Other brands avoid dircct
competition with PROTON in this catcgory. They lry to atiract customers who arc not
satisficd with PROTON by differentiating themsclves in terms of bigger engine size, superior
functions and technology, styling, ctc., or by introducing different types of modcls.

The competitive situation mentioned above is entering a new phasc due to the infroduction of
the sccond National Car, KANCIL, in 1994, the diversification of PROTON's product line, and
new Nalional Car projects. National Cars arc permeating through a wider range of passenger
vehicles.  Foreign brands which compete directly with new National Cars will Face severer

competition.
4) Competition in the Commercial Vehicle Market
Product

Major types of commercial vehicles are vans, light trucks, pick-ups and four-wheel drive
vehicles. These types account for more than 80% of total domestic production of commercial
vehicles.  Vans and pick-ups account for approximately half of commercial vehicle
production. This reflccis customers' strong needs for goods and passenger—carrying vehicles.
Among trucks, light trucks of less than 2.5 tonnes GVW c¢njoy popularity because the

registration of commicrcial vehicles over 2.5 tonncs GYW requires an official appraval, |

Imports occupy on¢ fourth of the domestic market duc to the import duty on CBU of 35%,
far lower than that for passenger vehicles, and a more flexible import quota system. (CBU
imports of four-wheel-drive vehicles arc subject to an import duty of 50%.)



Fig. 1-4, Commercial Vehicle Production by Category |
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The selling prices of vans and four-wheel-drive vehicles were relatively attractive compared
with passenger vehicles. This largely contributed to the diffusion of these vehicles in the late
1980s and the beginning of the 1990s. However, the rise in cxcisc duties on dual purposc
vans and four-whecl-drive vchicles in 1992 widened the difference in price between

passenger vehicles and such commercial vehicles as vans and four-wheel-drive vehicles. This
caused a sharp drop in commercial vehicle sales,

Ievel of Competition

The top 5 brands account for three fourths of commercial vehicle production. As a result, the
commercial vehicle market is rather oligopolistic, Semec brands compete in cach catcgory.
The leading brands differ according to catcgory.

-10-



{3) Motorcycle Market
1) Domestic Production

Though the production of motorcycles boltomed out during the recession period between 1985
and 1987, it has iccovered remarkably since 1988 and sustained a rapid growth of 13.98% to
a record of 276,139 units in 1993.

Table 1-4 Motorcycle Production by Asscmbler in Malaysia
(Unit : '000 units)

1988 - 1989 - 1990 1991 1992 1993

Yahaha 331 53.4 77.0 .102.0 112.8 113.0
Honda 37.9 56.9 759 67.4 72.0 823

_ Suzuki _ 217 37.9 58.4 51.1 46.9 60.2
Kawasaki - 0.3 28 | 84 9.3 10.5 20.7
Total - 990 ' 151.1 219.6 ' 2_29.7 242.3 276.1
Growth % (26.5) (52.7) (45.3) (4.6 (5.5) | (14.0)
Source : Motorcycles and Scooters Assemblers Association of Malaysia (MASAAM),

- 1994 - '

At present, about 18 to 20 models ranging from 70 to 150 cc are manufactured in Malaysia
and more than 70% of the products are 2-stroke models.

Sales of motorcycles in Malaysia have grown rapidly since 1988 when sales were 96,751
units, reaching 273,344 wnits in 1993. Peninsular Malaysia accounted for more than 90% of
the nation's total sales. The number of registered motorcycles in Mataysia at the end of 1993
(the numbecr in Sabah wés_ calculated as of the end of March, 1993) was 3,703,838 units. The
motorcycle possession rate at the end of 1993 was onc unit per 5.16 people which is almost
as high as thosc in Taiwan and Japan. Judging from these, the motorcycle market in Malaysia

can be said to be saturated.
| 2) Industrial Development Policy for the Motorcycle Industry

Malaysia's'indust‘rial development policy for the IﬁolorC)'clc indusiry has been developed
together with that for the automotive industry.

—-11-



The first step started in the late 1960s and carly 1970s with the initial purposc of encouraging
local assembly to rcduce dependence on CBU imports.  As the sccond s'tcp, local content
policy mainly aiming at the devclopment of the domestic motorcycle industry - was
intplemented by reducing dependence on imported parts and components and developing the
local parts and components manufacturing industry. In 1981, a local content programme was
introduced in the form of a mandatory delction programme. The policy used preferential
import dutics and tax trcatments to cncourage local assembly.

The purpose of the localization policy was mainly aimed at the following two points:

1. Increase in the local content ratio of pasts and components uscd for the domestic
asserably of motorcycles

ii. Devclopment of Malaysian paris and components manufacturers with the following two
goals:

— Improvement of technology and engincering ability to produce precise, refined
and high-quality products; and

- Enabling export of products by developing competitiveness in the international
market,

3) Progress in Localization of Parts and Components for the Motorcycle Industry

The domestic production of OEM parts and components used for the asscmbly of motorc:,clcs
in Malaysia has been increasing steadily,

Production of not only REM (after sales) but also OEM paits and components is nc'ccssar)'
for the development of the parls and components manufacturing industry for miotorcycles in
Malaysia. Many manufacturers that originally produccd REM parls and comgonents have
gradually been gaining enough technology to produce OEM oncs lhrough technical coopcrallon
with overscas manufaclurers,

‘The present ratio of lacal content differs not only from assembler to asscmbler but also from
model to model for cach assembler and thercfore the kind of parts and compenents which can
alrcady be procurcd in Malaysia diffess from model to moded, too. The folldwing parts and
components listed below are those which are currently procured in Malaysna and uscd for the
assembly of most models,

i. Body/pressed pads ;@ Main frames, frame covers, fenders, leg shiclds, iail covers, fuel

-12-



ii. Engine :

tanks, chain case covers, front forks, swing arms, handles, seat

. assemblics;

Spark plugs, exhaust system, gaskets, cylinder heads, crankcase
covers, pistons, cylinder covess.

jii. Suspcnsion, stecring and brake system ¢ Shock absorbers, drive chains, sprockels, brake

iv. Elcctrical system :

v. General parls :

assemblics, brake shocs, wheel rims, spokes and nipples, lyres,
stcering system asscmblics, steering stems.

Battery, ignition coils, regulator, relays, instrument pancls, fusc
scls, head lamps, signal lamps, tail lamps, wiring hamcsses, CDI
unils.

' Spccdoniétcr cables, tachomcter cables, keys and switches, locks,

kick starter levers, specialized bolts and nuts, screws, clips, studs,
hoses, tubes, brackets, small rubber and plastic pards,
tyres/tubes, batterics, brakc and gear shifts, pcdals/levers, control

cables, rear view mirrors, reflectors, emblems.

Most of the parls and cdmponcnls procured locally are not manufactured only by the local

parts and componcnts manufacturers. In many cases, they are classified into onc of the

following four cases:

i. Manufactured by motorcycle assemblers themselves

jii. Manufactured by Mataysian affiliatcd companics of overscas parls and componcnts
manufacturers that are supplying their products to principals of motoreycle assemblers

iii. Manufactured by Malaysian manufacturcrs having technical cooperation agreements
with overscas parts and components manufacturers that are supplying their products to

principals of motorcycle assemblers

iv. Manufacturcd by forcign affiliated manufacturers other than the above

For cxample, moulded iron parls which nced higher technology and precise sizing control arc
usually manufactured by motorcycle assemblers themselves and only a limited number of
parts arc manufactured by local parls and componcnts manufacturers. Important metal press
parts and components are also manufactured in-housc themselves or procured from forcign
affiliated parts and components manufacturers. Though such parts and components as frames,
fucl tanks, mufflers and oil cushion units are regarded as localized oncs, most of them are
manufacturcd by assemblers or procured from foreign affiliated manufacturers for confidence

rcasons.

~13-



In the casc of aluminum diccasting parts, Malaysia has only a shott history of manufacturing
and most of the molding dics arc imported, Dies are gencrally lent to paits and componcnts
manufacturers by assemblers, and manufacturcss do not possess them themselves.

The major parts and components which are not cusrently locatised are as follows:

Enginc :  Sub-asscmbly of clutch and transmission system, clutch platc covers, counter
shafts, drive shafis, gears, crankshafts, connccling rods, bearings, oil pumps,
carburctors, engine valves, liming chains

Although the localisation in this arca is thc most delayed among all the parts and components,
the number of engine pars items locally produced is increasing. These parts helped to
increase the local content of motorcycle cngines currently manufactured locally by joint
venture companies between HICOM and Japanese motorcycle makers.

In total, as a result of conlinuous cfforts taken by motorcycle assemblers and parts and
components manufacturess, parts and components contributing to the local content are
currently in cxcess of 75% for motorcycle assembly, calculated from averaging all the models
of cach assembler, |

{4) Govemme_nt Contio] of the Automotive Illdiistty

1) Basic Policy

The basic policy for the automotive industry consists of i) the development of National Car
projects as a focal point for the development of the domestic automotive industry, and i) the
developnicnt of local parts and components industries through such'locéiisation promotion

policies as the Mandatory Deletion Programme and Local Material Content Policy.

The automotive industry policy has been guided by the industral Master Plan (1986 - 1995)
formulated in 1985. : : : S

~14--




Fig. -5 Framework of the IMP for the Automotive Industry
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_2) Protection of Local Markét

The following mcasures are taken for the protection of the local industry and National Car

projects:

i. Restriction on Complctely Buitt-up (CBU) Imports : The local passenger vehicle
maiket is protected by high import duty on CBU imports and import quota,
ii.  Preference to National Car projects : National Car projects enjoy a preferential import

duty on CKD parls and a partial exemption from cxcisc duty.
{gs 3) Measures to Promote Localisation
The following measures have been introduced to promote the localisation by franchise holders:

i, Mandatary Delction Programme (MDF): A total of 30 componcnts have been
designated as mandatory localised items.

-15-



il.

Local Maltcrial Content Policy (LMCP): - The localisation targets up to 1996 have been
set, '

At the same time, the government is cncouraging local automotive parts and components

manufacturcrs through various small- and medium-size industrics promotion policies

including the Vendor Development Programme (VDP).

4) Related Policy Factors which have an Influence on the Automobile Markt_:t

‘The other policy factors related to the automobile markels are as follows:

iv.

Regulations on Vehicles and Road Managcmcﬁt Palicy : Vehicles for commercial use
arc subject to regular inspection. Vehicle inspection was privatised. Traffic congestion
has been becoming worse in the Metropolitan district in spite of the expansion of roads
and parking lots. This calls for additional measures 1o relieve traffic congestion.

Environmenlal Protection Policy : Air po!lul'ion in Malaysia has been deteriorating year
by year, Measures to control gas emission levels of automobiles, onc of the major
sources of air pollution, such as stricter emission standards and the requircment to
install catalytic conveiters, have been introduced. Environmental protection controls
tend to be strengthening. -

Sclling Price Control Policy : The selling price of each model of motor vehicle has to
be approved by the MITI for protecting the interest of the consumers, o
Financial Policy : The government tightened conditions of automobitc loans as a part
of mcasures restraining inflation in 1991, which cooled down the demand for
automobiles. In 1993, loan condilions were put back to the level before 1991,

5) Impact of the Government Poticy on the Industrial Structure

The avtomobile industry has been developed through the cffort of nurturing a National Car

project, PROTON, in Malaysia. This project has obtaincd the following results:

!

!

The first National Car project, PROTON, has built up a mass production capability of
150 thousand units per annum.

PROTON has established a base for exporting Malaysian automobiles.

PROTON has brought up local vendors through various vendor development efforts.
PROTON has acquircd a ceitain Ievel of production téchnologies and R&D tcchnologics.

~16-



It has been 10 years since the establishment of PROTON, and the automotive industry now

faces the following problems :

~ The rationalisation and concenitration of the automotive industry has not progresscd as
was expected in the IMP. '
~ There is less incentive to acquire international compelitiveness among the automobile
“industry and the automotive parls and components industrics because of the protection
in the local market.
— There is a large cxtent of dependence on foreign lechnologles.
— ‘The acquisition of cxport competitivencss and the cxploration of the export market have

not progressed.

(4_) Giowth Path of the Automobile Industty

1) Development Process of the Automobile Industry

The development process of the automobile industcy can be divided into the following stages.

The first stage: CBU import Stagc (1957 - 1967)

The second slage:  Import substitution stage by CKD assembly (1967 ~ 1985)

The third stage: Stage where PROTON established a production base (1985 - 1990)
‘The fourth stage:  Stage where PROTON canhanced its production basc (1990 - 1994}
The fifth stage: Stage where National Car projects will compete
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Fig. 1-7 Development Process of the Automobile Industry in Mataysia
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2) Hindrances to Growth

The bottlenccks which hinder the development of the automobile industry in Malaysia arc as
fallows:

Market Conslraints

Small domestic market

Market which dacs not have free competilion

High costs of parts and components duc to the yen appreciation, dependence on imports
for raw materials, less—competitive local vendors, high impert duties, cle. '

Contro! of the market by the govemment .

Supplicr Constraints

Dependence on forcign technologies

Low levels of capital accumulation

Limited R&D capabilitics in terms of manpower and technology accumulation
Large R&D risks
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2. AUTOMOTIVE PARTS AND COMPONENTS INDUSTRY IN MALAYSIA
(1) Maket Size

The tolal domeslic market size of automotive parts and components in Malaysia is estimated
at about RM 5.8 billion in 1993,

The domestic production of parls and componcnlts was RM 4,237 million in the samc year, of %
which 70% were sold in Malaysia and the rest were expoited.  The domesiic produ_cl_ion for

the local market was RM 2,963 miltion, of which RM 1,710 million was directed to the OEM
mérkct, RM-‘ 612 million to the accessorics market, and RM 641 million to the REM market.
Exports of car stereos, radios and the like accounted for 73% of the total parts and compenents
exports.

Imposts of automotive parts and componcnts was RM 2,794 million on an import pnoc basis,
of which 80% were CKD impoits and the rest were gencral parts impoits.

‘able 1-8 Market Size of Automotive Parts and Components (1993)
(Unit: RM Mitlion)

Breakdown Value %
Domestic production (A) - 4,237
Exports . (B) 1,274
Imports of general paris () 504
Imports of CKD paits (D) 2,290
Domestic Market  (A)-(BYH(CyH(D) 5,757

Source : MIDA and MMTA

(2) Progtess of the Localisation

g»
PROTON have achicved high localisation of 83 points in terms of the L.ocal Material Content
Point System. Hewever, the localisation level of other brands is low. Among them, only one
model cxceeds 50 points, which is the target by the cnd of 1994 for passenger vehicles with
cangines of less than 1,859 cc. '
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Parts whose manufacturing has been localised considerably are the following five groups:

~ Direet cansumable materials
- Accessorics
-~ Wheel parts

"~ ~  Body parts

— Electric system parts

For these parts groups, the localisation ratio is high for both PROTON and non-PROTON
brands.

On the other hand, parts whose tocalisation level is low are the following groups:

~ Engine paris
~ Suspeision and steering parts
~ Brake related parts

~ Power transmission parls

The localisation level of non—-PROTON brands is low for the above groups compared with
PROTON. The manufacture of these paris requires a high level of technology and production
control. At the same time, in many cases, a large amount of capital investment is necessary
for the production of these parts because specialised machine tools are required. These are the
niajor rcasons that non—PROTON brands with a limited market in Malaysia have not actively

promoted the localisation of these parts.

(3) Industry Shucture -
1) Profite of Local Manufacturers

It is cslimated that there are approximately 300 primary vendors which supply local automotive
parls ' and ‘components in Malaysia.  The characteristics of local autometive parts and

componenls manufacturers are as follows:

- Automotive parts and components manufacturers are concenirated in the Sclangor and KL

- arca.
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The proportion of large~size enterprises is relatively high compared with other industrics.
Among 109 companics which responded to the quéstfonnairc survey conducted by the
Study Team, the proportion of companics with paid-up capital of RM 2.5 million or morc
was 45%.

The mode of production differs according to types of parls and - components. For
cxample, companics cngaging in the production of body parts arc mainly Jabour-intensive
while companies producing transmission parts and wheel parts are mostly capital--inten-
sive. |

Relatively new companics make up a majority of automotive parts and components
manufactorers. Tt was around 1980 when the development of the automotive parts and
components industrics started to grow. The growth since 1985, cspecially when PROTON
started production, is eutstanding. '

The presence of forcign capital is large, The proportion of forcign companics is relatively
high. Approximately 40% of companics which responded to the questionnaire survey
have foreign capital participation. Technical collaboration with forcign capital, as well
as capitat participation, has significantly contributed to the dcvclopiﬁcnt of the automotive
patts and components manufaclurers. |

2) Characteristics of the Industrial Structure

The major characteristics of the industrial structure would bricfly be summarized as follows:

iii.

iv.

Limited number of supplicrs : Thc_numbcr. of supplicrs is less than the number of
franchise holders for individual parts. Asscmblers expericnce gdifficully in sourcing
from multiple suppliczs due to their small order volume. '

Incomplete competition : The focal automotive parts and components market is a
scllers' matkel because of the limited number of supplicrs and the govermment's
localisation policy in the form of LMCP. The competition among supplicts is not
scvere. '

Loose linkage with an avtomobile maker : Automobile assemblers can not establish
a purchasc management system on the basis of a stable relationship with local suppliers.
The relationship between PROTON and its suppliers is loose compared with that
between Japanese car makers and their suppliers.

High entty barrier : State-of-thc-art technology and know-how is rcﬁuircd for a
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company to enter the market, In addition, the technical celiaboration with a forcign
company is oftcn nccessary at market entry. The cntey requirements, such as capital
investment, production know-how to absorb tcchnologies inlfoduccd_from_ overseas,
quality control satisfying an automobile maker, etc,, arc hard for small-size and
medium-size enferprises 10 achicve.

{4) Parts Prociement Policy of Assemblers and Manufacturers
1) Procurcment Policy of PROTON

In the carly ycars of operation, the ratio of in-house production in PROTON to total localised
parts and components was high because local suppliers were not developed.

PROTON has made cfforts to develop local vendors since its inauguration. As a result, the
number of tocally purchased paris and components sicadily increased. At the same time,
PROTON established a policy of in-house production for such functional components as
engine and transmission assembly and machining of key engine parls because the technological
level of local paris manufacturers was not high enough to manufacture those paris.

In the 1990s, the ratio of purchascd parts has significantly increascd. PROTON_ has shifted
from in-house production to purchase for some parts. At the same time, PROTON is showing

more interest in purchase from third countrics.

Table 1-7 Parts Localisation Trend of PROTON

No. of Paits
1,400 e

1,200 + o . Iimport from
_ Third Counlries
1,000 | :
800 |
600 |

400

In-house

ngo Production

0 o . 1 1 + 1 1 [} 1 J_

1985 8 87 88 8 % 9 92 93 o
Sousce: PROTON
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The trend of recent parts procurcment of PROTON is summarized as follows:

ii.

iii.

Shift to multi-sourcing : PROTON used to adopt a Single sourcing policy in which enc

-vendor was designated for each part, and was nuriured through procurement of paits,

However, PROTON has changed its procurement policy to multi-sourcing, wheic
multiple vendors supply the same paits for critical parts in order to avoid risks of
quality and delivery problems.

Rationalisation of procurement cost : PROTON has been placing more importance on
the reduction in paits and componerits cost in order t6 secure ils price competitiveness.
PROTON now tcnds to look at the prices offered by vendors more steictly.

More interest in overseas sourcing : To cope with the increase in imported materials
and pails cost due to the yen appreciation, PROTON is cxamining the shift of
procurement sources from Japan to third countries, It is expected that the procurcrient

from third countrics will increase,

2) Procurcment Policy of Nen-PROTON Franchise Holders

Non-PROTON franchise holdeis' basic procurement policy is to promote localisation
according to the targets guided by LMCP. They have to purchase high priced tocal parts
because their market is very limited and they can not c¢njoy the scale of cconomies for

procurcment,

The criteria for non-PROTON franchise holders to sclect parts and componeats to be localiscd

are as fotlows:

ii.

iii.

iv.

Parts and components which are alrcady produced in Malaysia by PROTON vendors.
Parts and components which require small amount of investment in jigs, tooling, moulds
and dies, ctc. _

Parts and compancnts which can oblain high LMCP poinls.

Parts anid components the cost of which is low compared with cquivalent imported
parts.
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Hindiances for Giowth

The bottlenccks hindering the growth of the automotive parts and components industrics arc

summarized as follows:

ii.

iii.

Limitation of market sizc : Local automotive parts and components manufactuicrs can
not enjoy cconomies of scale duc to the small local avtomobile market. There is a
significant difference in the possible size of busincss between vendors of National Car
projects, cspccially'PROTON, and other vendors.  As for foreign brands of non-
PROTON franchisc holders, the production volume per model is very small and the
frequency of model change is high.

Raw material procuremcﬁt . Local automotive parls and coipponents manufacturers

largely rely on imported materials.

Technologics : Local automolive parts and components manufacturers depend on
technical collaboration with foreign companics for advanced technologies. They have
not accumulated sufficient technologics which enable independent R&D activities.

iv. Manpower resources :  Local aulomotive parts and componenis manufacturers have

difficully in maintaining international price competitivencss duc to the increasing labour
cost, '
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3. CHANGES IN THE INTERNATIONAL MARKET

{1) World Car Market

1) Market Size by Region
The size of the world car market was 47,153,000 units in 1993 on a new registration basis,
of which 71% were passenger vehicles and 29% were commercial vehicles. The Asian market
was 11,343,000 units in the same yéar and accounted for 24% of the total. The Asian market
excluding Japan is cxpanding at a rapid pace. The market in Asian countries excluding Japan

increascd from 1,035,000 units in 1984 to 4,385,000 units in 1992.

Fig. 1-7 World Automobile Market {New Registration Basis)

it
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Source; Jidosha Handbook (Automobile Handbook), Nikkan Jishosha Shinbunsha

2) Production

Major automobile producing countries are Japan, the U.S.A., and EC countrics. The
automotive production, excluding asscimbly, in these countrics in 1992 is as shown in Table
1-10. These countrics accounted for 77% of the total automebile production in the world,
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- Table 1-10 Automobile Production in Major Countrics and Arcas (1992)
(Unit: '000 units)

Country Passcnger cars Trucks and buscs Total
Japan 9,379 3,121 12,499
US.A. 5,603 4,064 9,727
E.C 13,682 1,634 14,717

Source : The Japan Automobile Manufacturers Association

Japan and the EC are major automabile exporting counlrics as well as major producing
countrics. 'Japan cxports to a wide range of countries while the U.S. and EC arc ils major
market. As for EC countrics, most of their exports arc dirccted to other EC countrics. Bxports

from the U.S. are small compared with production volume.
Table 1-11 Autemobile Exports of Major Exporting Countries and Regions

Passenger Yehicles (Unit; '000 units)

Exporling - Imporiing Country/Area '

Couniry/Arca Asia | North America EC Others Total
Japan 384.2 1,827.5 1,045.6 1,151.6 4,4089
Korea 50.7 154.2 91.5 125.2 427.5

UsS. 149.1 459.9 98.7 143.4 8511
Canada 1.4 1,213.8 3.9 KN | 1,227.2
EC* 2338 218.1 4,402.4 9310 5,785.3

Commewckad Vehicles

- Exporting Imporiing Counlry/Arca
Countey/Area |™""Aia [ Noith America]  EC Others Total
Japan 2486 | 2212 139.6 649.4 1,258.8
Korea 23 - 0.8 25.6 28.6
Us, 35 “113.1 2.1 429 161.4
Canada 03 5553 1.3 2.1 5594
EC* 21.4 23 5147 107.9 646.3

Note: * Exporling countries included in EC are the UK., Gennany, France and laly.
Source: Shuyo Koku Jidosha Tokei (Automobile Statistics of Major Counlries),
Japan Auvtomobile Manufacturers Association, Inc.

Among Asian countries excluding Japan, Korea and China are major automobile producing countrics,
Among ASEAN counlrics, Thailand is the largest automobile producing country followed by Indoncsia

and Malaysia.

~27-



Fig. 1-8 - Automobile Production of ASEAN and China
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Fig. 1-9 Size of Automobile Markets in Asia
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3) Major Automebile Manufacturcrs

The world automobile indusirics are dominated by U.S., Japancse, and Buropean automobile
manufacturers.  In 1992, the top 10 manufacturers in the world produced 59% of the
automobiles newly registered in the world. There exists a close linkage among major
automobile manufacturers in the world through capital rclationships and busincss
collaboration. Major types of busincss collaboration ate: i) reduction in R&D expenscs
through joint R&D and joint production, ii) cost rcduction by using common parts and
components, and - iii) miutual complementation through the specialisation in advantagcous
ficlds and OBM procurcment for other ficlds.

~ Table 112 Major World Automobilc Manufacturcrs

. Company - Country Total Production Passenger Vehicle Production
1. General Motors Us . 4,076,447 2,460,187
2. Toyota Motor Japan 3,561,750 2,822,698
3. Ford Molor us 3,349,179 1,489,699
4. Volkswagen Germany 2,491,815 1,504,001
5. Nissan Motor Japan 1,811,591 1,524,541
6. Peugecot France 1,668,736 1,571,652
7. Renault France 1,486,596 1,264,628
8. Chrysler uUs 1,427,402 494,453
9. Mitsubishi Motors ~ Japan 1,362,447 944,247
10.Fiat Italy 1,249,611 1,113,268

Source:  Jidosha Sangyo Handbook (Automobile Industry Handbook),
Nikkan Jidosha Shimbunsha '

4) Business Operations by the Major World Automobile Manufacturers
The importance of the Asian market is increasing among the world automobile manufacturers

as the Asian market cxpands. Major avtomobile manufacturers pursuc the following
approaches to the Asian markel:

i.  Active entry into such potential markets as China and Victnam

Major automobile manufaclurers arc making active approaches to the Asian market,
especially to China and Vicinam. '
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ii. [Establishment of a mutual complementation system in the Asian area

Automobile manufacturers which have sct up production bascs in the Asian arca have
started to produce automobilcs by supplying parts and componcnts among prOduciion
bascs in this arca instcad of manufacturing all parts and camponents within an
individual country. Brand-to-Brand Complenicntation initiated by the ASEAN is one
of the faclors promoting this mulual complementation among automobile manufactur—

ors. - &

iii. Manufacture of an Asian Car

Automobile manufacturers consider that the introduction of a low--priced and practical
car into the Asian market is nccessary in order to survive in the éxpanding Asian
market. Japancsc automaobile manufacturers plan fo introduce the so-called Asian car,
which would be developed  specifically for the Asian market and produced at
production bases in the Asian arca. '

iv. Rcduction of production cost through the enlargement of procurcment from the Asian
arca

Automobile manufacturers facc the necessity of reducing production cost in order to
mainfain their compelitiveness.  They are increasing procurement from lower
production cost counuic.s, including Asian countrics. As for Japanese manufaclurers,
pressures to reduce trade surplus work as a factor promoting ovesseas procurement.

{2) Automobile Industry Policles of ASEAN Cotmiﬁcs

In ASEAN countrics, automotive manufacturcrs were obliged to choose CKD production duc
to the ban and/or high import tariffs on CBU imports. They have been required to incrcase
their local content in line with the local conlent regutations of these countries. '

The direction of the automobile industty in ASEAN countries has tended toward the {g!
liberalisation of the markel. ‘The necessity of market lberalisation as a condition for
paticipation in GATT and the rcalisation of the ASEAN Free Trade Arca (AFTA) is the
background of this trend.
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ASEAN introduced Brand-to-Brand  Complemcentation in order to - imprave the
compelitivencss of automotive parts and components production in this region by achieving
the division of production among member countrics for concentratcd production and

promoting mutual complementation among countrics,

ASEAN countrics have been relaxing regulations on the automotive industry through such
fneasures as the lifting of the ban on CBU imports, reduclion on import tariffs on CBU and
CKD kits imports, and relaxation of rcgulations on local content. ASEAN plans to reduce
tariffs on trade among member countres step by stcp under the. Agreement on Common
Effective Prefercntial Tariff for the actualisation of AFTA.

In these countrics, the basic policy for the development of the automotive industry has been
shifted from import substitution to cxport promotion. Instcad of convenlional all-around
localisation proﬁmtibn measures, which have resulled in the localisation of assembly and
simple processing of parts and components manufacture, these countrics have tended to focus
on high valuc-added parts and components as they aftempt to place a priority en the

localisation of specific parts and componcents..
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4. FACTORS WIIICII INFLUENCE THE DEVELOPMENT OF THE AUTOMOTIVE
PARTS AND COMPONENTS INDUSTRY IN MALAYSIA

Intcrnal Economic Factors

1) Growth Ratc of the Domestic Market

The stable growth of domestic demand for automobiles is crucial for the growth of the
automobile industry, Malaysia's automabile market is responsive to economic fluctuations.
Major factors which determine the future growth of deniand are i) economic growth ratio, i)
growth of disposable income, and iil) the progress of motorisation.

External Economic Factors

2) Trend of the International Econbmy

Malaysia, to a large extent, depends upon imports for materials, paits, and production
cquipment. Malaysia currently compensates for the deficit of its current balance with the
surplus of its capital balance, which is created by an inflow of foreign investnients.

An important cxternal economic factor which has an influence on the future automobile
industry in Malaysia is the foreign exchange rate. The fluctuation of foreign exchange rates,
especially that of the yen, will have a strong impact on Malaysia’s automolive industry., The
establishment of an international procurcment structure which would not be largely affected
by the exchange rate fluctuations of a certain currency would be important.

3) Automobile Industry Policies in Asian Countrics and Business Strategics of Major World
Automobile Manufacturers

Asian countrics cmphasis the development of the automslive industry as a key industry and
have introduced various promotional measures. Such countries as China, Vietnam and India
attach an increasing importance to the development of their automotive industrics and have
been atiracting the interest of major automobile manufacturers in the world for their huge
market potential.
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Major - aitomobile manufacturers are pushing forward with the sciting-up of busincss
networks in the Asian region. - How to sccure a position of Malaysia in this business nctwork
will decide the future of Malaysia's automotive industry.

To nurture the induslry as a supplying source of parts and componcnts for the automotive
industry not only in the ASEAN rcgion but also in the Asian region is a key to survival for
Malaysia's automolive pars and comporients industry as it is constrainted by iis swall

domeslic market.

External Policy Factors
4) AFTA

Free trade in the ASEAN region will proceed in the coming 10 — 20 ycars with the progress
of the AFTA. Automotive manufacturers with cxport competitiveness will cnjoy an
advantage of CEPT. On the other hand, Malaysia will face the inflow of cheap products
manufactured in lower labour cost countrics. Less competitive companics will have to cope
with hard competition with those imported products.

It may be necessary to enforce specific regulations such as those for quality standards in
order to control the inflow of cheap products from other ASEAN countrics. However, excess
control should be avoided because it will be a non~—tariff barrier, It is necessary to promole
Cooperation among ASEAN countries to avoid the situation where CEPT is slripped of all
its content by. non—tariff barricrs of other ASEAN countrics. '

Intcrnal Policy Factors

5) Market Libegalisation in Malaysia

Malaysia should advance its liberalisation of the domcs_ﬁc market according to the
rbquircmcnts of AFTA and GATT. The cxisting restrictions on CBU imports and localisation
policy should be re-cxamined in the future. low to advance the liberalisation process and
what schedule to choose have an enormous influcnce on the future of Malaysia’s avtoniotive
parts and components industry. The liberalisation should be carricd out cxamining its impact
and the rcadiness of the domestic industry.

6) Malaysia's Automotive Industiy Policy
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Some new National Car projects arc now being planned following PROTON-and PERODUA.
The policy on National Car projects should be made clear (o the industry. In this aspect, the
govemment should indicate its vision of the automotive industry development policy which
is formulated from the vicwpoints of i) how to promote the concentration and rationalisation
of local automotive manufacturcrs and assemblers, ii). how fo cstablish tcchnological
independence including R&D, and iii) how to attain export competitiveness.

7) Malaysia's Policy Related to Automobiles

The air pollution in Malaysia has been getting worse year by year although the situation is
better than in other ASEAN countries. There is a necessily of taking measures to control gas
cmissions such as stricter control on diescl vchicles, stricter cmission standards, ahd the
replacement of old vchicles with low-pollution types of new vehicles.

As for road traffic, there arc problems of traffic congcsﬁon which have been becoming
scrious in farge citics. Also, there is a large number of traffic accidents causing deaths. One
of the characteristics of automobile posscssibn in Malaysia is the high weight of vehicles
more than ten years old. A new policy or measure related to traffic accident control or old
vehicles would have an influence on the demand for automobiles.

8) Direct Investment of and Technical Collaborations with Overscas Manufacturers
It is obvious that foreign investments and technical collaborations work as key forces to
upgrade Malaysia's automotive and automotivé parts and components induslry to a higher

level. The government should maintain a stable investment environment to attract forcign
investments as well as domestic investments.
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Fig 1-10  Factors Which Influence the Development of Autoniobile Industry

and Automotive Parts and Components Industry

Trend of Major
Automobile Makers
and
Automotive Parts Makers

" Interational Business Network of
Major Automebile hkers in the World

- Marketing Sﬁntcgics in the Asian
Region (Active Enlries into Growing

AMarkets)

- Increasing Emphasis on Cost Reduction

v

Froduclion  of
Asian Cams

Esiablishment
of Production
Bases in the
Asian Region
and Division
Production

Region

of

BBC

Increasé in

Trades urder

Increase in
Procarement
from the Asisn

Teend of
Interaational
Economy

Growth Poteatial of
Such Markets As Chira,

Progress of Free
Trade in ASEAN

Vietnam, and India

}

Liberalisation
the Market

in Malaysia

of || Expansion of
Export Markets

'l

Trend of Domestie Economy

Macre Economic
dreads

Econcmic Growth
in the Asian
Region

Growth Raie of

Teend of Direct
- Investment and
Technical Tic-up of
Major Automobile
MMakees 2nd
Automative Parls
Makers in the World

Adequate Malaysisn
Avtorcbile Induslry
Policy

}

= Suble P;omo(ioml
Measures for
Investment and

Technical Tie-up

ﬂﬁewaw Measurcs ||

Suppont of
Exports

Productivity
Inprovement

Exparsion of
Infrastructure

T q

H Infiow ef Steady Growth of

L : Low Triced Malsysian Economy
: { Schestionof A mpess b Iesrease in

E

H Ceuntries for ¢ \;.‘:‘}:‘m lncomc‘Lc\.'cI

B Production Bases AN [mprovement in Income
$ inthe Asian  Region Pisparity

| v

: w More Severe l-:;-’on of

H Competition i -Xpanst

§ 4 More Severe w lhr:p[;)]m:;:: Autcmobile Market
3 Compelition among Market in Malaysia

;| Avtemobile  Industrics - ,__._/‘ \ ,I "
i _inthe Asian Region :

3 Tncluding ASEAN Expansion of ‘|

H Miarkeis for

i Malaysia's

: Automabils

: Industry

{ N 3

H Necessity of Necessity of Necessity of

- Improving Strengthening Sccuring Domestic

i Technological Levet Competitiveness of Market Expansion

i of Malaysia's Malaysia's Automobite and Exploring

: Avtomebile  * Industry Endustey Exgort Markel

: g AN . SIS o

+

Improvement in
R&D Capability

Human Resource
Development

35

Autornotive
Maikets in Asia

Growthof
Malaysian
Eccnomy

Trend of
Exchange Rates

Technology and
R&D Trends
Related to
Automobiles

Environmental
Tesucs

Tread of Labour
Supply in
Malaysia



II. OVERALL DEVELOPMENT STRATEGIES

1. PLAN PERIOD AND OBJECTIVES
(1) Plan Period

In Malaysia, the Ist Industrial Master Plan (1st IMP) was cstablished covering the plan period
between 1986 and 1995, in which the scctor plan for the Transport Equipment Industry was

also included,

In this report, the Study Team scts the follewing 10 years after the 1st IMP, from 1996 to
2005, as the development plan period.

In spitc of this long-term plan period setting, the start of the implementation of various
development strategics and measures is recommended to be started as soon as possiblc,

(2} Objectives

"The major development objectives of the Malaysian automotive parts and components industry
during the coming plan period were sct as follows:

(1) To accelerate the sound development of the aulomolive parts and components indusiry
as a base for the development of the automotive industry which should be a key sector
for Malaysian industrial development, following the clectric and electronics industry;

{2) To expand the exports of both automobiles and automotive parts and componeats, by
developing the automotive paits and components industry into an internalionally cfficient
and compelitive industry; and

(3) To develop various kinds of engincering subscctors, so that the avtomolive parts and
components industry could acquire the capability to manufaclure products with
precision, sophistication and quality. |
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Fig. 2-1 Development Objectives of the Automotive Parts and Components Industry

STRENGTREN IRG OF
EHTERNATIONAL COMPET -
TIVEKESS OF THE AUTO-

HOTIVE INCUSTARY

2 ﬁ(n

DEYELOSMENT
CF EXPORT
NARKET

G

OEVELOPNENT
OF
ENGIREERING
SUBSECTOR

(3) Development Phases

The development stages could be divided into the following two phases:

Phase [ (1996-2000} : Competitivencss Strengthening Stage
In linc with the progress of economic unily among ASEAN
nations, the target in this stage would be set for Malaysia
to become the leader in the regional market, so that it could
supply high quality and internationally cost—competitive
automotive parts and compenents.

Phasc IT (2001-2003) : Development Capability Strengthening Stage

lﬂi The target in this slage would be sct for the automotive

parts and componcnis industcy to fully suppoit the
automotive manﬁfacl_urcrs in attaining the status of world
leading manufacturers having sufficient R&D capabililics.
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2. DEVELOPMENT STRATEGIES
(1) Integeation of the Development Strategies

1) Positioning of Development Stratcgics by Sector
In this rcport, from the resulls of the phase I survey, the development strategics werc
investigated dividing the automotive parts and components, as well as their production
processes, into 3 groups: 1) key components group, 2) export-oricated product group and 3)

cngincering subscctor group.

Fig. 2-2 shows the relationship between the development strategics of these 3 groups and the
industrics composing the whale automotive industry.

Fig. 2-2  Automotive Industdal Structure and Development Strategics
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As is illustrated, the automotive industry is composed of 1) automotive manufacturcrs and
assemblers, 2) primary subcontractors and 3) sccondary and tertiary subcontractors called the
cngincering subscctor. From the view of automotive parts development, all of the above three
groups are players since the automotive manufacturers and assemblers are underiaking in—
house parts praduction and the engincering subscctor companics are also underlaking a part
of the production pracesses.  From the view of the supporting industrics, 2) and 3) of above
arc the supporting industries of the complete automobile industry, and the cngincering sub—
scctor group are the major supporting industrics of the primary subcontractor group. Further,
from the vicw of exporis, most of the automotive parts and components arc exported dircetly

as parts, and also exparted indircctly as parts of complete automobiles.
From the above linkages among industry groups and product groups, the developnient
stratcgics proposed for the key components group, the export~oricnted group and engincering

subscctor group, separately, are mutually closely inter-related.

Fig. 2-3 bricfly illustrates the rclationship between the development stratcgics proposcd from
the key componcnts group and thosc proposed from ather groups. As is obvious, the strategics

Fig. 2-3 Positioning of Development Strategics of Key Components Group
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proposcd from the key componcnis group pul higher emphasis on the development of
independent technologics and human resources development in the arca of higher levels of
engincers and technicians who are capable of carrying out R & D activilics, but the majority
of them arc in line with thosc proposcd for the development of the other groups.

The relationship of the development strategics of the export-oriented product group and those
of other groups is also shown in Fig. 2-4. Although some of the development measures
specific for export promotion, such as the expansion of the support activities of export
promotion activitics of the industry, are proposed, the key factors for the success of export
cxpansion are identificd as the incrcase of product competitiveness (Quality, Cost and
Declivery) and new product development capabilitics (Development), as well as the
management capability of cach company (Managemcent). One of the major mcasures for this
upgrading of product competitiveness is the development of engincering sub-scctor companics,
and the mcasurcs for the development of R & D capabilities are similar to those for the key

components group,

Fig. 2-4 Positioning of Dcvelopment Strategics of Export-oriented Product Group
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2) Intcgration of Development Strategics

The development strategics proposcd from the three different groups were integrated into the
overall develapment stralcgics of the automotive parts and components industry, which mainly
consists of the following 11 items:

{1) The change of managers' mindsct by promoting deregulation

(2) Establishment of key manufacturing technologics for the development of automotive
key components

(3) Promotion of cxpoits to the ASEAN rcgional market

(4) Upgrading of cach parts manufacturers' productivity and quality control capability

(5) Eslablishment of human resource development facilitics

(6) Promotion of dircct investment of and technical tic—ups with overscas manufaclurers
having high tcchnological capabilitics

(7) Sccuring stable domestic automotive demand growth

(8) Development of an engincering subsector for the integration of the industry

(9) Upgrading of new product development capabilitics

(10) Expansion of sales to OEM markets in the developed countrics

(11) Development of engincers with advanced technology
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(2) Outline of (he Overall Development St:ateglcs

Phasc 1 (1996--2000)

The major development strategies to be taken for achieving the phase I stage development
targets would be briefly summarized as follows:

1) The change of managers' mindset by promoting dercgulation

The mindsct of managers of the Malaysian automotive parts and components industry
should be changed by having them clearly understand the dircction of gradual
climination of various kinds of protcctive measurcs taken by the government up lo the
present. This would be the first step for cach Malaysian automotive parts manufacturer
to become an cstablished company in the Asian-jrc_g'ion, as well as in the world,
encouraging them to make intensive cfforts ta increase (he international conipctilivgncss
of their products and to expand their targc't from domestic to international markels,

2) Establishment of key manufacturing technologics for the developmcent of avtomotive key
components ' '

The local production of those automotive key componeats, that are essential for the
sound development of the automotive industry in Malaysia and that are not yct preduced
locally, should fuither be carricd out. Efforts should also be directed to the invitation
of overscas manufacturers having high tcchnical capabilitics in these fields or in the
promotion of tcchnical tic-ups between these overseas manufacturess and Malaysiau
manufaclurers.

3) Promolion of cxporis to the ASEAN regional market

Those trends in the ASEAN regional market such as 1) rapidly expanding automotive
demand, 2) the start of Asia car production by major world lcading manufaclurers, and
3) the strengthening cconomic unity arc expected to inevitably cxpand the automotive
parts demand in the region. Mcanwhile in Malaysia, a fairly large number of automotive
patts, which are not yet manufactured in other nations, have alrcady been localised from
the cxpericricc of supplying these parts to a natienal car manufacturer. Based on these

expericnces, the Malaysian automotive pars and components manufacturers should make
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fuither intensive efforts to expand exports to the ASEAN regional market.

4) Upgrading of cach paits manufacturer's productivity and quality control capablity

There are stili many automotive paris and components manufactercrs in Malaysia that
are producing goods under the various governmental protective measures, and do net

have cnough international competitivencss. In line with the promotion of dercgulation,
the international competitiveness of the whole automotive parts industry has to be
increased by cnhancing each manufacturer's productivity and their capabilitics of product

quality control.
- 5) Establishment of huiman resource development facilitics

Partly due to its short historical ba'ckgmund, the dclay of the human resources

devclopment in the industry is still significant at all levels, from general workers to

tcchnicians and engincers. In the small and mcdium.scalc indusltrics, the managerial

skills of managers arc also lacking. Because it takes a very long time for the

development of human tesources, the carly establishment of the necessary number and
z‘g © quality of cducational and training facilities should be achicved.

6) Promotion of dircct investment of and technical tie-ups with overseas manufacturers

In Yine with the shift of assembly plants of major automotive assemblers (o the Asian
nations, the interests of many foreign parts manufacturers having high technical skills
for overscas opcrations are increasing. To attract the direct investments of these
companies in- Malaysia or promdtc the technical tic-ups belween Malaysian
‘manufactiirers and these companics would be onc of the most important developnient
stratcgies of the industry in the Phase [ period.

7) Securing stable domestic automotive demand growth

f\*%} For the sound development of the automotive parts industry in Malaysia, the growth of
domestic automotive demand without wide fluctuations is highly desired. In Malaysia,
the potential demand for new cars is considered very high. This is mainly because the

-~ “new car ratio jn Malaysia is currently low due to loosc contro! on the use of old cars,
~ which causes a big problem rclative to driving safety and protecting the environment.
!’l‘hcj ih('rodﬁclion of a stricter control of the usc of old cars would create a large new car
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demand, but it could also work as a factor to induce a wide fluctuation of domestic
demand. By stratcgically adjusting the timing of the introduction of demand stipulating
mcasures, a stable demand cxpansion for automobiles should be achicved,

8) Development of an engincering subscctor for the integration of the industry

The automotive industry is characterized not only by the existence of a large number of
primary subcontractors supplying their products dircctly to automotive assemblers, but
also by a further larger number of secondary and testiary subconiractors. -The gioup of
these sccondary and tertiary subcontractors is called the engineering subscctor by the
Study Team, because a majority of these companics are small scale but rather high-tech
companics. [n Malaysia, a fairly large number of primary subcontractors was devcloped,
but the growth of cagincering subsector companics is largely behind. To increase the
international competitivencss of the automotive indusitry as a whole, the early
development of an engineering subsector is cssential. . |

Phase Il (1996-20005)

In addition to above strategics, the following measurcs would have to be taken for achieving

the Phase 1l development targets. As for the initiation of the mcasures to be taken for cach
strategy, however, they should also be started at the carly stage of the phesc I period.

9) Upgrading of new product development capabilitics

In order for Malaysia to become an independent automotive producing country, the
development of zn automotive parts industry which has sufficient capability to develop
new products in line with the new model car development of automotive assemblers
becomes essential. The intensive supporting measures (o upgrade the R&D capabilitics
of cach automotive parls manufacturer and engincering subscctor company would have
to be introduced in this stage. |

10) Expansion of salcs to OEM markets in the developed countries

Because the domestic market size in Malaysia is limited, the Malaysian automotive pasts
industry should not only support the cxpart expansion of complete automobifes, but also
should increase the exports of their products as parts.” By increasing international
product compelitiveness, in the Phase 11 period, thc Mataysian automotive pats industry
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~would be belter able to make cfforts to penctraic into the OEM markets of developed
pations, where the potential demand for automotive parts is huge.

11) Development of engincers with advanced technology

The success of the sophistication of the Malaysian automotive industry depends largely

@ on the creation of a sufficient numbes of enginecrs having cnough R&D capability to
develop new 'products which arc competitive in the world market. Following the
measurcs to establish a sufficient number of cducational and training Facilities in the
Phase I period, higher emphasis of the human resource development in Phase 1 shoutd
be put on the development of engincers.
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Fig. 2-2 llustration of the Ovcrall Development Stralegics of
the Automeotive Parts and Components Industry
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- I, DEVELOPMENT STRATEGIES BY PRODUCT GROUP
1. SCENARIO FOR THE DEVELOPMENT OF THE KEY COMPONENTS GROUP

f%r' (1) Development Tagets and Basic Stiategies

1) Development Targets

The development targets of the key components group can be summarised as follows:

i. To attain the localisation of key components
ii. To raisc the competiliveness of key componcnts.
‘iii, To attain the technological independence of key components.

iv. To increasc the compelilivencss of Malaysia's automobile industry through the
~ altainment of the above targcts.

Fig.3~1 Development Target of Key components Group
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2) Basic Stratcgy

The basic strategy for the fulfillment of the development target is as follows:
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To sct the iniliative for localisation of key components, whether through

‘oulsourcing or in-house production,_ taken by National Car projects as the driving

force for the industrial developrient of the key components group.

. To make use of technologics and know-how of foreign companics through dircct

investments and technical collaborations in the arca of key componenis not yet
localised.

. To cxpand the industry's production foundation by developing sub-contractors with

" the purpose of increasing the international competitiveness, value~added, and

iv.

vi.

High

Technotogy Step 2: Competitivencss

Level

" Low : © Process Technologies

? Stcp 3: chhnology

l Step i: Localisation

localisation ratio of key components.
To develop the marketing - capability and R&D capabilily of key componcnts
manufaclurers by strengthening the linkage with automotive manufaclurers.

To sccure the production volume of key comiponents through the cxpansion of
cxports, '

To promote technical transfer and technology accumulation in order that key
componeats manufacturers will advance to the stage of R&D technologics which will
cnable them to develop new products by themselves. . To establish an
instilutional sctting facilitating their R&D activilics for the realisation of this stage.

To develop erigineers who will contribute to the advancement of technologies.

Fig. 3-2 Development Process of Key components Group
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The process of key components group development can be divided into the following three
steps: '

Step 1: Localisation Promotion Stage (up lo 1998)

Main Objective

The major objectives of this stage are to promote the localisation of key components
through active introduction of tcchnological collaborations and to accumulate atl the
technologics of manufacturing processes required for the production of key components
in Malaysia. '

Approaches to Localisation of Key components’

For the localisation of key componcnts, the following two approaches will be taken:

i. To localisc key componcnts which have not yct been localised, in other
words, which arc imported.

1;‘ ii. To incrcase the local content of key components which arc localised.

Fig. 3-3 Localisation Strategy of Key Components
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Priority of Localisation of Key Componenis not yet Localiscd

The following 11 items will be given localisation priority among key components not
localised, and the localisation of these items will be actively promoted.

Engine Group
1.2.1  Cylinder Head
127 Intake & Exhaust Valve
1.33  Piston Ring |
134  Timing Chain/Belt
13.6  Connccting Rod
14.1  Connccting Rod Bearing

1.4.6  Vibration Damper _

171  Fucl Calibration System, Injcction and Pressure Pipe
1.7.2  Fucl Pump

1.8.7  Turbo Charger Asscmbly

1.8.13 Monotite

-

Manufacturing Process T cchnolggics to be Acquired

The acquisition of the following manufacturing technologics required for the
manufacture of key componcents will be actively promoted and the development of the
indusltrics which offer these technologies will be encouraged.

- Forging

- Rolling

- Heat trecatment

- Plating and surface trealment

- Machining

- Casting 4§

Step 2: Competitiveness Strengthening Stage (up to 2000)

Major Objective

~ The major objectives of this stage are to strengthen the competitiveness, especially price
- =50~
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compctitivencss, of key components, and to continuc to increase further the local

contcnt of key components.

Approaches to Strengthening Compelitiveness

- The competitiveness of key components will be strengthened through the following

approaches.

i. To improve manufacturing technologics
fi. To carry out activitics for productivity improvement and cost reduction

iii. To rcalise the further development of the production base in Malaysia

In the sccond sli:p, parts manufaclurers will face more severe compcetition from
- imported products as a result of the review of the exisling protection policy concerning
" the local automotive parts industry. '

Therefore, automotive parts manufacturers should be more cost conscious and carry out
ﬁrmly&ootcd cost reduction aclivitics to cope with the tiberalisation of the market. In

-this stage, important tasks also arc to attain competitiveness in quality and to secure a
firm foundation of production technologics as a preparation stage before going forward
to the design technology stage.

For the improvement of production tcchnology and quality maintenance, as well as (o
maximize the bencfits of technical guidance from foreign partners in technical
collaboration, it is imporiant that a sufficient number of engincers should be avairable
in the country. |

As for production cost reduction, such measuscs should be taken as the introduction of

VE/VA, morc utilisation of subcontractors, and company-wide cost reduction

aciivitics. In line with this, the expansion of the engincering sub-sector should be
- continued foltowing the first step.

Step 3: Technology Independence Stage (up to 2005)

Majdf Objectives
Major objectives of this stage are to realise the independence of technologics by
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acquiring industry's own technologies from - product modifications to - product
development and, at the same time, to gain further international competitivencss.

Development Process of New Models

- Product development for a new model, in most cascs, does not start afresh with nothing
in the casc of key componcnts, A new model is, gencrally, developed by modifying
an existing part, This is due to the following:

i. It is important to maintain the product reliability because key components,
" especially crigine parls, assume an important function in automobiles.

ii. It can mean savings in cxcess capital investment.

For example, the development by existing model modification is adopted in the case
of an improvement of a fuel syslem or an induclion and cxhaust system with the
purpose of adapting to cnvironmental regulations.

In Malaysia, the R&D technology development process to be taken is to step up
gradually from the stage of modification design to that of product design.

Proccgg

In accordance with the level of R&D capabilitics, the prierily products to be developed
in Malaysia should be identificd and necessary measures should be introduced.

(i) Modification Design Stage:

fn this stage, the technological {evel in Malaysia will be raised from production
tecchnologics to product modification technologics, which are’ clementary
technologics {cading to independent development.

Looking at the level of tcchnology from the viewpoint of the localisation of
products, the current level of technology that Malaysia's automotive industry
posscsses is still at the stage which is based on prod.uctiﬂ'n technology, i.¢., within
the technology of manufacturing products which are developed by ethers. The
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automotive industry can not avoid this stage in the coursc of tcchnology
development. The technological level of the automotive industry, on the basis of
" indigenous production technology, will advance successively to the localisation of
testing and evaluation technalogy, then to the localisation of praduct modification
technology, and then to the localisation of product development technology.

Based on the production technology, in this stage, the automotive industry will
acquire product medification technology by accumulating developnient technolegy
and developing R&D personnel through the repraduction of existing products and
will prepare to advance to the stage of product development on the basis of

indigenous technology.

The subjccts of developriient in this stage will be key components related to
improvement in fucl consumption, noise, and gas cmission. In some cases, a
product modification will be necessary for the improvenient in durability of
overall componcents.

The priorily items subject to design modification will be as follows:

‘i’ _ 1.1. Cylinder Head Group
1.3. Cylinder Block Group
1.7. Fucl System Group
1.8. Induction System/Exhaust Sysiem Group

(i) Development Design Stage:

In this stage, autonobile manufacturers must po'sscss in-housc both production

technology and design technology, which constitute automobile technologics. In

this case, they should not necessarily possess the actual manufacturing technology

of paris in~housc. They need to have the capability to provide an order and

guidance to a vendor in such technical aspects as specifications, quality requirc—
E nmicnls, price, delivery, cte. ' '

On the other hand, a vendor, as a speciatised manufacturer, should have higher
technology in its specialised field than an automobile manufacturer. The vendor
should realisc higher valug-added output through the introduction of oveiseas up—
to-date technologies and have technological strength in comparison to the
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automobile manufacturer, In addition, it is nccessary for the vendor to reduce
production costs through the development of new production technology and new
production mcthods. - ' '

The priority items for the acquisition of indigenous technology in this stage will
exclude standardiscd parts and components which can be casily procured. This is
due to the following:

~ As regards most of these parts, a high level of production technology has
usually been already cestablished in the REM market.

- In casc an item anmong thcsc'paﬂs has the possibility of being fcchnologically
developed in Malaysia, it is advisablc that this part be promoted as an item
of the cxport-oricnled parts group.

- Excluding standardised parts from priority items will present no significant
problem to the localisation of technologics.
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(3) Suppoiting Meastues Accmding to the Developinent Stages

Action plans for the devclopment of the key components group should change cmphasis
according to the development stages of the key components industries. Supporting measures
to be taken in individual stages of development arc as follows:

Step 1: Localisation Promotion Stage

ii.

To formulate a vision of the development of the automotive parls manufacturces

MITI will coordinate the opinions of governmental organizations related to the
aufomotive induslry and the industries themselves and obtain the conscnsus of all
the pamcs related through the formulation of a vision of the development of
automolive parts manufacturers or a guideline for the developrient of automotive
parts manufacturers, This can be done by gathering related governmental
organizations, automobile assemblers/manufacturers, franchise holders, parts and
components manufacturers, and rclated associations under the initiative of the

“section responsible for the industral policy in MITL

To carry out actively the investment promotion of major forcign key components

manufacturcrs

~ To offer morc aliractive investment incentives, including the import duty

deduction of raw materails and equipment, for JV promotion
"~ To cnhance investment promotion activitics including activilies by MIDA. For

cxamplc, investment p'rom‘olion toward overseas parts manufacturcrs which
have an interest in investment in Malaysia will be made

— 'To provide local manufacturers with information on overseas automative parls
industries through public organizations

- To make Malaysia's i nvestment environment, in aspects other than investment
incentives, more altractive to foreign investors

iii. To promote technical collaborations in the ficlds of tcchnologlcs necessary for the

produchon of key components

~To cxpand incentives for technical collaboration such as tax deduction at the
"~ inlroduction of up-to- dalc lcchnology from overseas and purchase of modern
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machinery _

- To provide assistance in financing to facilitate the introduction of modern
machinery and equipment

- To strengthen matching services for technical collaboration by National Car
manufacturers and MIT(

iv. To make National Car manufacturcrs function as the driving force’ for the
development of key components manufacturers

- To provide National Car manufacturers with incentives to incrcasc the
localisation level ' |
~ o strengthen vendor development programmes rendered by National Car

manufacturers

v. Fo cducale and train engincers
High fevel manpowes such as cngincers and technicians will be more important

in the sccond and third stages. However, education and training in these arcas
should be initiated at this stage because such training takes time.

-- To cxpand engincer education in universitics

— To enlarge scholarships opportunitics for studics at overscas universitics and |

institutions _ _
~ To supporl advanced employce train_ihg, targeting cngineers and technicians
- To cxpand advanced skill trainiag at pubzlic vocational training centres, for
example, by expanding facilitics for posl—cmploynlcnt training

- Step 2: Competiliveness Strengthening Stage
1. To improve production technologics

~ To provide assistance in terms of tax deduction and financing facilitics for the
purchase of modern production médchinery and cquipment
~ To diffuse modern production technologies to the private sector

-~ To provide cducation of quality control 'mcthods_and t_cghm‘céll guidance 1o the
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private scctor

— To suppoit cmployce training
fi. ‘To cxpand the production base in Malaysia for the manufacturc of key compencents

~ To cxpand promotional mcasures, ¢.g., in tcrms of financing and tax
incentives, to develop subcontractors

~ To expand technical guidance and management consulting scivices toward
small- and medium-size caterprises |

-~ To continue to cxtend vendor development programmes by National Car

manufacturers
iii. To expand cxport promotion mcasurcs

— To incrcase the involvemcnt of Malaysian key componcnts into the
intcrnational procurement nctwork of major world automobile manufacturers

through such facilitigs as BBC
iv. To expand technologics and facilities of product testing and cvaluation
~ To expand facilitics of public testing and rescarch institutions
v. To encourage R&D activities

~ To identify the priority R&D areas from the viewpaint of potentiality and
expected contribution to the automotive industry

~ To provide assistance to R&D activitics in the priosity arca in the form of
financial and tax incentives ' '

~ To sct up a public testing and rescarch- institution speciatizing in the
automotive induslry

—~ To introduce a public reward system into the ficld of new technology
development

~ To rationalize and expand R&D aclivitics by public institutions

~ To promote joihl R&D activities among the private scclor, public institutions,
and universitics, ¢.g., through subsidics for joint R&D aclivitics and R&D
work assigned to outside institutions
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~ To provide small- and medium-size enterprises with assistance for R&D

activitics

Step 3: Technology Indcpendence Stage

In this stage, R&D activilics, initiated in the sccond stage, will move on to  higher %
levels.  In addition to mcasures introduced in the prior stage, the measures will
contribute to the upgrading of R&D tcchnologics.

i. To upgrade the level of R&D lcchnologiés

- To promote joint R&D activities by the private scctor, public institutions, and
universities, in the priority arcas such as engine development

~ To expand incentives for R&D expenditures, e.g. through tax deductions

~ To cxpand incentives for the purchase of R&D machinery and cquipment, c.g.,
through import duly exemptions or low—intcrest loans

- To set up a system to promote the exchange of technologics between R&D
personnel in Malaysia and overseas sources of technologics @
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2. SCENARIO FOR TiIE DEVELOPMENT OF TI IE EXPORT-ORIENTED PRODUCT
GROUP

(1) Background

1) Global Trend
a. The future dircction of world car makers' purchasing policies is that they wilt become
similar to that which Japanese car makers have been long using, ic., putting cmphasis
on long-term relationships with selected suppliers.

b. The transaction sysiem of OEM export of automotive parts, which arc intermediate
goods, is more complicated than the export of consumer goods such as clectronics
products’ ‘of automotive parts for REM. Therefore, most cxporters have delivery and/or
prcduchon bases in the form of a parent company, joint venture partner, or technical
assistance parincr in an imporling country. Exports under the BBC schenmc arc not an
exception because exporting brand holders have their own delivery/production bases in
importing countries.

2) Environmental Changes from the Viewpoint of Malaysia and Other ASEAN Countrics
" a. The following are three levels of ‘competition of automotive parls manufacturers.

- Competition within domestic market
- Competition in ASEAN and ncighbouring countries

- Competition in the global market

Parls supplicrs in thc ASEAN rcglon have been able to concentrate on the competition
in their own domestic market because the high import tariffs protect domestic markets
from the threat of forcign competitors. However, when individual ASEAN countrics

E ro_::ducc tariff rates according to CEPT for the creation of AFTA in the ncar future, parts
supplicrs will be exposed (o compclition'with supplicts in other ASEAN countrics. The
competilion lcvcl is shlﬂmg fm m compclltmn within a domestic market to competition
in the ASEAN rcgion

~ b. Japancse car makcrs are trying (o increase imports from Asian countrics to reduce
procurcment costs due to the Yen appreciation, which, in turn, leads Japanese suppliers
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to invest. in Asian countrics for production bases and to start exporls. As a result,
differences in competition level within advanced countrics and within the ASEAN region
arc cxpected to lessen. Therefore, compctiiivcncss in the world market is an csscntial
condition to survive for parts suppliers in the ASEAN countrics. In developing the
export—oricnted componcents industry, it is nccessary to consider the necessity of
achicving competitivencss against supplicrs in advanced countries.

3) Limited Arcas Where Malaysia's Supplicrs Have Competitive Advantages

a. No other components are imore competitive than electric and electronics components in

Malaysia. Companies which currently engage in the production of these components in

- Malaysia were cstablished with the purpose of exporting to advanced countrics, They

have grown up to be internationally compctitive exporling companics because they

targeted advanced counirics, the markets of which are larger than those in ASEAN

countries. There are few cascs of this type of success other than electric and electronics
products. ' '

b. Some manufacturers of steering gears and shock absorbers in Malaysia export to other
ASEAN countrics. However, since their products are basically for non-PROTON
manufacturcrs with a limited market, they can not grow cnough to be a supplying basc
in the ASEAN region due to their small volume of production. As 4 result, Maléysia
has deficits in automolive paris trades with other ASEAN countrics, for example,
Thailand, '

-4) Declay in Strengthening the International Coe_npctitivcnéss“

a. The Malaysian Government has been developing automotive parts 'manu.faclurcrs in the
light of three principles. First, achicving a high localisation level; sccond, introducing
forcign investments and the latest production technology; and third, 'dcvc'loping local
manufacturers. - | |

b. These mecasures have contﬁbulcd a lot to the high localisation level achicved by
Malaysian cars, espceially PROTON. On the other hand, these policies are one of the
rcasons that there are fow suppliers with high cxmﬂiug capability, Thdy, in a sense,
have led to delays in improving indigenous R&D capability, dcvclopi-ng internationally
competitive automotive parts manufacturers, and raising_lbcal confcnttoa malc;iai fevel.
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5) Mutual Relationship between Autonotive Industrics in Asian Countrics and Japancse
Automotive Coniponcnts Manufacturers

a. Japancse automotive makers arc aggressively trying lo increase parts imports. The
_purpose of imports varics according to rcgrons As for the US market, the purposc of
jmports is to narrow the trade imbalance between Japan and the U.S. As for the Asian
market, the main purposc is to reduce manufacturmg cost. Parts supplicrs in Japan arc
strongly urged by automotive makers to lower their sclling prices. They are increasing
imports from Asian countries in rcsponse to these requirements.  The recent Yen
appreciation has accelerated this movenent. As a result, the division of automotive parts
productlon in the Asian region, in which Japancse and Asian manufacturers arc vertically
and horizontally intcgrated, will be established by the year 2000.

b. On the other hand, most govemments, which consider the supporting industry
development as the key of their industrial palicy, place emphasis on investmenl
promotion, cspecially investments by Japancse automotive parts manufacturers.
Thercfore, the next five years arc an important period, for both Japanese automotive
parts manufactuzers and individual supporting industrics in Asian countrics, which may

well determine their future.
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Fig. 3-3 Mutual Relationship between Japanese Supplicrs and Asian Countrics

Asian countrics Japanesc supplicrs

Necd for industrial development | Need for investment in Asia
Necd for export  promotion

(resource) (rcsource)

~Growing market -Technology

—Political support for a leading ~Management techinique and close
industry rclationships with ¢ar makers

~Geographically close to Japan | —Past experiences

(pull factors) (push factors)

~Technology transfer ~Yen appreciation

~Strengthen indusley structure | -Cutting trade surplus

—Enhance cost competitivencss

-Obtain advanced management

-Human resource development

~Increasing value added

-Devceloping competitive local
supplicrs

(2) Measutes to be Taken

1) Pramotion of forcign investment by export-oricnted manufacturers

Because of the necds both of the developed countrics wanting to shift their production base
overseas and of the Asian countrics intending to develop the domestic automotive parts
industry, the promotion of direct investments or technical tic-ups among companics are the
current most hightighted issuc.

Taking into consideration the current siluation of Japancse potential partners, the following
two promotional measurcs are rccommended for two rcasons: 1) taking away the factors
which hinder foreign investments, and 2) gaining priority as an investment target country
of potential partners. -

a. Dercgulation of foreign ¢quity restriction

For those manufaclurcrs who arc investing overscas for the establishment of the
production base of export products, one of the most important decision factors for the
sclection of investment targel counlrics is whether or not they could hold 100% or the
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majority share of the company newly cstablished, Malaysia's investment incentives and
investment-related laws have been highly cvaluated as being onc of the most attractive
among ncighboring countrics. However, Malaysia is losing this advan!aQé because the
ncighboring countries have been reviewing their investment incentives and investment-
related laws, Relaxation of foreign cquity reslriction for investors producing cxport-
oricated products, including indircct exports, is rccommended.

. Promotion for top companies' forcign investment

"In order for the Malaysian government to boost exports, it is certainly necessary to invite

large scalc independent component manufacturers, most desirably top companics, from

all over the world.

The priority product items for investment promotion can be sclected from the following
conditions; i) paits which are mainly manufactured by large-size manufacturers; ii) parts
which are classificd as cxport-oriented components; and iii) paris of which top

- companics have not yet invested in Malaysia.

The major paits and components which satisfy the above conditions are as foliows:

tyres, bearings, clutches, lamps, gaskets, oil filters, oil scals, fuel injection cquipment,
turbo chargers, gear boxes, control units, rclays, coil springs, wiper blades, fasteners

2) . Diversification of elecironics components production in Malaysia

Key words toward the 21st century in developing new cars are safely, encrgy saving, and
protection of the environment. In line with this, existing mechanically controlled devices will
be replaced by clecironically controlled devices, in which Malaysia has a comparative

adavantage for production.

The following are major items of the control vnits conponent group, which clectronically
conteol various functions of the automobite. The Malaysian government should try to invile
forcign companies-in this field as expoit oricnted manufacturers.

~ Engine control unit Power steering control unit

. Transmission conlrol unit Door ‘mirror control unit
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ABS control unit * Door lock control unit

A/C control unit " Relays

it is also recomnicnded that the Malaysian government consider the idea of taking the initiative
and becoming involved in sciting up a production base for the cxport of these control units
by ils own cquily participation.

3) Restructuring of industry structure and governmient's support for restructuring

The cication AFTA will offer an opportunity for and threat to the automotive parts industry:
more cxport oppartunity and the threat of more seveic competition with imposts. The balance
of automolive parls trade wilf be, in the long run, determined by the cxtent to which the
players in the industry can become competitive in the global marketplace. Therefore, the
goverament's export promotion measures should be taken feam the viewpoint of how to
cstablish the industry's competitiveness for the long term. At the individual company level,
cfforts to strengthen management capabilitics are important to gain competitivencss. However,
al the same tinie, from the macro perspective, the restrecturing of the automolive parts industry
is also important for competitiveness. The government, as well as car makers, should play an
important role in this arca. '

a. Promotion of Restructuring through Purchasing Policy of Car Makers

With the flexible application of their parts procurement policy, the car makers should
try to sclect a limited number of pards suppliers and give full support for their
development, in one time, and to diversify their supply sources for the creation of a
compclive market conditions, for another time. '

b. Promotion of Alliances among Parts Suppliers

In order lo enhance competitivencss, alliances among local companies, as well as
alliances with forcign companics, should be promoted. The types of alliance to be

promoled arc i) promotion of joint developmcent, and i) promotion of mergers and

acquisitions.

The integration of local companics has the following advantages in improving the
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efficicncy of the automotive parts industiy and promoting cxports,

i, Intcgration cnhances compelitivencss because it brings about cconomics of scalc.
They cut down the fixed cost and create a synergistic effect.

ii. Intcgration slabilises the management foundation by cnlarging the size of a
company. This results in a management foundation which can sland - the

fluctuations of export markets,
iii. The expansion of a company through intcgration incrcascs the company's
credibility among buyers.

¢. Legal Measures to Promate Restructuring

Another goverament function in the restructuring process is to provide an institutional
~ sciting te facilitate the restructuring. The measures to be examined arc as follows:

i _’I‘aﬁ: incentives for business change
it. Tax incentives for alliances
~ income tax reduction or excmption on liquidalion income accrued by mergers
@ and _acquisilions _
~ recognition of income accrucd by equity participation as non-taxable income

-- registralion tax reduction on the establishment of a corporation, issuing new
sharcs, or acquisition of 1cal cstate in rclation to the restructuring

iii. Exception to taxation on real eslate
In casc a company scils real estate, for the above purposcs, and purchascs
. substilute rcal cstate, this company's capital gain on the real estale sale is not
deemed taxable income.

4) Support for Overseas Market Development Activities

In order to promote exports of automotive parts, strengthening of the following activitics arc
‘L" required.

a. Collection and provision of overscas information

~ Collection of basic information such as statistics (production, salcs and tradc), tariff
schedules, other printed malters related to automotive pais, elc,
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~ Studying the markets and industrics in order to collect detailed information
specified by commaditics, countrics or arcas and providing analyses based on the
collected information,

b, Overscas dissemination

~ Participation in international trade fairs

- Utilization of overscas premiscs for exhibition
c. Positive business exchanges with potential uscrs and pariners
~ Scnding missions organized only by automotive parts manufacturers for the

purpose of holding busincss mectings with foreiga manufacturers.

"~ Efficient utilization of matching systems for the promotion of irade and investment.

Placement and on-the-spot provision of Malaysian exporters' company data -

utilizing overscas branches of Mataysian organizations and local organizations.

- Utilization of overscas business supporling premises.

5) Measures to Enhance Management Capabilities of Expoﬂ—Oricnde Parls Manufacturers

In addition to the promotional measures for restructuring the industry, such measures as dircet
support for the improvement in management capabilitics of cxport-oriented pasls
manufacturers arc of importance from the aspect of management réform. It is recommended
that promotional measures lo enhance the management capabilitics of Malaysian pasts
manufactuzcrs be applicd from the following thrce aspects: '

~ To change management attitudes, motivation and style
~ Ta improve product conipetitiveness

- To improve new praduct development capability

The framework of these mcasurcs is shown in Fig. 3-4.
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Fig. 3-4 Dcvetopment Strategy of Export-oricnted Product Group
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3. SCENARIO FOR THE DEVELOPMENT OF THE ENGINEERING SUBSECTORS
(1) Basic Dliection
Malaysia presently is showing remarkable cconomic growth. Jépan is said to have

strengthened its economic infrastructure through the development of a wide range of industrics
during its high cconomic growth cra of the 1960s, which has led to the establishment of the

current inlegrated industdal structure.

Fig. 35 shows the difference of industrial stracture of the automotive industry between Japan
and Malaysia, taking the casc of a Japa‘ticsc automobile assembler and PROTON. In Japan,
an avtomobile maker is suppported not only by about 360 primary vendors but alse by both
over 3,000 secondary and around 10,000 tertiary subcontractors. From the nature of the
manufacluring processes that they undertake, the Study Team named these ‘sccondary and
tertiary subcontractor companies as an cnginecring subscetor gtoup. ' Through the past
intensive efforts, PROTON has succceded in developing over 125 primary vendors. However,
the number of sccondary and tertiary subcontractors is still very limited,

Fig. 3-5 Comparison the Automotive Industry Structurc Belween Japan and Malaysia
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‘The development of the cnginccring subscctor group has to be achicved not only by the
development of a single industry such as an avtomotive industry but also by that of other
various industrics which necd similar engineering services. Malaysia could currently be said
to stand in a good position to develop the engincering subsectors .

In order to develop the cngincering subscctors, which are made up primarily of
small--and-medium companics, Malaysia nceds to improve the performance of cach company,
and necds to have a framework where engincering subscctors with internationally recognized

strong profcssionalism would cxist in the nexi 10 years.

To achieve this target, various mcasvres could be devised by each company, industrial
association, and govemmcntal organization. Among them, focus should be placed on
continuous human resource devclopment, which will produce the people who will be the
central core of the industry in the future.

{2) Measures to be Taken
1)} Strengthening of human resource development

a. Change of managemeat attitudes and management education

Most companies in the cngincering subscctors are small, and their attitudes tend to
lack entreprencurship in management style because they mainly deal with subcontract
busincss. Strong professionalism which may be accepted all over the world cannot be
grown in such a sctling.

Governmental excessive indusirial protection tends to spoil the industrics. Once the
industries pass the infant age, the Govemment should relax rcgulations to promote
competition, and to try to change management interests (i) from the domestic market to
the international market, and (ii) from the increase of domestic competitivencss to the
‘increase of international competitivencss. Accordingly, the following management
development programmes are considered to be neeessary. '

. (i) Information on overscas markets and technology in each industry would be
disscminated to company exccutives through seminars or the public rclations
activilics of industrial associalions.
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(i) Each company's success cascs would be - gathered  and  compiled by
organizations such as industrial associations. The case book may be casily
understood by employees, and help them increase production control capability as
well as management control skills. Each company may compile such a case
book of its own if the cases of other companies cannot be compiled.

- (iii) Companics would be individually visited by experts, who arc provided by the
government or - industrial associations, and receive management control
“know-how at the factory level in order to modernize their management style.

(iv) Semirars would be useful for company excculives to realize the importance of
in~house cducation. In Japan, large companics provide variou_é kinds of
cducation to their employces at their own schools, but at smali-and-medium
companics, most cmployees learn through OT from senior workers. Because
in-house cducation is generally short and may be taught by these who arc not
profcssionals in such educalion, the miain focus of the education should be
placed on "surc methods” and "transfer certainly.” In Japan, VTRs arc used by
some small-and-medium scale companics. |

(v} Seminars which are designed to cxplicate governmental measures and policics arc
necessary.

b. Education of cngincers

(i) Sincc icader engineers are expected to have not only theoretical knowledge but also
praclical experience, it is very difficult to cducate a sufficient numbér of engincers
in just a few years. The Malaysian Government has altcady announced that it
intends to strengthen the education system. Therefore, the education of engincers
which targets many students through the cxpansion of the present technical

~ lraining centres is important,

(i) Not only students who have not started work but also those who have already
started work should be cnabled to receive cducation to allow them to acquire
higher technical skills, Just as with the Mould School in Penang, it is

* nccessary to consider the establishment of training courses in various fields in
which workers could participate. ' '
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(iii) In order to train proper instructors, it may be sigaificant for organizations such
as industrial associations and governmental organizations to invite forcign
cxperts to visit and provide technical 'suppmt to companics. It is worthwhile
considering forcign cngincers who are stationed in Malaysia as individual
cxperts, to train engincers of other companies in the engincering sub-scctors.

(iv) Sctting up training programmes for the engincers of automotive parts
companies 10 -gain an extensive rather than intensive range of technical
knowledge in Kne with the vendor development programme of large scale

companics is worth cansidering.

c. Education of workers

One of the purposcs of worker education may be to develop core people. Many first tier
companics which have occasional contacts with foreign companics send their people to
forcign companies to lcamn practical skills for some time, and this has proved to be

cffective.

Since few companics in the engincering subsectors undertake this sort of worker
education, the cstablishment of training centres for workers, which would have a
similar effect, is cxpected. It is realistic that the curriculums taught at the centres
would be prepared in order of necessity. For instance, machining and hand polishing
may be scleeted.

2) Reconstruction of supporting system

a. Construction of direct supporting system by customer companics

Each company in the cngincering subscclors receives engincering specifications and
various other kinds of information from automobilc asscmbless or first ticr companics.
The expansion of the present vendor development systems which successfully connect
automobile assemblers and first ticr companies to include those between automabile
assemblers and sccond tier companies, or between first ticr companies and sccond tier
companics would be considered.

In order to complement the reconstruction of the supporting system, technical suppont
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carricd out by a group of experts which is mainly organized by governmcnial
institutions is worth considering. = This support by experts would not be donc in
scveral days bul would be extended until the strenglhs and the weaknesses of a

company ar¢ identificd.

The support would cover not only the development of the company's awn technology or
“the improvement of the quality of conventional technology bul also would cov:cr the
increase of production cfficiency or the increase of productivity.  In addition, subjects
such as environmental protection, which sccms modest but is quite impertant, should be
discussed. '

. Strengthening of the information support system through the strengthening of
industrdal associations

One of the major differences between large scale companies or conipanies belonging to
industry groups, and small-and-medium scale companies which occupy the majority of
the engincering subscctors lies in the wide pap of informalion gathering capability. On
this point, the collcction and the dissemination of information by cach industrial
association is considercd to be important. In fact, the information provided by FMM is
regarded as being very uscful by some companics. This implies that the information by
FMM is used as a substitute of that to be provided by industrial associations because
none of the associations is able to do it. )

It is also expeeted that such information would be disseminated by various media so that
the engincering sub-sctors can easily gain access to it. In addition to holding morc
scminars, such media as professional books, profcssiorial magazines and industrial
newspapers would be appropriate.  Sclting up societies in which participant
companies would actively exchange opinions would be a uscful measure to provide
information,

8 Slrenglhcning of support systcm

(i) Effcctive utilization of govemmental schemes to develop small-and-medium
scale companics

Various govemmental schemes  which  support - small-and-medium  scale
companics in fechnology and financing have been crcated' and have become
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effective.  However, it is doubtful how well small--and-mcdium companics
understand the content of these schemes. IU is also suggested that the overall
procedure of the application should be mare simplificd and flexible, and the
cligibility of applicants should be clearly stated so that small-and-medium
companics can utilize the schemes,

(ii) Relaxing of rcgulations

As was alrcady stated, the automotive parts industry in Malaysia has been
developed under the strong protection of the domestic industrics by the
Government. .- However, as intcrnationalization procceds, the Government is
facing the necessity to incrcasc the internalional competiliveness of cach
company by changing its policy to abolish such profective measures. It is
‘therefore cxpected that the Government would have discussions concerning

measurcs to relax regulations with industrial associations and related companies.
(iii) Stabilization of domestic demand

The stable growth of domestic demand would be an important extemal factor for

the supperting industrics to grow healthily. It is therefore suggested that the
Govemment should give support to cstablish stable relations between the clicnt
companies and the supporting industrics. Also, the Government is expected to lake
measurcs to enable domestic demand grow without wide fluctuations.

(iv) Development of industrial infrastructure |

Most of the small-and-medium metal processing companics and surface
treatment companics which are in the engincering subscctors are located in the
vicinity of citics, and many of them realize the necessily of moving to expand their
businesses and to mect environmental protection measurcs. In advanced countries

L’: - of the avtomobile industry such as Japan, automobile industrics have spontancously
gathered with automobile asscmblers as leaders, and within the groups, close
relations betwceen clicat companics and subcontract companics have been built.
In Malaysia, it may be uscful for the Govemment to develop industrial
infrastructire in designated sitcs and concentrate automobile related factories into
such places to try to accumulate a broader avtomobile industry.
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(v) Modernization through the invitation of forcign companies

In the engincering subscctors, the size of each investment from foreign countries
-is usually much smaller than that of the first ticr companics.

At present, when many foreign compénics arc paying attention to the high
growth of Asian countries, the invitation of foreign investments as one of the
measures for the engincering subsectors to modernize would be useful. In line
“with this, studics by the Government on what the appropriate types of alliances
would be are required.  Advantages and disadvantages of various types of
alliances such as capital investients and fcchnical agrcements should be
discussed then. In addition, matters such as the identification of priority
industrics in which to iavest, the seiting up of the cligibility of pridrity
industries, and the developnicent of industrial estates should be determined.
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.ii‘ig. 3-6 Development Strategy of the Engincering Subscctors
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IV. DEVELOPMENT TARGET INDICES

The following development target indices were sel as a guidepost 10 measure the progress of
the development of the automotive parts and components industry,

®

Table 4-1 Development Target Indices

1994 2000 - 2005
1. Domestic motor vehicle demand 185.7 - 273.0 343.0
('000 units)
2. Domestic motor vehicle preduction 199.3 330.3 436.1
('000 units)
3. Exports of motor vehicles 155 - 60.0 96.5
('000 units) '
4. Domestic production of astomolive parts 5,271.1 1 9085.2 12,079.8 %
(RM million)
3. Exports of automotive paits 1,383.8 2,340.7 3,256.6
~ (RM miillion) ' 7
6. Employment in the automotive parts 38.1 64.3 71.5
industry (000 p’cfsons)
7. Production per worker in the automotive 138.4 141.2 155.8
parts industry (RM '000) | |
8. Total fixcd capital assets in the 1,574.2 2,811.4 3,954.4
automotive parts industry (RM million)

Note  : Valucs arc all in 1994 constant prices
Source : Table 4-3 through Table 4-12
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1. FORECAST OF DOMESTIC DEMAND OF MOTOR VEHICLES

In April, 1994, the Japan Automobilc Manufacturers Association published the results of their

analysis of the future demand for motor vehicles in major countrics in Asia. That study

anatyzed the development stage of the automotive market, trend of automotive demand and

other automotive—related indices in cach country. The outline of the analysis nicthod is as
? {follow;

“a. Development stage of the automotive market and the estimate of the number of

motor vehicles owncd

Development stages of the autemotive market in four of the ASEAN countrics
and other major countrics in the world were estimated based on the four basic
cconomic indices of a) income level, b) employment ratio, c) tertiary industrics
ratio and d) employment ratio in the teriiary scclor. " This cstimation of
development stage was correlated with the ratio of motor vehicle possession per
1,000 people (R/1000) in each country. Since the cquation was formulated based
on the average number of family members of 3.14 per houschold in Japan, the
E; final estimation figurcs in each éauniry were revised according to the actual

figures in the country.
b. Supply ratio of new cars

A regressive cquation was formulated in order to calcutate the supply ratio of
new cars in Malﬁysia, by making use of such variables as the Log. R/1000, the
“ratio of fixed assct investment in the current year over the previous year and the
effect of introduction of SAGA into the market as a dummy. The supply ralio
of new cars is the ratio of the demand for new cars in the current year over the
number of cars in possession at the cad of previous year,

Based on the above, the ownership ratio of niotor vehicles, demand for new cars and other
l related indices in Malaysia were estimated, and the results are shown in Table 4-2.
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Table 4-2 * Projection of Ownership Ratio and Demand for New Cars

1990 1995 2000 | 2005
Population ~ (million) 17.8 19.9 21.8 23.5
Family no. per houschold {person) 4.80 4.60 4.40 4.20
Per capila income (US $) 5,147 6,780 8,863 | 11,550
Employment ratio (%) - - - - -
Tertiary scctor ratio (%) 44,7 46.0 47.0 48.5
Emplayment ratio of tertiary scetor 522 544 55.0 56.0
(%) |
Car ownership ratio {R/1000) 209 - 239 272 316
Total no. of cars owned ~ ('000 wnits) 2,430 3,250 | 4,240 5,560
New car supply ratio (%) 10.1 7.0 6.8 6.5
Passcnger car ratio (%) 62.7 70,0 70.0 70.0
Total new car demand (000 units) 186 215 273 342
Passcnger car demand (000 units) 117 150 191 240
Commiercial car demand (000 units) 69 64 82 103
Annual replacement demand (000 units) -10 50 80 80

Source :  Japan Automobilc

Manufacturers Association, Inc,

Table 4-3 shows the estimation of domestic demand for motor vehicles in Malaysia during

the period of the dcvclopmcnt plan, which was calculated based on the estimation made

by the Japan Automobilc Manufacturers Asseciation for the years 2000 and 2005.

Table 4-3 Domestic Demand Projection for Motor Vehicles In Malaysia

( Unit : '000)

Passenger cars Commercial cars Total
1994 146.2 . 395 185.7
1995 152.9 44.6 197.5
1996 159.8 50.4 210.2
1997 167.1 56.0 224.0
1998 174.7 64.3 239.0
1999 182.7 72.6 2553
2000 191.0 '82.0 273.0
2001 199.9 85.8 285.7
2002 209.3 89.8 299.1
2003 219.0 94.0 313.0
2004 229.3 98.4 321.7
2005 240.0 103.0 343.0

Source ; Japan Automobile Manufaciurers Association, Inc. and cstinrates

made by the Study Team
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2. PRO.]ECI‘[ON Or MOTOR VEHICLE EXPORTS

It was csiimatcd that the export of passenger cars from Malaysia in 1994 would be 15,000
units and commereial vehicles about 500 units. From 1995, cxports of 3,500 units of a
new mode! passenger car, Saturia, would be started. In 1999, 30,000 units of PROTON
and 12,000 unils of Saturia in the passcnger car category and 12,000 units of a new
national van plus 500 units ef commercial vehicles were estimated to be exported. After
the year 2000, the projection was made based on the assumption that the export of
Malaysian motor vehicles, both'passcngcr' cars and commercial vehicles, would grow at

a rale of 10% per annum.

“Tablc 4-4 Projcc!fon of Motor Vehicle Exports from Malaysia
| (Unit : units)

Passenger cars Commercial cars | Total
1994 15,500 500 15,500
1995 18,500 500 19,000
1996 22,000 - 500 22,500
1997 32,000 1,500 _ 33,500
1998 32,000 ' 6,500 38,500
1999 42,000 . 12,500 54,500
2000 44,000 13,000 57,000
2001 46,000 14,000 60,000
2002 48,500 3 14,500 63,000
2003 51,000 15,000 66,000
2004 53,500 _ 16,000 69,500
2005 56,000 16,500 72,500

Source : Estimatcs by the Study Team
3. PROJECTION OF DOMESTIC PRODUCTION OF MOTOR VEHICLES

The domestic production volume of motor vchicles was calculated from the projected
domestic demand plus export volume minus CBU import volume. After 1996, the '
CBU imporis are restricted to 3% of domestic production. According to the MIDA
information, however, oni)' 20% of the CBU impbrls were new cars. Therefore it was
estimatcd that 1% of domestic demand - would be met by CBU imporls.
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Table 4-5 Projection of Domcstic Production of Motor Vehicles In Malaysia _
' ( Unit : '000 unitts )

Production Deniand  Bxports Imports
Passcnger cars
1994 159.7 1462 15.0 1.5
1995 169.9 1529 185 1.5
1996 1800 . 159.8 21.8 1.6
1997 191.1 167.1 257 1.7
1998 203.2 174.7 30.2 1.7
1999 229 | 0 1827 20 1.8
2000 235.3 191.0 46.2 1.9
2001 248.7 199.9 50.8 2.0
2002 263.1 209.3 559 . 2.1
2003 278.3 219.0 61.5 22
2004 294.6 2293 67.6 2.3
2005 312.0 - 240.0 74.7 24
Commercial cars _
1994 39.6 39.5 0.5 0.4
1995 44.7 446 | 0.5 0.4
1996 51.0 50.4 11 0.5
1997 _ 58.8 56.9 2.5 0.6
1998 69.3 64.3 5.6 0.6 ¢
1999 84.4 72.6 12.5 0.7
2000 95,0 82.0 13.8 0.8
2001 100.0 85.8 15.1 0.9
2002 105.5 89.8 - 166 0.9
2003 1114 - 94.0 18.3 ' 0.9
2004 117.5 98.4 201 1.0
2005 124.1 1030 - 22.1 1.0
TOTAL _ _
1994 199.3 185.7 15.5 1.9
1995 . 2146 197.5 19.0 1.9
1996 231.0 210.2 229 2.1
1997 2499 224.0 28.2 2.3
1998 - 2725 2390 35.8 _ 2.3
1999 3073 255.3 54.5 25
2000 _ 330.3 273.0 60.0 2.7 &
2001 348.7 285.7 659 29
2002 368.6 2991 725 30
2003 389.7 313.0 79.8 3
2004 412.1 3277 877 33
2005 4361 | 3430 | 965 34

Source ¢ Table 4-3 and Table 4-4.
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4. DOMESTIC PRODUCTION OF AUTOMOTIVE PARTS AND COMPONENTS
1) Estimatcs of Domigstic Production Valuc of Automotive Parts and Components in 1993

The domestic production value of automotive parts and components in 1993 was estimated

" as shown in Tablc 4-6 below.,

e

" Table 4-6 Domeslic Production of Automotive Parts and Components In 1993

Market Breakdown Value (RM million)
OEM parts for the domestic salc cars 1,495.7
REM paits for the domcestic market _ . 641.0
Accessorics for the domestic market 611.8
Total Domestic Market 2,748.5
OEM parts for the exported cars 214.1
Parts for the export market 1,273.9

{excluding car stercos/radios) { 349.9)

{excluding car stercos/radios & tyres) { 226.4)

Total Export Market 1,488.0

@; Total Production of Parts and Components 4,236.5

Source ; Estimates by the Study Team -
Fuither breakdown of the total domestic market is shown in Table 4-7.

Table 4-7 Details of Total Domestic Market of Automotive Parts and Componcents
' | ( Unit : RM million )

Passcinger car | Commercial car Tolal
1. OEM for domestic sales cars 1,328.2 167.5 1,495.7
below 1850cc  : National cars 1,016.3 1,010.3
Non-national 156.1 _ 156.1
over 185lcc  : National cars | 155.8 _ : 155.8
_ Non-national 123.3 1233
T, below 2500cc + Non-national 44,2 44,2
lf over 2501cc  : Non-national : 167.5 167.5
2. REM for domestic market 480.8 160.2 641.0
3. Accessorics for the domestic 5157 9n.1 611.8
market .
4. Total Domestic Market 23241 : 423.8 2,748.5

Note: 1) The ratio of REM parts to OEM parts was cstimated at 3 : 7,
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2) The sales value of standard accessorics of new cars was assumcd at
RMS5,800/sct for passenger Cars and at RM3,000/sct for commercial
cars, and their cx—factory costs were cslimated at 70% of above salcs

- prices. ' :
Source: Estimatcs by the Study Team

2) Projection of Domestic Production of Automotive Parts and Co:hponc_nts

Firstly, based on lh_c cstimates of domestic motor vehicle production, future domestic
production value of OEM parts for motor vehicles for the domestic market has been
estimated, taking into consideration the increasing local content ratio until 1996.

Sccondly, the tofal production value of avtomotive parls for the domestic market was
projected bascd on the assumption that the ratio of REM parts to OEM parts was 30 to 70,
and that the usc of standard accessories for new cars would increase in accordance with
the increase of sales of new cars, |

Thirdly, the production amount of OEM parts for the overscas market was projected using
the same formula as was used for the production amount of OEM parts. As for the
exports of car-stereos and car-radios, relatively high growth rates were assumed until 2000
and a stable growth rate after 2001.7F0r tyres, a moderate growth rate was forccast because
the major manufacturers of tyres in the country arc considercd not to be very aggressive
about cxports. Many manufacturers of gencral avtomotive parts and components arc also
found not 1o be very aggressive, and a moderate growth rate was assumed for the time
being. But after 1998, it was assumed that a faster growth sate would be achieved,

Finally, from the results of the above projections, the total domestic production target
figurcs for automolive parts during the plan period were derived.
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Table 4-8 Domestic Production Targets of Automolive Parts
{ Units : RM million }

Domestic market Overséas markels Total
1994 36822 1,588.9 5271.1
1995 4,170.3 1,781.4 5,951.7
1996 4,738.7 | 1,995.1 6,773.8
1997 5,000.7 | 22108 7,211.5
1998 5,283.5 2,474.5 7,758.0
1999 55837 2,898.5 8,482.2
2000 '5,004.8 3,1804 9,085.2
2001 6,179.3 3.417.2 9,596.5
2002 6,469.0 3,676.6 10,1456
2003 67703 39601 10,730.4
2004 7,087.6 4,268.6 11,356.2
2005 74717 4,608.1 12,079.8

Source : Estimatcs by the Study Team

5. TARGETS OF EXPORTS OF AUTOMOTIVE PARTS AND COMPONENTS

Export projcclions of automotive parts were made scparately for a) car-stercos and car-
radios, b) tyres and ¢) other general automolive parts.

charding car-stercos and car-radios, it was forccast that the investment from the
industrialized countrics into Malaysia would continuc uniit 2600 but, after 2001, it would
be transferred (o such arcas as inland parls of China, Vietnam or India where labour would
be cheaper than Malaysia, especially for the production of products of medivm geade or

fower.

As for tyres, most of the manufacturers in principle produce the tyres near consumption

places due to the high export handling costs comparcd to their prices in ordinary items, and

are not aggressive about exporis. Thus, only a moderate growth rale was assumed.

’lhrough lhc flcld suwcy itw aq identified that many of lhc manu ﬁclurcrs of olhcr general
automotive parls and componcnls arc reluctant to deal with cxports and lack export know~
hm\ lt was prcdlctcd lhal itw ould take a rathcr long tlmc for them to become positive
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about cxporting. Assumed growth rates were as follows:

Car-stercos/Car-radios : up to 2000 10% p.a.
' after 2001 5% p.a.

Tyres : | 5% p.a.

General Parts : ~ upto 1997 5% p.a.

1998-2000 10% p.a.
 after 2001 15% p.a.

Table 4-9 Export Targets of Automotive Parts and Components
( Unit : RM million )

Car stercos/radios Tyrcs Gencral parts Total
1994 1,016.4 129.7 237.7 1,383.8
1995 1,118.0 1362 249.6 1,503.8
1996 1,229.8 1430 262.1 1,634.9
1997 1,352.8 150.1 | 2752 1,778.1
1998 1,488.1 157.6 302.7 1,948.4
1999 1,636.9 165.5 333.0 2,135.4
2000 1,800.6 173.8 366.3 2,340.7
2001 1,890.6 182.5 421.2 2,494.3
2002 1,985.2 191.6  484.4 2,661.2
2003 2,084.4 201.2 557.1 2,8427
2004 2,188.7 211.2 640.6 3,040.5
- 2005 2,298.1 221.8 | 736.7 3,256.6

Source : Iistimate by the Study Team

6. PROJECTION OF THE TOTAL NUMBER OF EMPLOYMENT AND THE
PRODUCTION PER EMPLOYEE

According to the results of'qucstionhairc sun'éy, the 108 companics which responded have
an average of 188.8 employeces per company, or, 20,390 employees altogether. The total
production amount of these 108 chterprises in 1993 was RM 2,822.4 million, and the
average production amount per cmployee was around RM138,400. Comparing these
figures with the estimated overall production amount of the autometive parls indtusﬁy 'in:
Mataysia in 1993, RM4,236.5 million, the total number of employces in the industry is
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roughly cstiniated as 30,600, -

The Increase in the production amount of the automotive parts induslry is considered to
be proportional to the increasc in the labour force until the automobile market exeeeds the

300,000 per year level. To that level, it is projected that the increase of the production

volume would not be directly connected with that of production amount duc to both severe
cost reduction requircments from car manufacturcrs and limited room for productivity
improvement. In this stage, the production amount per employce would hardly be expected

to increasc. In Malaysia, this situation was assumed to continue until around 1998.

cmployment would slow, and the production amount per employee would start to increase

- It is expected that the rationalization of investments would start, the growth speed in

gradually after the domestic production of automobiles exceeded 300,000 per year.

Tablc 4-10  Projection of Em'ploj.'mcnt and Production per Employce

in the Automotive Parts Industry in Malaysia

Domestic production Total employment Production per

(RM million } ('000 employees) employce {(RM'000)

1994 52711 38.1 1384
1995 5,951.7 43.0 138.4
1996 6,733.8 48.7 - 1384
1997 17,2115 52.1 138.4
1998 7,758.0 56.1 1384
1999 8,482.2 60.7 '139.8
2000 9,085.2 64.3 141.2
2001 9,596.5 67.3 142.6
2002 10,145.6 70.5 144.0
2003 10,730.4 73.0 146.9
2004 11,356.2 75.8 149.8
2005 12,079.8 7.5 155.8

Source 1 Estimatces by the Study Team
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7. INVESTMENT TARGETS IN THE AUTOMOTIVE PARTS INDUSTRY
1) - Fixed Assct Balance of the Autemotive Paits Industry at the cnd of 1993 -
According to "Industrial Surveys 1993 published by the Dcpartmen.t of Statistics, the total

fixed assct batance of 75 samplcd companies in the industry at the end of 1991 was as
follows : ' '

No. of companics : 75

Turnover : RM 951,231 thousand
Fixed Assct Amount  : RM 283,715 thousand
No. of cmployces : 9,273 persons |

The turnover and fixed assct balance per employce in 1991 was about RM 102,600 and
RM 30,600, respectively. The turnover per employce for the year of 1993 was estimated
at RM 138,400 and the fixed asset balance per employee at the ycar-end of 1993 at RM
41,300, From the number of employces of 30,600, the tolal fixed asset balance at the end
of 1993 is estimated at RM 1,263.8 million.

2) Fixed Assct Invesiment Projection
The fixed assct investnent amount (e be needed in the future was estimated based on the

annual inerease of the production amount of automolive pans and components. The
additional investment in 1995 was projected to ‘be 30% of the increased amount of

produclmn, and the ratio was cstimated to increase by 1% cach year and rcach 40% in

2005.
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Table 4-11 Automolive Parts Production and Fixed Assct Investnient
( Unit : RM million }

Production incrcase

Additional investment

1994
1995

- 1996

1997
1998
1999
2000
2001

2002

2003
2004
2005

Domestic production
5,271.1 1,034.6
5,956.7 680.6
6,733.8 782.1
7.211.5 471.7
7,758.0 546.5
8,482.2 724.2
9,085.2 603.0
19.590.5 511.3
10,145.6 549.1
10,730.4 584.8
11,356.2 625.8
12,079.8 723.6

310.4
204.2
242.5
152.9
180.3
246.2
211.1
184.1
203.2
2222
244.1
289.4

‘Source : Estimates by the Study Team

Table 4-12 Projection of Fixed Assct Invesiments in the Automotive Parts Indusiry

‘Fixed assct | Total number of Total fixed . | Net increasc of
balance per employees in the | assct investment | fixed asset
employce industry balance investments
(RM '000) ('000)  (RM million) | (RM niillion)
1994 41.3 38,100 1,574.2 310.4
1995 41.4 43,000 1,778.4 204.2
1996 41,5 48,700 2,020.9 242.5
1997 41.7 52,100 2,173.8 152.9
1998 42.0 56,100 2,354.1 180.3
1999 42.8 60,700 - 2,600.3 246.2
2000 43.7 64,300 2,8114 2111
2001 445 67,300 2,995.5 184.1
2602 454 70,500 8,198.7 203.2
2003 46.9 73,000 3,420.9 2222
2004 48.4 75,800 3,665.0 2441
2005 51.6 77,500 39544 289.4
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V. ACTION PROGRAMMES

Along with the proposal of development strategies, various kinds of measurcs to promote the
strategics were investigatcd and suggested for cach of the 3 product groups of 1) key
components, 2) export-oriented product and 3) engincering subscctors, These MCASUTSS Were
then integrated into overall development rcasures. The results ar very bncfl} summarized
into a fishbone chart and shown in Fig. 5-1.

Further, the programmes, cach of which would put some proposed measures into practice in

a package, were investigated. The results are summarized into the following 11 action

progrannics:

(1) Establishment of a Deregulation Promotion Mcchanism
(2) Automolive Town Concept

(3) Establishment of Rescarch, Test and Information Centre
(4) Expansion of Vendor Development Programme

&) Programmcs far Intensification of Foreign Dircct Invcslmcnt Promolmn Activitics
and bﬁpansmn of Plan for Promoting Corporatc Tie-ups with Forc;gn Companics

{6) Programmes for Strengthening the Actmllcs of Automobile Related Industrial
Organizations '

(7) Human Resource Development Programme

(8) Technical Guidance Visit to Automotive Parts Manufacturers by Expests
(9} Promotion of Joint R & D Activitics

(10) Automotive Demand Stabilization Programme

(11} Programme for Assisting in the Development of Overscas Markels

Fig. 5~2 shows the comparison betwcen the overall dcvclopmcnt ‘programmes and achon
programmcs proposcd.
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1. ESTABLISHMENT OF A DEREGUILATION PROMOTION MECHANISM

(1) Backgiound

As a stratcgic industry, both automotive asscmblers and parts manufacturers have been
developed under very proteclive conditions in Malaysia. However, those proteclion measures
arc to be abolished by international trade agreements. Further, with the internationalization of
the automotive industry advancing at high spced, the strengthening of international
compctitivencss of both Malaysian made automabiles and parts and components has become
essential for Malaysian manufacturers of these products to survive in the world or in the Asian

regional market.

However, the awarcness of most Malaysian manufacturers of this risk in the near future scems
to be still low duc to their good sales and profits which have continued in recent ycars under

the prolective market conditions.

In order to dircct the mindsct of automotive manufacturcrs towards raising their production
capabilitics to an international standard, a decisive governmental policy for deregulation should
be publicly announced, and clear implementation schedules should be set through a close

callaboration between the government and industey.

(2) Major Piotection Measures to be Deiegulated

" Restriction of CBU (Completely Built-up Unit) Imports
- Approval System of Car Sales Prices

Import Duty Reduction for Automotive Parts

Local Parts Procurement Obligalions
3) tiasic Principles for the Pmmoﬁdh of Deregulation
The deregutations should be carried out based on the following basic principles:

1) The implementation schedule of dercgulations should be sct not by the onc-sided
decision of the government but by the initiative of industries concerned,

2) The effects of various regulations arc very closcly interrelated. Thus, the dercgulations
“should not be promoted on an individual basis, but under an overall strategy covering

~ all regulations conceraed.
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The dercgulations should be carrded out not all at ence, but oh a step-by-step basis.
The implementation schedules should be flexibly adjusted based on a revicw of the
results of the effects of previous deregulation steps.

{4) Tmplementation Oiganizations

For implementation, the cstablishment of the following organizations is récommended:

1)

)

3

4

Aulomotive Industry Dercgulation Prometion Committee

The final decision making arganization of the Malaysian government.

Scerctariat Office for Automotive Industry Dercgulation Promotion '

A perimancent sccretariat office which consists of office members from MITI and MOF
which are the current controlling organizations of the review target regulations.
Working Group | |
The working group studies the current status and the cffcets of dercgulation of each
regulation, and drafts the plans of dercgulation.

Public Hearings

{5) Expecled Effects of Deregulation

1)

2

The looscning of local procurement obligations or the reduction of import duties of
aulomotive parls would create changes in the busincss mindset of managers of
domestic automotive parls manufacturing companics. They could become more
conscious of international competition rather than just domestic compcmlon, and export
maikets in addition to the domestic market.

The reduction of import duties of parts or avaifability of overscas priécucompctitivc
parts would reduce the production costs of Malaysian made cars and components using
these parts. The abolishment of the control of CBU imports or the domestic sales price
approval system would increase domestic car sales compelition, making the cost
reduction requirement of car manufacturers severe. All of these factors arc cwpcclcd
to work to increase the cost compctmvcncss of Malaysian made pmduc!s
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2. ESTABLISHMENT OF AUTOMOTIVE TOWN CONCEPS

(1) Background

In Malaysia, a large number of industdal cslates have been developed by both governmental
agéncics and priva!e developers. However, except for the Klim High-tech Industrial Estate
{or those industrial cstates such as the foundry park and the fumiture industrial arca which
were mainly constructed for the relocation of SMis), most of these industrial estates have been
developed mainly with commercial objectives.  The construction of industrial cstates,
themselves, even if they are developed on commercial bases, would contribute to the industrial
development of a region. However, it would be more uscful if the central government could
use the industrial cstate development with the objective of strategically promoting industrial

development in a plannced direction.

For the above, the central government doces not need to be direetly involved in the construction
of cstates. Rather, it could just suppori the basic concept building of a desired type of estatc,
and the regional government or private developers would make the concrete development plans
taking into considcration the regional characteristics.

(2) Objective of the Proposed Antomotive Towa Development

[t is thought that an automolive town would 1) altract overscas investors to the awtomotive
parts and components scctor in Malaysia, 2} inducc new domestic investments in the
automotive parts industry, and 3) promote the relocation of factorics of existing domestic
manufacturers. The success of the projects would depend on the joint cfforts among federal

government, local government and public and private developers.

(3) Basic Functions and Related Oiganizations
For the development of the proposed automotive towns, all of the participants such as the
central government, the regional povernment and devclopers have to take active roles

according to their responsibilities.

The federal government would first design the basic concept of the automotive towns, in

- which the basic facilities and services required for the town and a package of incenlive

schemes for overseas investors, for domestic manufacturers relocating their factorics and for
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developers is presented. The regional government could prepare basic development plans.
The plans are to be developed based on both the current industrial situation of the region and
the fulure course of regional development strategics. The development plans designed by the
regional government are presented to the central government. When they are approved by the
central government, the use of a package of incentives given by the central government could
become available. '

After the development plan of the rcgiohal govermment is approved by the central govermment,
the regional government would arnounce the approved plan to developers, and request their
pani.cipalion in the plan.” The developers interested in the plan would conduct detailed
designing of the consteuction of the town. “These detailed design plans arc presented to the
centril government through the regional govemnment. When accepted, a package of incentives
nceded for the construction of the approved estates is given.

(4) Basic Concept of the Proposed Autoiolive ToWn

‘The automotive town is not necessarily a single industrial estate, but rather an area in which
a number of industrial cstales, as well as other supporting facilitics, are constructed. However,
in the basic plan designed by the regional government the boundary of the town or the sizes
should be shown. ' ' o

The automolive town concept paper to be preparcd by the central government should first
show the nccessary functions to be facilitated in the town, These funclions would be: 1)
infrastructure to be facilitated in the industrial arcas; 2) information centres for automotive
parts manufacturers and assemblers; 3) information centee for the identification of partner
companics; or 4} infrastructure to induce the relocation of such factories as foundry and
plating plants (they arc among the engincering sub-scclor companics).

Sccond, the basic concept paper should show the kinds of infermation to be included in the

devclopment plan preparcd by the regional governments, such as: 1) locations and approximate
sizes 3 2) transportation conditions; 3) communication conditions; 4) population sizes in the
ncatby areas; 5) cxisling industrics in the surrounding areas; 6) residential arca development
plans or housing conditions for workers in the town; 7) supporting facilitics to be constructed
in the town; and 8) a blucprint of the town.

The concept paper should further show the Kinds of incentives to be given to the town: The
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incentives would be given for the land developers, domestic companies relocating their

factorics into the town or overseas companics investing in the town,

Examples of inccntives would be as follows: 1) financial suppert (long-term and low interest
loans) far the construction of supporting facilitics, as well as the facilitation of sufficient levels
of public service facilitics, toward land devclopers, 2) low interest loans or subsidics for the

construction of new factorics and the modernization of facilitics and machinery toward

domestic manufacturers rclocéling factorics {including the sales of land at discounted prices);
and 3) one-stop agency scrvice for investmerit procedures or casy application for labour

permits for foreign workers, in addition to the priority appicalion of investment incentives,

toward overseas investors.

Fig. 5-3 Basic Concept of an Automotive Town
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3. ESTABLISIIMENT OF MALAYSIA AUTOMOTIVE RF.SFARCH, TEST AND
INFORMATION CENTRE (MARTIC)

{1) Backgiound

Most autometive producing countrics have their own independent rescarch and test centres,
where continuous product chclopmcnt, adaptatien and innovation arc undertaken, Although
there are such public organizations as SIRIM or universitics sipperting the private sector's R
& 1 activitics in Malaysia, they arc not organizations specializing in the automotive industry,
and their capabilities are still very limited. Without having an independent rescarch and test
centee, the Malaysian aufomolive industry would have to continue to depend fully on the
principal manufacturers in new product development both in complete vehicle unifs and key
automotive parts. ' '

With the rapid cxpansion of the automotive market in Mataysia, the cstablishment of well
dcsigncd'slandards and regulations both to ensure safe driving and to pratect the eavironment

has become very important.  For this purpose, also, the establishment of an independent

rescarch and test centre in Malaysia is needed.

Further, at present many of the world's lcading automotive assemblers and automotive parts
manufacturers are shifting their production bases from advanced nations to the Asian region,

and the investigation of the possibilities for local procurement of parts and materials has

become important for most of them.  Recent movements towaed the cstablishment of
Technical Cenlres by leading automotive manufacturers in Asian nations would also reflect
this fact. The establishment of a reliable test centre in Malaysia would contribute lasgely
toward cncoui'aging lcading manufacturers to establish their Technical Centres in Malaysia
and to increase their parts procurement from Malaysia,

{2) Functions and Related Qrganizations

The basic functions required for the proposcd centre, and the organizations related ta cach of
these functions, are as foliows:

1) Auvtomotive industry policy development

2) Regulation setting for sccuring safely
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3) Regulation sciting for protecling the cavironment

4) National standard sctiing

5) Fuel cnergy conscrvation rescarch

6) Suppott for Rescarch and Development for indusirics and related organizations
7} Certification, tcsting and training for industrics, and other related organizations

8) Automotive parts information exchange
(3) Major Facilities at the Centre
‘The major facilitics that the proposed Centre should have are as follows,

1) Test cousses for vehicle performance tests

2) Facilities and equipment for NVH (noisc, vibration and hardness) and quality assurance
testing

3) Facilities and equipment for fuel economy and emission testing

4) Equipment for vchicle safety testing

5) Computer hardware and softwarc systems for R & D

6) Training facilitics

7) Automotive parts display room

8) Automotive information library
(4) Omganization and Operation unding

It is proposed that MARTIC be established @s a joint organization betwecn public ard private
scetors. The core members are to be SIRIM and national car assemblers, to which atl of the
other government related organizations and automotive and automotive parts manufacturcss

would join.
The operaling funds would mainly be gencrated from the following sources:

1) Budgetary allacation from related government authoritics for conducting regulation
research and for regulation execution testing
2) Revenue from the private companics for ceriification, testing and training
3) Revenue from the contracted or joint R & D activitics which arc mainly paid by private
companics but are partly supported from the government
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(5} Implementation Schedule

From the cxpericnce of similar organizations in other nations such as Japan or Taiwan, it is
not necessary that all of the facilitics be constructed or installed from lh_c' beginning. The
implementation of the projcct should be carricd out on a step-by-step basis, sta'rting froim the
intcgration of the existing facilitics dispersed in various ofganizaiibns. AS a preparation stage
for actual construction, a feasibility study for the project should be conductéd with the
assistance of overscas organizations having practical cxpericnce in similar services.

98-

41



E
@w

4, EXPANSION OF VENDOR DEVELOPMENT PROGRAMME
(1) Backgiound

In Malaysia, the Vendor Development Programme was started in 1988 for the automotive
scctor, with the launching of the PROTON Componcnt Scheme, and has gradually been
extended to other industrial scctors. The Programme was cxpanded in April 1993 with the
introduction of a "ripattitc arrangement" invelving MITI (lead agency for SMIs), anchor
companics {multi national cémpanics and large industrics) and financial institutions. Under
this arrangement, anchor companies would be able to identify and subsequently appoint SMIs
as thicir subcontractors (vendors) in parts manufacturing and related industrial services. On
their part, the financial institutions will provide financial assistance and related consultancy

services to the vendors.

Up to the present, the major emphasis of the Vendor Development Programme in Malaysia

~was placed on incrcasing the number of participating anchor companies, and in that sense, the

performance of the programme has shown significant progress. As of the end of October
1994, the number of anchor companies participating in the Programme has reached 40, that
of financial institutions, 11, and the number of vendors appointed was 59.

‘The major constraints faced by the implementing agency in enhancing the performance of the

Programme arc rcporied as follows:

1) The obligation of anchor companics is very large for the initiation of any
financial or technical support for potential vendors, because it is mainly based
on the anchor company's commitment for the purchase of dévclopcd products.

2) SMIs have poor knowledge of possible anchor companics' needs and
procurenicht requirements, thus, the identification of potential vendoss has to
be made mainly by the cfforts of the anchor companics,

3) Most pol'ént-ial vendors have limited ability to submit relatively good business
plans. '

4) The produclion facilities and production processes of potential vendors, in many
cascs, do not satisfy the factory audit and quality control approval standards of
anchor companics. | |
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{2) Proposcd Pioject

In order to further cnhance the performance of the Vendor Development Programme by
overcoming the above constraints, the JICA Study Tcam proposes the expansion of the
programme through the following - three (3) measuics.

- 1) The establishment of the VDP Supporting Team in MITI @

Currently, the Vendor Unit of the Smali and Medium Scalte Industry Division in MITI
is operating as a secretariat office of the Vendor Development Programme. - Although
the Vendor Unit is supporied by other sections of the SMI Division, their- function is
not large enough to provide some dircet supporting activities for patential vendors,
Either within or along with the existing Vendor Unit, the establishment of the VDP
Supporting Team, which has the following functions, is proposed:

a. To identify potential vendors for anchor companics;
b. To initiate technical support activitics for potential vendors without waiting for
the commitment of anchor companics;

c. To provide suppoit for the potential vendors in preparing feasible business plans

to be given to the anchor companies; and

d. To cvaluate the financial viability of the busincss plans prcparcd by potential
vcndor companics.

In order for the VDP Team to implement the above functions, staff members having the
following capabilities would have to be assxgncd '

a. Marketing
b. Financing and project cvaluation

c. Production tcchno!oglcs such as metal work, plastic mouldmgs or mouldfjig
manufacturing

' d Qualily control | B | o ' | | gg

The establishment of the VDP Supporting Tcam would make it possible for potential
vendors to approach the most appropriate anchor companics. 'Fﬁrlhcr, the project
cvaluation capability of the Tcam is expected to contribute to reducing the financial risks
of anchor companics or financial institulions associated with futurc purchase
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commitments,

2) Joint Anchor Companies Concepl

Under the current VDP programme, the investment of poleatial vendors tends to be
limitcd to an amount which could be repaid by the new product sales to one particular
anchor company. In practice, howcver, many of the investment projects of a sub-
contraclor company would cnable them to supply newly developed products to many

assembling companics.

The Joint Anchor Companics Concept proposcs the expansion of the programme in such
a way that more than two anchor companics form a joint anchor companics group and
provide various kinds of support for their potential common sub-contraclors. The joint
anchor companics groups could be formed in two ways. For one, they could be formed
by anchor companics belonging to the samc indusiry group such as assemblers of
auntomobiles. For énothcr, they could be formed by anchor companies which use the
same products or scrvices of a particular vendor such as the users of forging parts. In
both cases, the function of the VDP Supporting Team proposcd in 1) above as a
coordinator bctween the joint anchor companies and potential vendors would be

significant.
3) Sccondary Sub-contractor Concept

For the development of new products by sub-conlracling companics which meet the
sequirements of anchor companies, increasing the capabilitics of sccondary sub--
contraclors is often required. Even under the current VDP programme, such it has been
reported, for example, that the development of a sccondary sub-contractor was included
in a project. It is proposed that the concept of the development of seCond'ary sub--
contractors shoutd be further clearly systemized and promoted,

" Because it is projectcd that the capability of anchor companies to support all of these
sccondary sub-contractors would be rather limited, the supporting activitics of the VDP
Supporiing Tcam proposed in 1) above to secondary sub—contractor companics would
also be highly expected.
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Fig. S-4. CONCEPT OF VDP EXPANSION
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5. PROGRAMMES FOR INTENSIFICATION OF FOREIGN DIRUCT INVESTMENT
PROMOTION ACTIVITIES AND EXPANSION OF PIAN FOR PROMOTING
CORPORATE TIE-UPS

(1) Background

Rapid changes are occurring in the economic environment of Malaysia and the other ASEAN
countrics, such as a) the spreading international division of labour, b) the deliberate formation
of rcgional cconomics such as the ASEAN Frec Trade Arca (AFTA), ¢) the rapid development
of industrial techrology, and d) the increasing close interdependence in manpower, capilal, and

cemmaditics.

In the avto parts industry, Japancse companies have been confronted with the problem of how

to deal with the rapid risc in the valuc of the yen. As a resulf, many companies, including

" numecrous medium and small businesscs, have found it necessary to invest overseas. With the
‘competition over altracting investment intensifying with neighbouring cauntrics, it will be

jmpostant to entice such Japancse companies to Malaysia or {o encourage tic-ups between
Japanese companics and Malaysian oncs in order to increasc the sophistication of the
Malaysian aute paris industty and to strengthen its international compelitivencss.

The Malaysian Industrial Devclopment Authority (MIDA) plays a central role in activitics lo
attract forcign investnient to Malaysia. It is given high marks for ils activitics not only by the
Malaysian government, but alse by numerous foreign ventures. '

The programmes proposced here arc nol new by any means. Rather, in view of the above
background, il is desirable to further strepgthen and augment programmes which MIDA, ctc.,
have been engaged in up to now for promoting investment and encouraging business tic—ups.

(2) Intensification of Promotion of FPI and Coiporate Tie-ups for Auto Pats Industry

To aflract forcign avtomotive paits companics and cncousage the cstablishment of tic-ups
between such businesses and Malaysian firms, it is considered necessary to strengthcn

_promotion aclivities as follows bearing in ming that the forcign companies targeted arc not

major corporations familiar with doing busincss overscas, but are mostly firms which have
high levels of technical cxpertise, but arc small in size.

1) Dispatch of Overscas Investment Prometion Missions for Promoting Auto Parts Industry
| ~103-



To increasc the international competitivencss of the aulomotive parts produced in Malaysia,
it would be desirable to dispatch investritent promotion missions that focus on that scctor and
reievant companics. The missions would preferably be joint public/private sector missions
participatcd in by the MACPMA and member firms of that association. In arranging the
scminars and symposiums and the visits to companics, cffort should be made to Sircnlglhcn
contacts with the industrial organizations and investment promotion organizations of the host
country,

2) Strengthening of Relations With Investment Promotion Organizations

The United Nations Industrial Development Organization (UNIDO), which works to promote
intcrnational investment, has offices in Japan and other major countrics. Japan, on its part,
has many public organizations for promoting ar aséisting_invcstmcnl siich as JETRO, the Japan
Smalt Business Corporation, the Japan Finance Cérporation for Small Business, and the Japan
Overscas Pevelopment Corporation (JODC). It would be desitable to maintain continued close
contact with thesc organizations in activitics for promoting investment from small businesses,
which constitute the bulk of the targeted companics.

3) Augmentation of RICOM System

To promote tic-ups among companies, it is necessary first for the Malaysian side to make
sufficient surveys to determine what kind of companies in what kind of ficlds desire what type
of tic—-ups. The findings of the surveys should be sufficicntly reflceted in the MIDA RICOM
system and the MITI smal! busincss registry and cffectively lied in with other investment
promotion and jeint venture promotion programmes.

4) Strengthening of Investment Information Service

Auto parts manufacturers in Malaysia should be periodically provided with a) information on
tiends in forcign companies {including Japancse) investing in ASEAN, ncarby countrics,
China, cte., and b) information about forcign companics desiring to invest in Malaysia. (for
Japancse firms, using JETRO's "Potential Investors From Japan," ete.) - Further, potential
forcign investors shoutd be provided with information on Malaysian companics desiring
business tic-ups with forcign companics.
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3) Intensification of Matching Activitics

To match up requests for joint ventures from Malaysian and foreign companics, it vould be
desirable for the numerous related governmental organizations, industrial organizations, and
private companics 10 work togelher.
cxisting MIDA-~ RICOM list and compare it against the lists of potential Japancse business
partners compiled by I ETY RO and the present JICA Sludy Team to facililate matching between

Malaysian and Japancsc firms.
following flow chart.

For cxample, il would be possible to augment the

‘This would be done by the amangement shown in the

Fig. 5-5 Flow Chart of Example Matching Promotion
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