As shown in Table 2-2-2, 72 companies out of 109, or 66% are located in Selangor State. Analyzed

by type of parts and components, 69% to 100% of companies producing each type are located in

Sélangor, though the percentage of companies producing electrical systems which are located there

is relatively low. Companies producing electrical systems are relatively scattered, being located

in seven states. On the other hand, companies producing transmissions and brakes are more

concentrated and are located in only two or three states.

Table 2-2-2

Position of Selangor State in Connection with the Location of

Automotive Parts and Components Manufacturers

Number of companies

Number of companies
located in Selangor

Percentage of

State Selangor State |
Engine 30 21 | 70%
Transmission 8 7 88%
Electrical system 21 12 57%
Brake 9 7 8%
Suspension & Steering 16 11 69%
Wheel 10 7. 70%
Body 41 32 - 78%
Direct Consumables 1 1 100%
Accessories 16 11 69%
Total 109 72 66%

types and are theretore double counted.

Source: Questionnaire Survey, JICA Study _Teaim, July to August, 1994

Note: The total number of companies by type of parts and components is not consistent with the

total number of companies answered, because some companies produce more than two

2.3.  SCALE OF COMPANIES BY TYPE OF PARTS AND COMPONENTS

Table 2-2-3 shows the number of companies classified by paid-up capital, s_aleé amount and number

of employees.
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Table 2-2-3 Scale of Companies by Type of Parts and Components

No.of - No.of Campany by Type of Products
Campany Engine {Power [ElcctricalBrakes  [Suspenti [Wheels [Body i1 e o t]Aocesones
‘ransmipSystem on & ~onsum
sion Steenings bles
aid-up Capital

= 1

!;, LessThanRMO.5Millon} 16 4 1 5 1 3 2 6 0 2
RMO0.5-2.5 Million 44 13 1 7 3 4 2 18 0 g
Over RM2.5 Million 49 13 6 9 5 9 6 17 1 6
Total 109 30 gl 21 of 16f 10| 41 1l 1§
Annual Sales Amount _ '
1 2ss Than RM 1.0 Million 4 3 1] 2 0 1 2 3 0 O
IRM 1.0~ 5.0 Million 30 71 1 - 3 2 3 1 11 0 5
RMS5.1~10.0 Million 15 6 3 3 2 1 1 8 0 3
RM10.1~-20.0 Million 17 7 2 4 2 2 2 7 0 3
RM20.1~50.0 Million] 26 5 2 8. 3 5 2 8 0 5
Over RM50 Million 13 2 0 1 0 4 2 4 1 0
Total 109 30 8 21 9 16 10 41 1 16
INumber of Emplqyees '
29 Persons or Less 11 4 0 1 0 2 2 4 0 1
30- 49 Persons - 15 1 1 3 0 0 -1 8 0 3
5(- 74 Persons 14 3 1 1 2 2 1 3 0 2
75-99 Persons 26 -6 1 1 2 0 1 6 0 0
100-299 Persons 281 13 5 6 3 8 4 1 0 7
300-499 Persons 11 1 0 7 1 _ 2 0 6 1 1
500 Persons or More _4 2 0 2 1 2 1 3 -0
Total T 109 30 8 21 9 16 10 41 il 16

Source. Questionnaire Survey, JICA Study Team, July to August, 1994

2.3.1. Paid-up Capital

_Analyzed by the amount of paid-up capital, there are 49 companies which have paid-up capital of
over RM 2.5 million, 45% of the total, while there are 60 at less than RM 2.5 million which are

classified into small and medium industry, or 55% of the total. The average scale of automotive

' pafts and compoﬁenfs manufacturers is relétively large judging from the fact that the percentage

of SMlin Malaysia is about 93%. |
EspéCially,'the percentagé of Compahies having paid-up capital of over RM 2.5 million that are
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manufacturing transmissions, brakes, suspension & steering and wheels is more than 50% which

is a very high rate of large industry.

2.3.2. Sales Amount

As for companies which are producing engines, electrical systems and wheels, the i.n'dustrial structure
is rather mixed with both SMIs and large scale co.mpanies because their sales amounts range from
high to low. On the other haﬁd, the pércentage of large scale companies is relatively high in the
case of suspension & steering manufacturers, while that of SMIs is relatively'high in fhe case of
companies producing body parts and components. The difference of sales amount is relatively

small for transmission, brake and accessory manufacturers.

2,3.3, Number of Employees

There are 26 companies which have 75 to 99 employees, 24% of the total, and 28 w.hich have 100

to 299, or 26%. Those two categories above account for more than half of the tota.

Analyzed by type of parts and com.pone_nts, body parts manﬁfaéturers have relat'ivéiy.mény
employees in comparison with their felatively low sales amount, and this can be regarded as a
labour-intensive industry. On the other hand, companies producing transmissions and wheels have
relatively smaller numbers of employees compared with the amount of paid-up capital, and these

can be regarded as capital-intensive.

2.4. OUTLINE OF COMPANIES BY PRODUCTION PROCESS

Table 2-2-4 shows the number of cémpanies by pfoduction'proc'ess. The cdfnf)aniés héwe: 346
production processes in total and the average number of producﬁpn préc_es_sés pér com'pany'is'3.-2
which is derived from the total number of production processes divided .by"the n.u.mbe.r' 6f
companies. Parts assembling is conducted by 54.1% of the companies, the most cb_mx‘non

production process.
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Twenty-nine bumiputera companies have 64 production processes in total. The average processes
per company are about 2.2, derived from the total processes divided by the number of companies.

This is less than the total average.

Table 2-2-4 Number of Companies by Production Process

Production Process Total Companies  {Bumiputera Companies

' No. of % No. of %

_ Companies Companies .

Assembly 59 54.1 16 552
Casting ' ' ' 14 12.8 " 3] 103
Forging ' 10 9.2 1 3.4
Machining L 39 358 6] 207
Presswork ' _ 39| 3538 of  31.0
Sheetwork ' : 5 4.6 0 0.0
Rolling Presswork ' 1] 10.1 1 34
Welding S R 31 28.4 4 138
. Soldering . e 3] 119 of 00
Plating and Surface Treatment S 12 11.0 1 3.4
'Heat Treatment - 22] 202 2 6.9
Painting - : 29] 266 6 207
| Plastic Moulding 16  14.7 9l 31.0
Rubber Forming ~ 13 - 119 of 00
Sintering _ . 1 0.9 0 0.0
Ceramic C'oating' o N ' 1 0.9 0 0.0
Glass Works - : 3 2.8 0 0.0
Others L S 28] 257 6| 207

Total . ' 346 ' 64 -

Source: Questionnaire Survey, JICA Study Team, July to August, 1994

_ Table 2-2-5 shows the listing for production processes from high percentage to low. Parts
assembling; sheetwark; machining and so on are conducted by many companies. On the other
hand, rolling presswork and glass works are conducted only by a limited number of companies and

sintering and ceramic coating are conducted by few companies.
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Table 2-2-5 Classification of Production Process Lined by Reply Rate

Classification Production Processes
Conducted by Manufacturers of Parts Assembly 54.1%
More than 50%
Conducted by 15 to 50% Machining - 35.8%
Presswork 35.8% @
Welding 28.4%
Painting 126.6%
Heat Treatment - 20.2%
Conducted by 7.5% to 15% Plastic Moulding 14.7%
Casting' | 12.83%
Soldering : 11 .9%
Rubber Moulding - 11.9%
Platiﬁg & Surface Treatment. . 11.0%
| Rol!ing Presgwork | 10.1% %
~ Forging 9.2%
Conducted by 2.5t0 7.5% | ~ Sheetwork - ' A4.6%
o Glasswork - 2.8%
Conducted less than 2.5% " Sintering :0_9% '
Ceramic Coating R E 0.9%

Source: Questionnaire Survey, JICA Study Team, July to August, 1994 -

Table 2-2-6 shows the reply rate of bumiputera companies concerning production processes in
comparison with the total. The reply rate for plastic molding is relatively high and that for forging,
machining, presswork, welding, heat treatment and plating & surface treatment is much 1Q_wér.
In addition, sheetwork, soldering, rubber molding, sintering, ceramic coating and glass works are t

not conducted at all,
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Table 2-2-6  Reply Rate for Production Process of Bumiputera Companies in Comparison

with the Total
Classification Production Processes
Production processes conducted more Plastic moulding
frequently than the total
;; Production processes conducted less Forging, machining, rolling presswork,
frequently than the total welding, heat treatment, plating & surface
freatment
Production processes not conducted at all Sheetwork, soldering, rubber moulding,
sintering, ceramic coating, glass work

Source: Questionnaire Survey, JICA S.t'udy Team, July to August, 1994

Fig. 2-2-2 shows the number of companies conducting each production process and Fig. 2-2-3

shows that of Bumiputera companies.

Fig. 2-2-2 Number of Companies Conducting Each Production Process
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Fig. 2-2-3 Number of Bumiputera Companies Conducting Each Production Process
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Source: Questionnaire Survey, JICA Study Team, July to August, 1994

2.5. OUTLINE OF COMPANIES BY YEAR OF ESTABLISHMENT

2.5.1 Location

Table 2-2-7 shows the year of establishment of respbndi_ng companies with their location. 34% of

all the companies were established before 1979, 63% were established before 1985 and 90%

before 1990,

There is little difference in tendency towards year of establishment among states except that the:

number of establishments was concent_fated in Penang between 1980 and 1985.
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Table 2-2-7 Year of Establishment of Companies with their Location

State Year of establishment
~1979 1980~1985 | 1986~1990 | 1991~1994 Total
Selangor 20 - 24 21 7 72
Shah Alam 6 6 9 3 24
Klang 7 4 5 0 16
Others 7 14 7 4 32
Kuala Lu.mpur 3 3 2 0 7
Perak 51 1 3 1 10
Penang- ' 1 4 0 1 6
Johor 4 0 2 0 6
Kedah 2 0 0 0 2
Melaka : 1 0 1 1 3
Negeri Sembilan .. 1 0 0 0 1
‘Terengganu -0 0 0 ] 1
Total _ ' 37 321 29 11 109

Source: 52 esngnnglre Survex JICA Study Team, July to August, 1994

2.5.2. Ownership

There is A clear difference among years of establish"ment when they are analyzed by ownership.

- 69% of other domestic companies and 71% of forelgn companies had been estabhshed by 1985,
while only 45% of Bumlputera compames had been established by 1985 and the rest were
established aﬂe_r 1986, ' ' '




Table 2-2-8 Year of Establishment of Companies by Ownership

. Year of establishment
Ownership
~1979 1980~1985 1986~1990 1991~1994 Total .
Bumiputera 6 7 11 5 29
Other domestid 17 10 10 2 39
Foreign 14 15 8 4 41
Total 37 32 29 11 109
Source: Questionnaire Survey, JICA Study Team, July to August, 1994 o
4.5.3. Production Process
Table 2-2-9 shows year of establishment of companies with their production process.
Table 2-2-9 Year of Establishment with Their Production Process
-1979 1980-1985 _ 1986-]990 1991-1994 - Total
_ No. of
No.of | % No.of | % | No.of % No.of | % s
. Campany Campany | Campany | Campany _ Cmpm)
Parts Assembling 211 356 161 62.7 16 ‘898 6] 1000 59
Casting 7l 500 | s7f © 4] 857 2] 1000 14
Forging 4] 400 31 700 1 80.0 -2} 10001 0 - 100
Machining 111 282 ) 12| 590 10 84.6 6f 100.0 39
[Presswork 10] 256 14| . 615 11 897 41 100.0 39
Sheetwork 3] 60.0 o] 60.0 2| 100.0} o]  100.0{. 5
jRolling Presswork 6] 54.5 3l 818 1 50.9 -1 1000 1
Welding 12} 387} 9. 67.7 8 93.5 2] 1000 31
Soldering 5] -38.5] - 6| 84.6]. 24 -100.0] 0] 1000 ] 13
Plating & Surface Treatment 5| 417 4} 75.0] - 2 91.7 1 10001 12) .
Heat Treatment 71 318 7| 636 5| 864 3l 1000 29
Painting 71 241 11 62,1 ol 9311 2 10001 - 29
Plastic Moulding 4 250 3| 438 7 87.5 2l 1000} 16
Rubber Moulding 6] 46.2 3] 692 4| 1000 o] 1000 13
Sintering ol 00 ol . 00 o] 00 1| 1000 1
Ceramic Coating 0f 00 0 00 -1 1000 - 0] 1000 1)
Glass Works 2t 667 0] 667 I} 100.0 0] 1000 3
Others 11] 393 8 679 6 89.3 31 10001 . 28
Total 121] 35.0 100] 63.9 ol 89.9 3580 100.0 346

Note: Percentage in the iable shows the rate of the cumulatlve number of companies which had
been established by the year shown.

Source: Questionnaire Sgrvgg JICA Study Team, July to August 1994
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By analyzing changes of cumulativé rate in each span and with each production process, relatively

" earlier or later production processes in comparison to the average can be found. The result is shown

in Table 2-2-10.

@ Table 2-2-10 Classification of Production Process by their Year of Establishment

Classification

Production Process

Production processes started earlier than
the average :

Casting, Forging, Sheetwork, Rolling presswork,
Soldering, Plating & surface treatment, Rubber
moulding -

Production processes started almost at
the same time as the average

Parts assembling, Presswork, Welding, Heat
treatment, Painting

Production processes started later than
the average

Machining, Plastic molding

Source: Questlonnalre Survey, JICA Study Team July to August 1994

i Table 2-2-11 shows the year of establishment of Bumiputera companies classified by their production

process Though the number of compames which answered is limited, the year of establishment

is relatively earlier in the case of companies conductmg parts assembling and presswork, while it

is relatively later in the case of those engaging in machining,

C 221




Table 2-2-11 Year of Establlshment of Bumiputera Companies Classified by their Production

Process .
-1979 1980-1985 l986~1990 1991~1994 Total
No.of [ % | Noof | % | Noof | % | Noof | % Czﬁpz’fw
Campany Campany Campany Campany

Parts Assembling 4 250 3] 438 7] 815 2! 100.0
{(asting 0l 00 0 0.0 Il 333 2] 1000 3
Forging o] 00 1} 100.0 0] 10060 ol 1000 1 ‘
Machining 1} 16.7 O 167 3 667 2l 1000 o)
Presswork 2] 222 3] 556 2] 778 2} 1000 9
Sheetwork 0. 00 0 0.0 0 0.0 0 0.0 O
Rolling Presswork of 00 0 0.0 0 0.0 17 100.0 1
Welding 0 00 1l - 25.0 2l 750 11 100.0 4
Soldering 0 00 0 0.0 0f 0.0 0 0.0 0
Plating & Surface Treatment o 0.0 0 0.0 1} 1000 0] 100.0 1
Hcat Treatment -0 00 1] 500 1} 100.0 Ol 1000 2
Painting 0 00 21 333 3] 833 1} 100.0 &
Plastic Moulding 111 2] 333 5] 88.9 1F 1000 9
Rubber Moulding A 0f 00 0 " 00 Of 00 0
Sintering of 00 of 00| o 00 ol 00 0
Ceramic Coating o 00 0. 00 0 0.0 0 0.0 O
Glass Works 0] 00 Y 0.0 0 00 0 0.0 0
Others 2] 333 1} 500 667 21 1000 6
Total 10| 156 14f 375 26]  78.1 141 100.0 64

Note: Percentage in the table shows the rate of the cumulative number of companies which had
“been established by the year shown. :

Source: Questionnaire Survey, JICA Study Team, July to August 1994

2.6, OUTLINE OF COMPANIES BY TYPE OF PARTS AND COMPONENTS

Analysis in this section is based on the information on 108 companies which consists of companies
answering whose product lines are clear and those visited by the study team as shown in Table 2-

2-12, because companies whose product lines are unknown or unclear cannot be. classified.
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Table 2-2-12 Number of Target Companies Analyzed by Type of their Products

Classification Number of Companies

Companies which responded to the questionnaire 109
Companies whose products can be identified clearly and classified 99
into MITI's parts classificaton (A)

Companies visited by the study team - 45
Companies responded to the questionnaire . | 36
Companies not responded to the questionnaire (B) : ' 9

Target companies of the study (A)+(B) i _ 108

- Source: Questionnairg Survey, JICA Study Team, July to August, 1994

Table 2-2-13 shows the classification of 108 companies by their products according to the major
group of MITI's automotive parts classification. Though each company has several products

classified into multiple groups, oniy the main products are selected and classified to make the

characteristics of each part group clear.
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Table 2-2-13  Classification of Companies by their Products According to the Major Group of
MITI's Automotive Parts Classification

Classification - Number of Companies Number of Target
Responding to the Questionnaire | Companiesofthe Study
Engine 30 27
Power transmission 8 | 8 ‘
Electrical system ' ' 21 | 16
Brake 9 | _ 8
Suspension & steering 16 11
Wheel | - 10 7
Body '_ 41 E 39
Direct consumables _ .1 : 0.
Accessories - 16. : 14
Total - ' 109 : 108
Number of Companies Double-counted ' 43 ' 22
Note: (1) In the case of companies answering the questionnaire, all the products indicated by them @

are classified into nine groups of parts and components, while only the main parts and
components are analyzed and classified into the categories in the case of the 108
companies. For this reason, the number of companies producing each parts group is
more in the case of companies which answered the questionnaire than the target 108
companies, therefore the number of companies which is multiple-counted and shown

in parenthesis ( ) in the rows of the total line is more in the case of the former than the
latter.

(2) Direct consumables/materials are excluded from the target of analysis.
Source: Questignnaire Survey, JICA Study Team, July to August, 1994

2.6.1. Engines

As shown in Table 2-2-14, more than 40% of the 27 companies which produce engine parts, also _.
produce such metal parts and components as transmission, brake or body parts; because "
manufacturers can commonly make use of factory facilities for castmg, forging, machmmg, heat

treatment and so forth for producmg the above mentioned parts and components.
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Five companies which produce engine and/or transmission parts and components are relatively large
scale with an average of 227 employees, while the scale of 16 companies which produce only engine
parts is relatively smaller with an average of 108 employees(calculated from the data of 14 companies

whose number of employees is known). -

Most of the parts and components classified into MITI's sub-groups of cylinder heads, cylinder
blocks or crank cases and manufactured in Malaysia are small and medium ones whose local
content points are relatively low. On the other hand, such casting or forging parts or components
as cylinder heads, cam shafts, cylinder blocks or crankshafts whose local content points are high
are only produced or projected to be localised by PROTON and no manufacturer is producing

them.

The number of parts and components which are classified into MITI's sub-groups of fuel system
and induction system/exhaust system such as filters, fuel tanks and mufflers, and manufactured in

Malaysia is relatively large.

Table 2-2-14 Manufacturers of Engine Parts and Components

Classification of products Number of Target Companies
' _ of the Study
Engine Parts Only ' o 16
Engine + Transmission _ : 1
Engine + Brake L 1
| Engine + Transmission + Brake . | . 3
Engine.+ Other Parts than the above _ 6
. Total ' B 27

 Source: Questionnaire Suﬁey, JICA Study Team, July to August, 1994

2.6.2. Transmissions -

As shown in Table 2-2-15, there are eight'cbmpanies which produce transmission 'parts' and

~ components. Two companies are only producing transmission parts and components, while six are
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also producing engine and/or brake pans and componenfs.

As for parts and components which are classified into gearboxes and rear axles by MITI's sub-
grouping, there are not so many manufacturers in Malaysia and locally manufactured ones are very
few. On the other hand, parts and components classified under clutches are more often

manufactured in Malaysia. : ' ' *

Table 2-2-15 Manufacturers of Transmission Parts and Components |

Classification of Products | Number of Companies of the Studs
Transmission ' : 2
Transmission + Engine 1
Transmission + Brake ' 2
: Tranémission + Engine + Brake | ’ 3
| Total 8

Source: Questionnaire Survey, JICA Study Team, July to August, 1994

2.6.3. Brakes

As shown in Table 2-2-16, there are eight brake manufacturers, two of which produce only brake

parts and components. The other six manufacturers also produce engine and/or transmission parts.

Table 2-2-16 Manufacturers of Brake Parts and Componénts_ -

Classification of products Number of companies of the study |-
Brake parts only - _ . 2 |
Brake + Engine o - . _ 1

Brake + Transmission

Brake + Engine + Transmission

oo [FS I

_ Total
Source: Questionnaire and interview survey

Table 2-2-17 shows the outline of manufacturers produciﬁg engine, transmission and/or brakeparts -

and components.
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2.6.4. Electrical Systems and Accessories

The category of electrical systems and accessories includes so many electrical and electronic parts

and components that they should be analyzed together.

t As shown in Table 2-2-18, according to MITI's classification of major parts and components

groups, electrical system and accessory manufacturers are classified as follows:

Table 2-2-18 Classification of Electrical System and Accessory Manufacturers

Classification of Products Number of Companies Producing Number of Target
Classified Products Companies in the Study
Electrical System Only Alternators, starters ' : 1
Other electrical parts such as 3
bulbs, meters and plugs 12
Wireharnesses, cables 4
Batteries Co ' 4
Electrical System + Alternators, starters 1
Accessories ] '
: wireharnesses, cables 1 : 4
Audios, clocks 2
Accessories Only Cables 1
Audios 1
- ' 10
Aai_r conditioners 6
Other '_accessories _ 2.
_ : Total - _ - 26
Source: Questionnaire Survey, JICA Study Team, July to August, 1994

To make characteristics of parts and components included in this category clearer, the following

six categories are adopted as shown in Table 2-2-19.
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Table 2-2-19 Six Categories of Electrical System and Accessory Parts and their Manufacturers

Classification Production Processes - Number of Target
' Compantes of the Study

Alternators, starters and Such processing of motor parts as
distributors machining, presswork, welding and 2

heat treatment, and parts assembling :
Wireharnesses and cables Parts assembling 6
Batteries Machining, plastic moulding and partd 4

assembling
Audios, clocks and alarms Assembling of electronic parts 3
Air conditioners Machining, welding, heat treatment 6

and parts assembling _
Other parts such as bulbs, Parts assembling
meters, plugs and other 5
accessories

~ Total 26

Source: Questionnaire Survey, JICA Study Team, July to August, 1994

Characteristics of manufacturers producing each category of product are briefly summarised as

followed:

(1) Alternators, Starters and Distributors

Two manufacturers producing these items havé_ technical collaboration with Japanese

manufacturers. Though the structure of parts and components is very complicated and requires

higher technology, the rate of focal content is relati&ely high. For ékamplé, it is 70%rin'the.case'

of alternators,

(2) Wireharnesses and Cables

Wireharnesses are produced by manufacturers which are large scale in terms of employees(the -

_averag,e number of employees among four compames is 755) This industry is a typical labour-

intensive one because the sales amount is relatively low in comparison with the number of
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employees. On the other hand, the manufacturers producing cables are both small scale ones.
(3) Batteries

The market size of REM products is larger than that of OEM ones. High technology is not always

necessary to produce batteries and technological collaboration with overscas manufacturers is rare.

Only one company out of four manufacturers has technical cooperation.
(4) Audios, Clocks and Alarms

All three of the companies are 100% affiliated ones of foreign manufacturers and are located in
Malaysia in line with the global strategy of their principals. They are all large scale and export most
of their products to the U.S., Europe and Japan. '

(5) Air Conditioners.

Manufacturers are classified into two groups: one is a group producing the air conditioner itself

~ and the other is that producihg_components and repair parts. The scale of companies is relatively

small because they mainly produce and assemble condensers and evaporators.

Table 2-2-20 shows the outline of manufacturers producing electrical system and accessory parts.
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2.6.5. Suspension and Steering

As shown in Table 2-2-21, eight of the total of eleven companies are producing only suspension

and steering parts and components.

Such large parts and components as shock absorbers, struts, suspension arms, and worms & pinions

whose local content points are high are produced in Malaysia and the scale of their manufacturers

is relatively large.

Table 2-2-21 Manufacturers of Suspension and Steering Parts and Com_ponents .

Classification of Products Number of Target
Companies of the Study
Suspension & steering parts only 8
Engine, transmission and brake parts in 3
-addition :
Total : : 11

Source: Questionnaire and interview survey

Table 2-2-22 shows the outline of manufacturers producing suspension and steering parts and

components,
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2.6.6. Wheels

As shown in Table 2-2-23, seven companies produce products included in this category. Six
companies manufacture only wheel parts and components, while one also manufactures various

kinds of bolts and nuts.

Table 2-2-23 Manufacturers of Wheel Parts and Components

Classification of Products Number of Target
Companies of the Study
Tyres 2
Valves 2
Wheel rims | 2
Nuts - 1
Total 7

Source: Questionnaire and interview survey

This category is highly localised. The outline of manufacturers producing tyres, valves or wheel

rims is as follows:
(1) Tyres

Goodyear and Dunlop occupy about 80% of the total market and the remaining 20% is shared by

other domestic manufacturers and imports.

(2) Valves

One of the two target companies(Auto Ancillary Manufacturers) mainly produces valves.

(3) Wheel Rims

One of the two target companies(Oriental Metal Industries) mainly produces steel wheel rims for -

the automotive industry.

Table 2-2-24 shows the outline of manufacturers producirig wheel parts and components:
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2.6.7. Body

Though this category is divided into three groups of body complete, exterior components and interior
components, it is also classified into metal, plastic, rubber, glass, seat/carpet and seat belt by

materials and production processes as shown in Table 2-2-25.

Table 2-2-25 Classification of Manufacturers Producing Body Parts and Components
by Materials and Production Process

Sub Grou Parto _ Number of Target

Hb toup . Classification by Materials and Production Process | Companies of the
Classification of MITI

Study

Body Complete Parts | Press parts _ 8

Plastic moulding parts 14

Rubber moulding parts 7

Exterior Components | Giass parts 2

&

Interior components | Seats and carpets 5

Seat belts 3

Other parts and components _ : : 1

Total 39

Note:  The sum of companies included in each category and total number is not consistent, because
one manufacturer that produces both plastic and rubber parts and components is double-
counted.

Source: Questionnaire and interview survey

(1) Body Press Parts

Three companies of all the eight companies producing body press parts are also producmg metal

parts and components relatmg to engmes transmissions, brakes and suspens:on

- Eight compames are classrﬁed into the followmg three groups
i. 3 manufacturers mainly produce panels -

ii. 2 manufacturers mainly produce hinges and related items
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ii. 3 manufacturers produce other press parts such as brackets and so on

PROTON produces large-sized panels by itself and procures only limited parts from manufacturers
classified into category 1). On the other hand, manufacturers classified into categories 2) and 3)

produce products mainly for supplying to PROTON.

The companies are generally small in size except for a few, because unit prices are very low though
production volume is large in the case of such small parts and components as hinges and brackets,
and because production volume is very limited being manufactured only for non-PROTON

assemblers in the case of such large items as panels.
(2) Plastic Parts

The sizes of companies are very different because this category includes a manufacturer producing
large size parts (HICOM-Tech See), a large-scale one producing small and medium size parts which
are also supplied to the home electrical mdustry and SMIs producing small and medium size parts.

Many of them have technical collaboration with overseas (especially Japanese) manufacturers.
(3) Rubber Parts

Many companies are smail and medium scale producing relatively small parts, though the rubber

parts industry originally has the chardcteristic of being facility-oriented.
(4) Glass Parts

- Manufacturers of glass _parts are facility-oriented. One of the two target companies (i.e., Malaysian

Sheet Glass) occupies 75 to 80% of the market and is very large.
(5) Seats, Carpets-and Seat Covers -

"One of the three target companies producmg seats (i.e., Car Seat(M)) is mainly supplying to
' PROTON while each of the other two is supplymg to Toyota and Nissan in due order.” The size

. of the compames is relatwely large.
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There are several manufacturers producing carpets other than the one target company.

Manufacturers of seat covers are producing REM products for export.

(6) Seat Belts

-

Three companies are producing seat belts though they mainly assemble thern.

Table 2-2-26 shows the outline of manufacturers producing body parts.
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3. ESTIMATE OF MARKET SIZE

3.1, DOMESTIC PRODUCTION AMOUNT OF AUTOMOTIVE PARTS AND
COMPONENTS |

3.1.1. Present Situation of Domestic Production (Market Size}

There is no information or data availéble which explains comprehensively about the past trend and
present situation of motor vehicle parts and components production in Malaysia. Table 2-3-1 and
Table 2-3-2 are §ome examples of évailable data but they only cover 28 to 75 enterprises. Since .
there are said to be more than 300 companies in the industry, it is not appropriate to depend solely
on this data and therefore an independent estimate on the market size of the industry in 1993 has

been carried out.
(1) OEM Market

In order to estimate the present OEM market size, total domestic sales amount of motor vehicles
in. 1993 has first been calculated based on available data such as the number of new vehicle
registrations and net selling price(NSP), then the usage ratio of domestic parts and components

against NSP was estimated and finally these two factors were multiplied by each other.

As shown in Table 2-3-3, the préduction amount of domestic parts and components for OEM of
motor vehicles sold in the domestic market in 1993 is estimated as approximately RM1,500
million. Of that amount,'78.4%_ was for motor vehicles with engines less than 1,850 cc. The
amdunt Was approx. RM1,100 million. Local content fegﬁlations were still not so strict for larger
size passenger vehicles éﬁd commercial vehicles as for motor vehicles of with smafler than 1,850
o engines. Therefore, production of smaller cars, espe.cia'lly PROTON, had the decisive influences
on production of domestic parts and components. Although sales of assembled smaller motor

vehicles dropped in 1993, thé_usage ratio of domestic parts for smaller motor vehicles was raised
| and PROTON's sales grew as they start marketing new models. Production of domestic parts and

components also recovered from a slowdown in 1992,
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As to the OEM market, motor vehicles for export should be taken into account. As most of the

20,000 units exported in 1993 were PROTON, the same assumption as used in Table 2-3-3 was

applied to calculate the amount of the domestic parts and components used for those cars exported

and the result was RM214.1 million. The size of the OEM market is estimated at RM1,709.8 million

by adding both parts and components for motor vehicles sold in the domestic market and for motor

vehicles exported.

Table 2-3-1 Manufacture of Motor Vehicle Parts and Accessories, Peninsular Malaysia

Total Number of

Year | Number { = Gross Costof | Value Added Salariés and| Value of
of Value of Input (RM1,000) | Persons Engaged | Wages Paid | Fixed Assets
Establish- Output (RM1,0003 during December (RMI,OOO) Owned as.of
ments | (RM1,000) of the Last Pay Period 31st, Decemmibet
{Persons) (RM1,000)
1984 | 39 151356 | 77,076 74,340 3,575 23,567 | 108,802
1985 | 40 178326 | 96,817 81,509 3,632 26,767 | 123,097
1986 | 44 126,560 | 76,636 49923 2,923 23844 | 136,601
1987 | s0 182,159 | 115,764 66,395 3,513 23457 | 137,087
1988 | 49 279356 | 182,673 | 96,663 3,882, 28,067 | 125687
1989 | 53 453,004 | 293,067 | 159937 5412 | 39481 158,232
1990 | 57 | 686,476 | 434,497 251,979 7,423 55228 | 218,110
1991 | 75 951.231 | 609.976 341,255 9.273 76235 | 283,715

Note: * Estabhshments employing 30 persons or more only among’ those who retumed the
questionnaire. : SRS

Source : Department of Statlstlcs Malaysia
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Table 2-3-2 Principal Statistics of Manufacture of Moter Vehicle Parts and Accessories

Period Number of |Ex-factory Value | Total Persons | Salaries and

Establishments* (RM1,000) Engaged Wages Paid
1986 29 106,606 2,402 18,482
1987 28 127,438 2,445 16,407
1988 29 189,574 2,582 18,084
1989 28 279,864 3,465 24,345
1990 28 418,741 43723 32,431
1991 29 608,846 4,940 45,110
1992 36 529,933 5,191 47,605
1993 45 830,649 9,202 78,868
1994 1-4 45 336,743 9,603 31,545

Note: * Establishments employing 30 per

questionnaire sent by Department of Statistics.

Source : Monthly Manufacturing Statistics Malaysia, Department of Statistics, November, 1989
& April, 1994

Table 2-3-3 Market Size of Locally Made Parts and Components, 1993

sons or more only among those who returned the

& MMTA, December 1993,

hinmen h

Shipment to Sabsh & Sarawak, 1993. _
Date of Approved Net Selling Price, MMTA, 1st Quart
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er, 1993,

Motor Vehicles Sales Ratioto | Amount of Locally Made -Ditto- Total Amount
Amount *1- . Approved [Parts & Components used| (For Sabsh & |  of Lecal
(Based on Approved NSp*2 {(RML,000) Sarawak) #3 | Made Parts &
Net Selling Price) (%) (RM1,000) | Components
(RM1,000) Used
(RM1,000)
PassengerVehicles|
Below 1,850 cc}2,976,224.1 | 61.62% xX37.11 |1,404,550,9 | 78.39%
1,851 -2,580cc| 676,480:3 14.01% X19.61 | 132,689.0 |- 9.42%
Above2.851cc| 488966 | 1.01% | x1686 | 82446 | 0.59%
(Sub Total) (3,701,601) X33.65 [1,245484.5) o (64,828.0) 1,310,412.5
Commercial (857,724) | 17.76% | X 14.39 [(123,429.8) | 8.76%
[Vehicles ' : . (21,702.5) 185,302.4
4 WD (270,380) | 5-60%} x14.86 { (40,170.0) | 2:85%
Total -+ 4,820,709 [100.00% | x29.18 11,409,084 .4 100.00% 86,6305 [1,495,714.9
Note: *1  Peninsular Malaysia only. : _
*2  Ratio of locally made parts and components against NSP were estimated at 41%
~ for PROTON and 24% for other best selling passenger vehicles: 24% based on the
results of the study. Based on the above figures and estimated LCP points, ratios
for other passenger vehicles were estimated by three engine groups. Those for
o Truck, Van and 4WD are 15 %(Est), for Buses 11%(Est). -
*3  Caleulated by applying the ratio of shipment number to Sabah & Sarawak against
_the registration number in Peninsular to- "Amount of Locally Made Parts &
.~ - Components used"in the above Table. : '
“Source ;- Yehicle Registration VS Production Achigvement - Total Year to Date, MMVAA




(2) REM Market and Export Market

The ratio of the REM market to the OEM market varies from one country to another. In Europe'
where the motor vehicle market is said to have matured, the ratio is presumed to be 60:40. As
explained in 2.1.2-(2)-3), Chapter 1, motor vehicle life is generally longer there and more frequent
repairs may be required. In Japan, the ratio is said to be 80:20 bc_tcausé the average yeérs inuse

of passenger vehicles was 4.5 years in 1992,

In the case of Malaysia, motor vehicle life is even longer than in Europe. Many of those are well
over 10 years old and naturally the price of motor vehicles is rather cheap. In this case, the prices
of repair parts and components need to be cheaper as well. REM parts manufacturers tend to be
small in size and able to supply parts at lower price although their technology is comparatively

inferior. In terms of production amount, the ratio in Malaysia is estimated at around 70:30.

The sales values of standard accessorics of new cars can be assumed at RMS5,800/set for passenger
cars and at RM3,000/set for commercial vehicles, and their ex—'factory costs can be estimated at

70% of above sales prices,

Therefore, the production of REM patts for the domestic market can be estimated at RM 641.0

million and that of accessories for the domestic market at RM611.8 million in 1993.

The export of parts and components amounteld to RM1,273.9 million in 1993, as explained in the
next clause. Details are RM924 0 million of car stereos and radios, RM123.5 million of tyres and
RM?226.4 million of other parts and components.

(3) Overall Market Size for Domestic Parts and Compoﬁ_enté |

Overall market size for domestic parts and components in 1993 was as follows; -
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Table 2-3-4 Domestic Produciton of Automotive Parts and Components in 1993

For Domestic Market
OEM parts and components RM1,495.7 million
REM parts and componehts ) RM641.0 million
) Accessories RM&11.8 million
L Total RM2,748.5 million
For Export Market |
Parts and components expoﬁs : RM1,273.9 million
OEM parts and components for exported cars RM214.1 million
Total RM1,488.0 million
Overall Market Size . RM4,236.5 million

Source: Estimate by JICA Study Team

3.1.2. Transition of Domestic Market

According to the "Index of Industrial Production“. published by the Statistics Department of

Malaysia, the growth index of the domestic parts and components manufacturing industry between
1985 and 1993 is as summarised in Table 2-3-5. Based on the estimate of Total Domestic Market
of 1993, applying the growth index, and adding the actual figures of export, the transition of overall

domestic market size can be indicated as shown in T_able 2-3-5 and 6.
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Table 2-3-5 Production Indices of Motor Vehicles Parts and Components (With Related Data)

Year  [Annual Index of Industrial |[Bank Negara | Localisation Production of Motor Vehicies (Unit)
Production Report  |Roquirements :
Index Increase Passcngef Commercia| Total | Increase
' Vehicles | | Vehicles
1986 19.4(45.6)] -54.4% NA|MDP Items 42,180 19.814; 61,994 -44.56%
1987 | 46.9(110.3)] 141.7%] 61.4% ! 33,685 15,295 48,980] -20.99%
1988 | 100.0 (235.0)] 113.2% 113.1% ! 61338 23,787 85,125 73.80%
1989 1211 12.1%] -61.9% ! 81,873 48,772| 130,645 53.47%
1990 1372y 224%)  34.0% ! 116,526 75,054 191,580} 46.64%
1991 17211 254%| 25.4% J 137,029 81,099] 218,128] 13.86%
1992 139.8) -18.8%) -18.9% WV 141,985 35,054) 177,039 -18.84%.
1993 150.6 1.7% 7.5% 20/30% 130,1761 34,929 1'65,125 -6.73%
1994 - 30/40% '
1995 35/50%
1996 40/55%
45/60%
Note:  Production Indices/1988: 100. Figuresin{ ): 1985 =100

Source: Index of Industrial Production, Malaygia, Department of Stat;st;cs December, 1989 and

April, 1994

Bank Negara - Annyal Report, 1986 - 1993

Table 2-3-6 Trends of Market for Automotive Parts and Components
(Including Stereo and Radio, and Tyres)

(Unit: RM million)

Year Total Domestic Export Market Overall Market Size
Market :
1985 837.9 NA 873.9
1986 382.1 NA 382.1
1987 923.5 NA 19235
1988 1,968.9 279.6 2,2485
1989 2,207.1 409 .4 2,616.5
1990 2,701.5 539.8 3,241.3
1991 3,387.7 858.6 4,246.3 g
1992 2,750.8 1,070.5 ©3,821.3 .
1993 2,962.6 1,273.9 42365
Note :

code system.

Source:

Estimate by JICA Study Team
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Among exports, stereos, radios and tyres are overwhelming. In order to figure out the amount
of ordinary parts and components, if these three items are deleted from export figures, then the

transition of the overall market size becomes as follows;

Table 2-3-7 Trends of Market for Automotive Parts and Components
(Excluding Stereo and Radio, and Tyres)

(Unit: RM Million)

Year Total Domestic Market Export Market | Overall Market Size
1985 _ 837.9 NA 837.9
1986 382.1 NA 3821
1987 |- 923.5 NA 923.5
1988 1,968.9 - 437 2,012.6
1989 2,207.1 69.7 2,276.8
1990 ' 2,701.5 121.5 2,823.0
1991 _ 3,387.7 1772 . 3,564.9
1952 2,750.8 196.4 2,947.2
1993 2,962.6 226.4 3,189.0
Note:  Export data before 1987 were not available at this time because of changes in

. the code system,
Source:  Estimate by JICA Study Team

According to the report of the Japan Automobile Parts Manufacturers Association, there were 63
member companies which launched business in Malaysia either in the form of a joint venture or
_ through technical collaboraﬁon by the end of 1992, and 42 companies out of the 63 did so after
1985. A sharp rise in production of parts @d components after 1985 is quite understandable even
based on this fact only. 1985 was the year POTON launched its first car in the market and after

that year, significant growth of t'he'industry commenced.

‘Taking the example of car stereos, the growth of which doubled each year from 1988 to 1991 and
_another 50% between 1991 and 1993, foreign enterprises played 1mp0rtant roles for developing

. the parts and components industry in Malays:a

‘Conceming the future of the industry, the first thing to be poih_ted out is that the assembled cars
-are now facing the_bigg’eé_t problem ever. ‘While local content ratio will be increased to 50% by

the end of 1994, it is quite'doubtﬁll whether makers can sell enough cars after raising the selling
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price to compensate for the heavy investment which will be required to fulfill the local content
regulations. As has already been mentioned several times, tile difference of on-road price with
PROTON is going to be wider and, if assembled cars can not meet the local content regulation,
it will be wider still because of the penalties. In any case, makers will have to raise the selling price
of their cars and this will result in decreasing sales. Although assembled motor vehicles are much
less than half of the total domestic parts market, PROTON and PERUDUA would not be able to

fill the vacancy at once if assembled car sales really decreased.

Since PROTON is now going to raise production capacity to 150,000 unité per year by the end
of 1994, so-calied PROTON Vendors' future seems to be promising. In addition, PERUDUA is
commited to go with many of the PROTON Vendors, which makes the situation even brighter for
them. As PROTON is one of the partners in a joint venture for the Third National Car, PROTON
vendors will be sure to be in a secure position as parts supp]iers for the project, especially as the

project is expected to be materialised within a year.

Thus, the trend of the domestic parts and components industry in the near future will depend very
much on the assembled cars' behavior, existing National Car sales sitvation, and progress of the

new National Car projects.

It will still be a question whether Malaysia's parts and components industry can grow up as a really

competitive industry as sales increase with the progress of the National Car Projects.

Another obstacle is that there are too many models of motor vehicles béir.}g._prc.)duc_ed in such a
limited market, which prevents the improverﬁent of productivity. Even PROTON, aithough it is
the best selling car manufacturer, manufactured 11 models for the domestic market of less than
90,000 units in 1993. The biggest sales volume for one model was 21,500 unifs and the smallest
was less than 1,700 units. Presumably common use of parts are being cafrie_d out separately
among 50,000 units of older models and 40,000 units of newer models but there are still many
major and minor differeﬁces of sp_eciﬁcatioh among models which make it difficult toﬂrai.s'e
productivity and improve quality by automation. Although it is quite desirable for car manufacturers
to have a certain product range to 'compete with other car makers and attract consum'e_:rs-. attén_tidn,

it is also an important role of car manufacturers to cooperate with parts manufacturers for
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rationalisation of production by reshuffling manufacturing models.

PROTON is recently claiming that they may be in need of global sourcing of parts and components
for cost reduction, However, if they are not satisfied with the price of domestic parts and
components, they should first cooperate with their suppliers to try to bring down the cost by
rationalising their own production. This is very important because to foster the domestic parts and
components industry as a base for other manufacturing industries is one of the major purposes

for the establishment of the National Car Projects.

3.2. EXPORT/IMPORT QUANTITY AND AMOUNT
3.2.1. Quantity and Amouht of Imports by Type of Parts and Components
(1) Transition of Iinport Quantity

Transition of import quantity of parts and components between 1988 and 1993 is as shown in
Table 2-3-8. Since final adjustment has not been done'yet for 1993 trade statistics, figures in the
5 years from 1988 to 1992 shall be the object of examination. B

The items which kept decreasmg in this period are of four categories, namely drive axles,
suspension, shock absorbers, radlators and steering wheels qteermg columns and steering boxes.
Local manufacturers both of iocal capltal and of J apanese joint ventures are increasing production

and succeeding in 1mport substitution,

| Although Tyres, Leaf Springs, Helical Springs, some Electrical Parts for Internal Combustion
Enginés, Safet}r Seat Belts, Siler_lcers,.Exhaust Pipes, etc., have been included in Mandatory
Dé}etion Iterﬁs, thé import qﬁantity: of them has been fluctuating evefy year but not always
.' _decreasiﬁg. The import quantity of them, except fof Tyreé, has not been large for the size of the .
| ‘domestic motor vehicle market of 3 miliio_nllunits but since the M'andatory Deletion Items Scheme
was introduced for the éake of import subjs_titution,' rﬁofe efforts of those manufacturing the

above-mentioned items to fulfill the market needs are called for.
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In terms of import quantity, the biggest is electrical bulbs such as Halogen, Sealed Beam and

Filaments but as the unit price of these is rather low and above all the market is much too limited

in Malaysia, localisation does not necessarily have to be sought. Total import amounts are also

limited as described later and the growth rate of import amount is less than average.

Electrical parts for internal combustion engines are also large in quantity and the ratio of starter

motors, starter generators, distributors and glow plugs are relatively high among them.

Conspicuous items here are starter motors and starter generators. About 9 million pieces have

been imported, amounting to about RMS53 million in 1993 and also to more than 40% of imported

amount of all electrical parts for internal combustion engines.

Table 2-3-8 Import Quantity of Automotive Parts by Type (1988-1993)

Source : “I'rade Statistics”, Department of Statistics,1988-1993
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1988 1989 1990 1991 1992 1993
Fyres Unit] 305468F 275901] - 244,893| 383,024 443,475 510,086
Brake lining/Pads Unit NA NA NA "NA| NA NAJ
[Leaf springs, Helical springs Ton 1,544 2,277 4,462 1,704 1,335 . NA|
Fngine (Exd. 1000ce Others) Unit 69,978 147,354 142,573 141,574 NA NA|
Cngine Parts Unit NAl - NA NA NAL NA NA
AirConditioners and Parts Unit 1,330 3,125 5,216 4,326 2,408 4,672
Radio, Stereg, Cassettle Deck Unitf 102,648 130,676 177725] 205,630 160,223 - 'NA
Halogen, Sealed, Filament Lamps {Umt £01,382,087H09.375,000401,315,492P03,301,400379,662,854 (197,863,861
Flectric Parts for engine Unit |31,038,268]35,725,834] 7,769,365 11]',076,3'09 26,164,440151,598,196
Lighting, sound signalling, etc Unit] 4,973,898 5,176,502 7,156,994| 6,782,330| 6,344,372}10,282,986,
Chassis and Body Unit 782 2,020 652 942 1,044 1,170
Bumpers and Parts Unit 92,331 76,3511 142,568 133,485 64,044 71,980
Safety Seat Belts Unit 6,378 3170 11,228 1,798 19,351 NA
Other Parts Uit 272,219 94,190] - 136,567 127,510] - 78,494 NA|
IMounted Brake Linings Unit 44755 31,915 45745 217,735 31,664 NA]
Brakes, Servo Brakes, and Parts  [Unit 3,284 497,326 699,328  B93 802 762,931 NA
Gear boxes Unit 80,429 335,077 851,178 NA 104,176 325,904
Drive-Axles Uniit 84,374 51,577 53,793 33,774 25,097 NA
[Non-driving Axles, parls Unit 2,871 9,496 11,985 13,866 13,382 5,510
[Road wheels and Parts Unit 126,472] 503,495 910,184F 681,092 591,806{ - 787,543
Shock Absorbers Unit] 3,580,849} 1,399,540{ 484,128] 386,977] 328,778| 281,561
Radiators Unit 93,5551 106,097 55,124 56,972 31,7871 . NA;
Silencers and Exhaust pipes Unit 82,845 82,087 222,198] 179,952 83,601 157,214
Clutches and Parts Unilt{ 287,266 470,282 588,363 430,578 466,275 NA|
Steering wheels, Steering Colunms|Unit |~ 297,444] 257,491 185,232 103,730 40,762 NA]
jand Steering boxes : ; . .
(Other Parts Unit NA - NA NA NA " NA NA
Seat for Motor Vehicles Unit NA]  64879] - 43,694 NA|. . NA} NA|



(2) Transition of Import Amount

Transition of import amount of motor vehicle parts and components between 1988 and 1993 is
as shown in Table 2-3-9. Though total import amount in 1988 was approximately RM500 million,
it had conétantly grown except for the year of 1992 when the sales of motor vehicles decreased
and ﬁnally reached RM950 million in 1993. The growth rate in five years is 192% and the followings

are items of which the growth rate in the same period exceeds this average.

Item . Growih Rate

Safety Seat Belts - ' _ 4,016%
Drive Axles : 1,028%
Gear Boxes ' 580%
Brakes,Servo Brakes, & Parts 574%
Engines S : : 554%
Steering Wheels,etc. : 281%
- Seats ' 265%
Radiators : 264%
Lighting, Sound, Visual Signalling, etc. 234%
Tyres ' 219%

The import amounts of Seat Belts and Drive Axles had been rather stable until 1992 but in 1993
they jumped by 47 times and 7 times as much as the previous year, respectively. Imports from
Australia and the UK for seats belt and from Spain for drive axles were the main reasons for the
sharp ﬁse in impots in 1993. As to drive axles, one manufacturer expressed their plan for drive
axle imports from Spain and it seems that this was reflected in the figures. The import of brakes

from Japan also went up to RM11.76 million, an increased by RM9.3 million over 1992.

There seem to be constant demands for foreign made steering wheels, steering columns, steering
‘boxes, seats and radiators, looking at past trends of import. As import amount and quantity of

those items are limited, there is little significant meaning in these figures.

Lighting, Sound, Visual Signalling equipnient import-ié thought to be mainly of parts for lighting

equipment and signal unit, This seemns to be the result of localisation of finished components.

'Import of Tyres has gradually increased in the past three years both in amount and quantity.
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Locally made tyres, except for special tyres for large vehicles, etc., for example, are believed to

be not inferior in quality to foreign made tyres so that their competitiveness in price might be the

factor to be improved.

Engines, mainly those above 1000cc, had only a 4.8% share in total tmport amount in 1988 but
increased every year and finally in 1993 rose to a 13.9% share, or RM134 million in amount. The
import quantity is also large, amounting to more than 140,000 units per year in the three consecutive
years of 1989, 1990 and 1991. Although quantitive statistics in 1992 and 1993 are not complete,
it is certain by looking at the figures of irhpon amount that the import quantity of engines had to
have kept increasing. Because the localisation of engines has not been completed yet, there may
not be any effective countermeasures to prevent the import of engines as at least the supply of
engines is needed in the REM market to support 3 million motor véhicles. Until complete engine
manufacturing in National Car projects including PROTON is attained and at the same time newer

cars, mainly National Cars, substitute for aged cars, the pres'ent situation of engine import may not

be improved.
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Table 2-3-9

Import Amount of Automotive Parts by Type (1988-1993) (CIF Basis)

(Unit: RM)
1988 1989 1990 1991 1992 1993

Tyres 17,411,113] 22,409,053] 22,619,612| 31,802,865| 34,844,968 38,091,567
Brake 1.inings/Pads 1,502,526| 2,163,485| 2,261,887] 2,683,935 2491465 2,795,968
L eaf Springs, Helical Springs 6,339,722] 10,490,912] 12,608,873 10,765097] 9,702.734} 9,570,753
Engines (Fxd. 1000ce Others) 4,173,443 44,238,632| 78,238,417]102,203,189{107,639,693[134,017,884
Engine Parts 127,495,736182,633,916[217,809,2101194,840,642[138,341,281{104,162, 181
Airconditioners and Parts 4253,764] 7,008,814] 12,924,539 12,080,560 7.074,227| 7,265,379
Radios, Stereos, Cassettle Decks | 17,121,121} 29,009,841 43,185,938] 35,201,921| 28,160,697) 21,646,448
 [Halogen, Sealed, Filament Lamps | 13,650,423| 21,922,714] 17,209,824| 15,405,251| 18,976,456| 18,283,820
Electric Parts for Engines | 72,629,880]103,304,953118,429,591160,242,571117,383,340{126,372,982
Nighting, Sound Signalling, cte. | 30,057,859} 37,865,138| 57,817,934} 64,300,377| 60,929,874| 70,463,368
Chassis and Body 24,203,699 11,365,369] 11,852,163 34,080,060 34,021,351| 30,660,388
Busmpers and Parts 2,124713 2483909 2,949,321] 2965360 2,688,988] 2,351,492
Safety Scat Belts 295277)  419.949) S18480 95233 248,499 11,858,359
Other Parts | 2,046,257 2,160,900] 1,877,898 1,641,287 2,592,750] 9,360,752
Mounted Brake Linings 1,028,252  566,290| 2,263376] 1,013,994]  864,050] 1,651,326
Brakes, Servo Brakes, and Parts 98.484| 2,736,937] 3807674 4,711,984 4,629,.437| 15,701,452
Gear Boxes 1629,124| 3,833,056 5,249,366| 6,231,420 3.765,042| 9,449,626
Drive-Axles - 1,557,751{ 2,280,767 2,812,857 2,360,729} 2,305,388] 16,017,183
INon-Driving Axles, Parts 158,745 426218  399707| 633,596 543,576| 242,750
Road Wheels and Parts 2,408,971|. 7,300,689] 11,770,901 12,451,076] 11,937,139 19,179,963
Shock Absorbers 10,720,953] 14,609.452| 14,613,489| 14,691,838| 11,920,108} 13,179,924
Radjators 4,861,261] 7,978270 10,793,766| 9.388,175] 5,726,286| 12,829,394
- |Silencers and Exhaust Pipes 3,071,601 4,012,800 5,776,194 5,584,714} 3,840,308] 5401515
Clutches and Parts 8,065,659] 10,612,718] 15,210,470{ 14,346,501] 15,349,370| 14,974,788
Steering Wheels, Steering Columms|  3.408254] 5,738.952| * 5,171,263] 2384,377| 1,788,642| 9,577,986
| and Steering Boxes g _ - L |

ther Parts 112,970,6091151,502,080(1 99,286,850 234,575,538217,319,1 10[237,905,811
Seats for Motor Vehicles 1 4758075| 8,086,964| 10,28,870 9,876,206] 11,167,699} 12,597,120
Total - 198 ,043,272§697,252,7781882,089,546] 987,088 476 ]B56,252,478[955,610,179
b Over Previous Year 41 1400 1266 11138 86.7 111.6
Increase %(1988:100) 100] 1400 17730 1982 1719 191.9

Source : “Trade Statistics”, Depariment of Statistics,1988-1993

._2-63.‘



Electrical Parts for Internal Combustion Engines such as Starter Motors : Starter Generators,
Distributors and other parts relating to starting engines had a 13% share(RM126 million) of total
import amount in 1993. Spark Plugs, as one of the Mandatory Deletion Items, decreased to only
RMS5 million of import but the import of Starter Motors and Starter Generators, although they are
also among Mandatory Deletion Items, still amounted to RM53.6 million. This niay be because

of the delay of localisation of Starter Generators.
(3) Major Imports by Country

Table 2-3-10 shows major of imports of motor vehicle parts and components in 1993 by country.
In total import amount of 11 major items, RM817 million in value, imports from Japan were RMSOO

million or 60.8%, followed by Germany's RM83.5 million or 10. 2%

This is quite natural as PROTON, whose origin was a Japanese car, and other Japanese assembled -

cars have overwhelming market share and thus most of foreign related parts. and components
manufacturers have tie-ups with Japanese. However, this is also a main factor in 'm'aking the
manufacluring costs of the domestic parts industry higher because of the recent eyaluatio.n of the
Japanese currency. Although global sourcing has been songht by local manufacturers of parts snd
comp.onents', they have been forced to import materisls, parts and components from Japan mainly
because of the lack of a technologies base But they have at last begun serious trials to look for other
sources of supply than Japan, partly because they have become more confident about their

technology and mainly because they have been forced to keep or reduce their product pnces by

motor vehicle manufacturers. As technology transfer progresses and the attitudes of motor vehlcle.

manufacturers towards the procurement of parts and components changes there should be some

change in the make-up of major countries of origin of imports.
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Table 2-3-10 Country of Origin of Major Imports in 1993

(Unit : RM '000)

Total Import Country of Origin Note
Amount - First . " Second Third
Amount 1% CountnjAmount 1%  Country Amotlnt]% K ountry Anmii“o
(Other Parts 237906 100{fapan 1163,180|68.6)Germany {23,328 9.8 Brazil 4290 1.8

[Engines (Exceeding 1,000cs, 134,017|100{Japan | 108,933)81.3[Thailand 118,629 13.9|Germany |3,303] 2.5

Others for M.V}
Elcctrical Parts for Engines 126,373[100apan { 87,291|69.1[Germany | 82991 6.6[USA . 8,089| 64
LFngine Parts | 104,162|100apan | 47918 46.01Germany |15,813[15.2|USA 11,526 11.1

Lighling,Sound,Visuél Signalting | 70,463|100fapan 1 15,184|21.5 Gcnnany. 13,648]194{Taiwan | 9,759 13.8

Equipment, etc.

. ) Germany
[Tyres 38,092|1000apan | 14,937|39.2[Thailand | 4,327| 11.4{lndia 3,612 %.5bh o9p
) . KGermany
Radios, Stereos, Caséttle Decks 21,646{100Papan | 10,207{47.11ROK 4,337]20.0Bingapore | 2,052] 9.5l 136
KChassis and Body 30,660)100apan | 18,287}59.6)Germany §10,126}33.0Mltaly 9951 3.2
Road Wheels and Parts _ 19,1791100Hapan 14,586 76.] [Italy 1,101] 5.70ndoncsia | 611] 32 (;gr;nany

[Halogen, Sealed Beam, Filament | 18.284{100[Japan | 6,769 37.0/Germany | 4288[23.5[China | 2,868{ 157

Lamps

Drive-axles ' 16017} 100lspain | 9.408]38.7[fapan - | 2,050]12.8{Philippines} 1,905] 119 S,}Jf‘“a“-"

Total 816,79

Note: Total Japan RM500,673,000
Total Germany RM83,539,000
Source: Trade Statistics, Department of Statistics,1988-1993

(4) Comparison of Parts and Components Import by Type ( Malaysia/ Japan )

. The comparison of parts and components import structure by type in 1993 between Malaysia and

Japanis _show'n in Table 2-3-11..

Total 1mport amount of Malaysm was about RM756 mﬂllon and equivalent to 18% of total Japanese
import of 210.8 billion yen (nearly RMS, 270 million at 40 per Ringgit ). Total production of
motor vehicles and total registration in Malaysia in 1993 were 0,158 million units and 3 million |

units, whereas those in Japan in 1992 were 12.5 million units and 60 million units, respectively.
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Malaysian figures are 1.26% and 5% of Japanese amounts, respectively. The difference between
the ratio in parts import and the ratio in motor vehicle production/registration is one of the indices
showing the degree of progress of localisation in domestic production of parts and components
in Malaysia. The difference in import would be much larger if CKD parts import were included
in the figures in the Table.

As to import structure, the items which are more like luxury goods, namely tyres and such
components and attachments as bumpers, road wheels, steering wheels, etc,. held a relatively high

share in Japanese import. On the other hand, key parts and components such as engines, engine

parts, electrical parts for internal combustion engines, signalling related parts and components, -

electrical bulbs, etc., held a higher share in Malaysia. This may be a phenomenon appearing in the

transitional period proceeding to localisation.

Table 2-3-11.Comparison of Parts Import by Type (Japan - Malaysia, 1993)

Source: Trade Statistics, Ministry of Finance, Japan, 1994
 Trade Statistics, Department of Statistics, Malaysia, 1994
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Japan Malaysia
Million Yen %' MR '000 %
Rubber Tyres 58236 276 38,092 4.0
Brake Linings/Pads 1,063} - 05 2,79 . 03
Leaf and Herical Springs of . 840 - 04 9,571 1.9
Iron/Steel : :
Piston Engines and Parts : 35,986 17.1) - 238,180 249
Air Conditioners and Parts - 2,783 L3 72650 - - 08
Electrical Parts for Engines 5,416 26 126,373 13.2
Lighting, Sound, Visual 6,547 31 70,463 7.4
Signalling Equipment, etc. . o : :
Radios, Stereos, Casette Decks 9,806 4.7 21,646 23
Electrical Bulbs 387 0.2 18,284 © 19
Chassis and Body o 6L 03 30,660 - 32
Other Automotive Parts and 89,155 42.2 392,280~ - - 41';1
Accessories ' I 18
Total 210,834 100.0{- - 955.610] . 100.0



3.2.2. - Quantity and Value of Exports by Type of Parts
(1) Trends in Export Quantities and Values

The trends in exports of parts from 1988 to 1993 are shown in Tables 4-3-12 and 13. The final
figures for the quantity of exports for 1993, as with imports, are still not known, so the figures
here are for reference only A look at the growth in the period shown in the table by companson
of the figures for the start and end of the period shows that the value of overall exports grew

7-fold. There was rapid growth shown in many individual parts as well.

Particularly noteworthy growth in quantity was shown by the following parts {comparison of
1988 and 1992):

‘Brakes, servo-brakes, and parts 857 times
Radiators . 66 times
Bodies 44 times
Halogen, sealed beam, filament lamps 20 times
Clutches and parts : _ _ 11 times

Particularly noteworthy growth in value was shown by:

Brakes, servo-brakes, and parts 3,027 times
Brake lining and pads ' 20 times
- Bodies - ’ : 16 times.
Air-conditioners and parts - 15 times
Steering whecls, steenng columns and Steermg Boxes 14 times
Radiators o 13 times
Other body parts and accessories : 13 times
- Bumpers - ' 10 times

Brakes, servo-brakes, and parts exhibited an exceptional 867-fold growth in quantity and
© 3027-fold growth in value. Thi_s is because the export of the item was quite small in 1988 (only
2,000 ringgit to Singapore) and _e_poch-méking growth was recorded in 1989,

(2) Export Destinations

Looking at epr'rt destinations for the three main p'r;iduct groupings of radio receivers and radio
receivers with sound recorders; ty'ré_:’s; and others, the situation differs distinctively for each (Table
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2-3-14). The U.S. and Europe are the main destinations for radio receivers and radio receivers

with sound recorders, the Netherlands and UK. for tyres, and ASEAN countries and Japan for

others,

Leaving aside radio receivers and radio receivers with sound recorders and tyres, automotive
parts expotts to the four ASEAN countries other than Brunei account for 46.5 percent of the total
value. This may be considered to show the start of an increase of regional trade. However, the
export value of "Others” is only about one-quarter of the import value of the same product -

grouping in 1993,
(3) Main Products

A look at the value of products shows that the structure of exports is extremely lopsided. First
of all, radio receivers and radio receivers with sound recorders account for an exiremely large
73 percent of the total value. In second place, tyres account for 10 percent. Among other

products, no items exceed 3 percent of the total value.
1) Radio receivers, radio receivers with sound recorders

Radio receivers, and radio receivers with sound recorders are electrical and electronic products
at the same time as being automotive parts. The high figures for thesé items shows the high
competitiveness of Malaysia in this field. However, when considering Malaysia's trade in
automotive parts, it is necessary to separate these items from 0ther' products. The main export

_ destinations are the U.S., Germany and Singapore.
2)  Tyres

Truck tyres used o be a major ite.rn" of tyre exports, but eiports of passenger car tyres gr'e'w_
rapidly in 1991 and 1992 and the situation is now reversed. A look ét the t.r_ends in exports of
new passenger car tyres shows that there was major.gromh in exports. to the Netherlandé, thé |
Middle East, Australia, and Japan in 1991, These growth markets continued to g_row m 1992 |

and there was a remarkable increase in exports to the U.S, as well.
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3) Lighting and Signaling Equipment

A great portion of this item is shared by parts. There was a major decline in exports from 1992
to 1993 and the situation changed then, but in 1992 parts accounted for 85 percent of the value

of exports. A look at the period from 1988 to 1992 shows that exports of these items soared
| 37-fold. The year 1990 was a particular watershed. In that year, exports to Germany, which had

traditionally been Malaysia's biggest customer, jumped about 6.6-fold all at once. They rose

- 2.5-fold in the following year as well. Note that the decline in 1993 was due to plummeting

exports to Germany.

4) Airconditioners and Parts
Wi'th airconditioners as well, Malaysia mostly exports parts rather than finished products. Parts
écéountcd for 96 percent' of the total export value of this item in 1993. Most of the exports go
to Singapore, followed by Japan ahd AUSfralia. No particularly remarkable trends are seen in

~ the growth of exports or export destinations.
5y Brakes, Servo-Brakes, and Parts

Brakes, servo-brakes and parts do not constitute major export items in terms of scale, but deserve

" special ment_ion as typical éxamples of items in which there has been rapid growth.

. Exports to Japan, Australia, Singapore, and other areas,. soared .in 1989, up 830-fold (value basis)
- compared with the previous year. While exporﬁs declined in 1991 and 1992, they again rose
" 3.3-fold in 1993. The biggest expoﬁ destination in 1993 was Australia, at 27 percent (value
basis), followed by Japan and'Singapofe. Note should be taken here that exports to ASEAN and

Taiwan together account for 43 percent of export value.
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Table 2-3-12 Exports of Automotive Parts (Quantity Basis)

Item Unit 1988 1989 1990 1991 1992 1993
Tyres Unit | 1,188,146 }1,036,510 | 830,129 2,040,760 3,329,947 K212,634
Brake Linings & Pads Unit N.A. N.A. - N.A. N.A. NA NA
Leaf Springs and Helical Springs Ton 456 732 700 767 1,253 7,277
Frngines Of a Cylinder Capacity Unit 1,977 2,205 1,066 439 955 14,782
Exceeding 1,000 ce and Others For ' :
Motor Vehicles
FEngine Parts Unit N.A. N.A. N.A. N.A. N.A, N.A.
Air Conditioners & Parts Unit 165 160 80 194 104 823
Radio Receivers, Radio Receivers with fUnit | 1,971,343 12.533,943 [3,416,502 K,264,001 5,393,390 [7,251,783
Sound Recorders .
Halogen, Sealed Beam, Filament Lamps | Unit 69,984 918,355 (1,511,901 | 556,097 |1,372,830 [7,764,032
Electric Parts for Iingines (Plugs, Unit 2;678,102. 4,000,775 2,490,269 2,287,109 15,998,957 [142814,554
Dynamos, etc.) C .
Lighting or Signatling Equipment Unit 363,052 470,675 1,354,440 1,058,294 1,043,877 B278216
Bodics Unit 12 18 276 389 525 79
Bumpers Unit 2,99} 6,978 16,113 14,5651 . 18,520 42,855
Safety Seat Belts Unit 4,074 5,628 22,348 2,152 21,082 20,077
Other Body Parts and Accessories Unit 35,438 9,134 78,482 149,226 96,694 286,867
Mounied Brake Linings Unit 1,605 151,950 71,540 89,377 19,799 24,553|
Brakes, Servo-Brakes, and Parts Unit 160 .]86,_334 - 439260 342,814} 137,126] 513,963
Gear Boxes Unit 599 1869]  7.442]  11808) 758 859247
Drive-Axles With Differential Unit 300 476 1,639 795 697 9175
Non-Driving Axles Unit 423 102 192] 61 9] - 27
‘Wheels & Parts Unit 101,822 89,211 37,7831 21,716 5749 104,185
Suspension Shock-Absorbers Unit 16,497 ' 7,381 3,781 19,792 - 57,005 102,291
Radiators ) Uni.t 1,223 6,698 13,240 83,876 80,841] 3,408,064 .
Silencers & Exhaust Pipes Unit 28,088 42,750 39,227 32,462 34,071 65,677
Clutches & parts Unit 7898 15044] 29560 27493 ®6996| 62,765
Steering Wheels, Steering Columns & | Unit 6,835 609 S418| 398491 . 8223 . 45825
Steering Boxes ' :
Scats Unit 7,322 13,282 28,807 25,256 9781|  24,343
Other Parts Unit N.A. N.A. N.A. N.A. N.AJ

Source: Malaysia External Trade Statistics, Department of Statistics, 1988-1993

270

NA. 5



Table 2-3-13 Exports of Automotive Parts by Type (Value Basis)

(Unit: RM)
Ttem 1988 1989 1990 1991 1992 1993
Tyres 20,590,580] 22,899,065 22,874,665] 56,093,302] 103,27 1,5961 123,483,301
Brake Linings & Pads 2,087,194f 1,795798] 2,023,395] 5,425,075 12,240,884 13,064,351
[caf Springs and Helical Springs 1,303,721] 2,469,522 2,417,207 2,528,809 5,045,1831 10,007,387
Engines of a Cylinder Capacity 1,001,264] 1,021,813 756,616 772,097 1,015,302f 4,183,346
Exceeding 1,000 cc and Others for
Motor Vehicles
Engine Parts 2113,705} 3,339,207] 5419.485] 8,645216{ 9,102,1 34| 8,005,823
Air Conditioners & Parts 2.039,480] 9,057,632] 7,123,735]12,975,783] 23,450455 31,233,665
Radio Receivers, Radio Receivers 215,256,923[316,805,3201395,447,3221625,311,085 770,867,830] 923,966,817
with Sound Recorders ' -
Halogen, Sealed Beam, Filament 136,896 767,993 395,164 397,052 932,556 1,114,135
Lamps '
Electric Parts for Engines {Plugs, 7.244,823| 8,935,895 6,774,648} 5,222,406 8,765,4371 16,257,404
{Dynamos, €ig.) ' : :
Lighting or Signalling Equipment . 9,973,284 14,994,067] 49,944,480] 97,176,646] 76,569,1 071 31,766,487
Bodies 179,554 112,4391 1,232,754 3,429,845' 3,056,443 2,955,319
{Bumpers 145,561 378,830 542,098 450,911 1,117,605 1,510,678
Safety Seat Belis : 84,379 215447 505,108 71,215 645,139 414,185
Other Body Parts and Accessorics ' 773,259 191,462 307,390 651,987 3,608,092 10,093,699
IVounted Brake Linings 50,172} - 1,341,205 787,850 752,674 407,828 1,063,406
Brakes, Servo-Brakes, and Parts 2,'000 1,664,269| 3,880,502 3,672,135 1,806,478] 6,055,925
Gear Boxes - 100,318 228,540 193,486 344,491 210,900 314,266
IDrive-Axles with Differential 36,373 97776].  85,785] 103,899 58,764 95,968
Non~DrivE§ Axles - 28,527 6,791 20,242 19,454 42,782 30,419
Wheels & Parts ) 1,440,378 1.099,066 322,845 é41, 156 271,375 2,998,970
Suspension Shock-Absorbers 610,438 348,484 197,178 377,312 2,510,324 5,796,394
Radiators ' 289,040 4903591 1,009,069] 1,061,585 1,511,519] 3,824,800
Silencers & Exhaust Pipes 671,766] - 1,067,3261 1,060,042 R18,692 969,521 1,751,573
AClutches & Parts 287,957 307,672 860,959 . 831,514 853,029 1,670,930
Stéen'ng Wheels, Steering Columns & 539,283 32,744 68,323 440,071 1,316,554 7,629,929
Steering Boxes S _ ) ‘
Seals 197,333] 352,052 649,089 636870 ~ 396,499] 1,500,655
Other Parts 12,402,788] 19,334,572 34,888,799} 30,062,301} 40,502.44} 63,064,51.8
Total 279,586, 996 409,355, 316539 788,236 (858,613,583 11 070,545,777|1,273,854,350
Growlh Rate (%) 46 32 59 25 15

Source: Malaysia Extgrngl Trade Stapsncs Departrnent of Statistics, 1988-1993
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Table 2-3-14  Export Destinations for the Three Major Produet Groupings of Malaysian
Automotive Parts (FOB Basis)

(Unit; RM '000)

® All ltems @ Radios, Radios with Sound Recorders
Order Importer Amount % Tmporter Amount %
] U.8.A. 343,560 270 {USA. 328,588 | 356
2 (Germany 244 422 19.2 |Germany - 234,589 254 Q
3 Singapore 157,963 12.4 |Singapore 74,807 8.1
4 Hapan 91,898 7.2 [apan 56,512 6.1
5 UK. 69,012 5.4 |France 38229 4.1
6 Australia 47,430 3.7 UK. 28,116 “3.0
-7 [Netherlands 47278 3.7 [Belgium 26,607 2.9
8 France 39,486 3.1 (Australia 22,031 24
9 Taiwan 33,579 2.6 |Taiwan. ) 20,797 23
10 iBelgium . 26,905 2.1 {Netherlands 1949 | 2.1
Other 172,321 13.5 {Others 74,194 8.0
Total 1,273,854 100.0_[Total 923,967 | 100.0
(D Tyres O-(B+HD)
Order Importer Amount % Importer Amount %
B Netherlands 27,376 22.2 {Singapore 69,352 | . 30.6
2 UK. 22712 18.4 {Japan 34 016 15.0 i
3 Kingapore 13,804 11.2 {Thailand 20,467 9.0
4 Australia 10,441 85 UK. 18,184 | . 80
5 Philippines 8,113 6.6 JAustralia 14,958 6.0
5] Taiwan 6,973 57 USA 14,505 6.4
7 Papua New Guinea 4213 3.4 |Germany 9,679 43
8 K uwait 2,730 22 [Philippines . 8,744 3.8
9 Pakistan - 2,451 2.0 [Indonesia 6,816 3.0
10 (UAE 1,996 1.6 HongKong 5,843 2.6
Others 22,675 18.4 lOthers 23,841 10.5°
[l'otal Amount 123,483 1000 [Total Amount 226,404 | _100.0

Source: Malaysia Iixternal Trade Statistics, Department Of Statistics, 1988-1993
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4. RELATIONSHIP BETWEEN AUTOMOTIVE ASSEMBLERS AND PARTS
MANUFACTURERS

4.1. ASSEMBLERS' POLICY FOR VENDOR DEVELOPMENT

The production of automotive parts is divided into two categories by the type of manufacturer;
those parts made by subcontracted vendors and those made in-house. Vendors are further classified
between specialised parts manufacturers and assembler affiliated parts manufacturers. In Malaysia,
there are few affiliated parts manufacturers. Because the production volume of any individual
assembler is too small and none of the assemblers conducts its own development, there is no need
for assemblers and parts manufacturers, which in most cases are affiliated parts manufacturers in

Japan, jointly to develop new parts and components.

On the other hand, in _Mai_aysia, policies for local parts production differs widely between PROTON
and non-PROTON assemblers.

4.1.1. PROTON
(1) PROTON Vendor Development System

PROTON was established in 1983 as a national car project set up by the Government in response
to the Maleysian Industrial Policy. As a national car assembler, PROTON is expected to increase

its localisation of parts and components through the development of automotive parts and

‘components manufacturers, and the expansion of supporting industries. In line with this policy,

further sourcing of parts and components from Jocal vendors and m-house production of critical

components such as engine and transmissmn parts is to be implemented.

PROTON's vendors comprise roughly two groups. One group is foreign aﬂ’lliated c'ompanies and
those who have technical agreementé with foreign companies. The other group is Malaysian local
companies. The former is supported by foreign companies both in technology and management,
and does ot necessanly need support from PROTON In contrast the latter, most of which are

small in size, lack competent people and technology, and thus do not have product development
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capability.

To achieve its purposes, PROTON has established the so-called PROTON Vendor Development
System {(PVDS) in order to develop vendors efficiently through human and technical support. As
the outline of the PVDS summarised below shows, this programme is designed to develop

excellent parts vendors rather than to develop affiliated parts manufacturers. ' Q

Table 2-4-1 Qutline of PVDS

i. - Identification of Parts
- Annual master plan =
- . Long range product plan
- Engineering cost estimates
- Cost estimate review based on cost table
ii.  Identification of Vendors
- 4M's assessment (Man, Machine, Material, Method) :
- Vendor evaluation (Strength, Weakness, Opportunity, Threat)
Matchmaking programme
- Plan, do, check, action concept (PDCA)
iii. Selection of Vendors (Secured market)
- PROTON policy (Single sourcing, Bumiputera vendor preferred, etc) '
- Appointment of vendors
iv. Ongoing Assistance
- QC audit
- Close monitoring
- Advance information to vendors on LRPP
- Offshore market penetration
- Special programme (PPP, Matchmaking programme, ‘Governmental -
_grant, etc.)
v. Long Term Objective
- QCD
- Management
- Technical

Source: PROTON Yendor Development System PROTON March 1994 -

(2) Vendor Development Programme 7 - I ' . | | ‘

The VDP scheme in cooperation with MITT is one of the most nnportant vendor supports. under

the PVDS. Focussmg on Bumlputera companies, the aim of VDP isto nurture SMIs wh;ch have
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potential but lack technical, financial and managerial support to become reliable manufacturers and
suppliers of automotive parts and components. The VDP is comprised of three forms of assistance

as summarised below.

Table 2-4-2 Form of Assistance through the VDP

Q i. Financial Assistance
' - Soft loans
- Commercial foans
- Credit
- Insurance guarantee
- Advances against payments
ii. Technical Assistance
- Automation and modernisation of machinery
- Upgrading of tooling and equipment
- Facilitating technical agreement for technology transfer
- Other relevant assistance for SMI's development such as technical
training and quality xmprovement through ITAF
iii. Other Related Assistance
- Technical management
- Financial management
- Information technology system

Source. Vendor Development Programme, MITI

(3) PROTON Vendor Association o

In 1992, the PROTON Vendors Association (PPP) was launched to organise the vendors of
PROTON so that closer relationships among member companies, as well as between members and

PROTON, can be maintained. As of July 1994, the number of members is 128.

The PPP is managed by a management commxttee whtch is composed of three sub-committees;
technical sub- commlttee business sub-committee, and study. sub-committee. Each member

belongs to one of these sub- commzttees and partlcipates in various activities offered by the

~ committee. Some examp!es of the activities are the holding of productmty 1mprovement seminars,

wsxts to excelient pans and cornponents factones educatlon on 4S and support for QCD activities.

The establishment of PPP is 'm'eaningful to give \'rendors'_\‘fari'ous sorts of support relating to
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automotive parts and components production. However, compared with the similar association
in Japan, the PPP is much more relaxed where the relationship among vendors, or between

PROTON and vendors, is not so strong.

(4) NPC-PROTON Joint Programme

NPC (National Productivity Corporation), in cooperation with PROTON, provides PROTON

vendors with QCC seminars, quality improvement consultancy, and productivity improvement

consultancy aiming at the development of the automotive parts industry. The joint programme

in 1994 is shown in Table 2-3-3.

Table 2-4-3 NPC-PROTON Joint Programme

i.  Training
- Module 1: 58 Practices
- Module 2; ISO 9000
- Module 3: QCC for Group Leader
- Module 4: QCC Tools & Techniques Workshop
- Module 5: QCC for Facilitators
Module 6: Workshop on Managing QCC's
ii. QCC Convention & Camp Quality -

ii. Productivity Measurement for Automotive Component Industry
iv. Consultancy

v. National Seminar for Automotive Component Industry
Source; SMis, FMM Business Guide, FMM, July 1993

4.1.2. Non-PROTON Assemblers

In 1993, eight non-PROTON assemblers in Malaysia jointly produced 27,338 nasse_nger cars and

34' 929 commercial vehicles. The production of non-PROTON passenger cars has declined
dramatically after the mtloductlon of PROTON into the market in 1985. For non-PROTON
assemblers, the relatwely srnall scale of production volume where output of even the most produced
car model reaches no more than 1,000 units per month, considerably affects the p_ro_ductl_on costs
and the product quality of each oompany. Due to these small prod.uc'tion uolumén; non—PROTON

assemblers have common problems in the procurement of local parts and compon_e:_nts. These
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problems are summarised as follows:
i.  cannot seek the economy of scale production
ii.  have little bargaining power against parts and components vendors
il costs of most localised parts are highef than equivalent imported ones

iv.  cannot afford to make costly investments such as moulds and dies

v.  difficult to find vendors which can meet assemblers' own specifications
vi.  difficult to adopt the Just-in-Time delivery system
vii.  quality of parts is neither good nor even

vili.  cannot increase car models so that MDP and LMCP can be met

For these reasons, non-PROTON assemblers are not willing to increase the localisation of parts
and components beyond the 30 items which are designated by the MDP programme. One of the
interviewed companies pointed out that the average cost of local parts was approximately 30%

higher than that of imported parts even after very high import duties (42%) were paid.

The major reasons for the high production costs are thought to be as follows:
i. . most raw materials are imported
ii. cannot utilise low-cost mass-production technology because of small production
volumes | _ _ .'
iil.  poor quality control system créates defective parts

iv. - .deprcciation of production facilities have not been completed

The numbers of vendors d'eél'mg with hon—PROT_ON assemblers are much lower than those of

PROTON as shown below. In addit.io'n, most of these thd(')rs are also PROTON vendors.

2:77



Table 2-4-4 Number of Vendors of Major Non-PROTON Assemblers

Assembler Numbér of Vendor
PROTON 128
Oriental Assemblers : 31
Assembly Services 86
Tan Chong Motor Assemblies 63
Swedish Motor Assemblies _ 30
AMI (Auto Vabaria) E 51
Automotive Manufacturers 52

Source: Interview Survey, JICA Study Team, March, July, 1994

Some assemblers have begun to organise vendors' associationé, but the degree of affiliation between
gun to org _ ar (

assemblers and vendors is very low principally due to the small size of demand for the automotive

parts.

Under this situation, non-PROTON assemblers are working to meet the LMCP requirement although
some of them have féiled to satisfy it. Because they procure a relatively small volume of parts
compared with PROTON, it would be very costly to produce critical parts locally. In addition,
non-PROTON assemblers lack design and engiﬁeering capabilities since they are mainly engaged
in the assembly of vehicles from impdrted CKD parts an.d components. Most of the assemblers
_ are ot even eqﬁipped with testing inspections. Thus most functional tests on procured parts and
components are conducted by their overseas principal combani_es except for some simﬁie ones.
For these reasons, most locally manufactured parts and conlponenfs are trimming pérts which are

not regarded as being critical.

According to the interview survey conducted by the JICA Study Team, criteria for non-PROTON -

assemblers to select parts and components to be replaced by local ones are summarised as follows:
i. already produced in Malaysia, perhaps by PROTON vendors _
fi. requires small amount of investment (jigs, tooling, mould dies, press dies, etc.)

iii.. can obtain high LMCP points
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iv. lower cost compared with equivatent imported CKD parts and components

Overseas principal companies are requested to transfer technology quickly, hire more local personnel,

and increase localisation, Concerning technology transfer among them, foreign companies are often

" complained about by Malaysian companies for being unwilling to provide core technology.

However, foreign companies recognise that the technology ‘transfer cannot be made alone but
should be made together with the transfer of management and control, which takes time. In this
respect, the present situation of Malaysia, involving such factors as the chronic shortage of labour
force, especially middle-level engineers, high level of job hopping,. and soaring wages, discourages

foreign companies from transferring technology quickly or from increasing the level of technology.

On the other hand, foreign affiliated companies are focussing their attention on the adaptation of
their human development and having their management style fit in with the Malaysian way.
Therefore, they have not yet focussed on the development of local vendors. One way in which
they might support local vendors may be by providing technical instruction through the

engineering specifications issued when the purchase agreements for the parts are made.

4.1.3. Multi-sourcing

Objects-of the establishment of PROTON include (i) the development of the Malaysian automotive
industry and related industry thfo_ugh the acquisition of technology, skills and know-how relating
to automobiles, (i) the offer of automobiles, which are developed locally to meet the needs of the
Malaysian mafket, at an aﬂ"ordabig: pﬁce, and (iii) the participation of Bumiputera companies in
the automotivé indu'strj In line with these objects, PROTON uséd to adopt a so-called single
sourcing policy in which one vendpf was designated for each part, and was nurtured through the
procurement of parts, However, most local vendors have a relatively short history as OEM parts
vendors, and this éaﬁsgd van'_ou_s problems in Qﬁality and delivery. Therefore, in order to avoid
risks of insecure delivery, _PROTON has éhanged its pfocurement policy so that multi-sourcing,

where multiple_vendors supply the same 'par’t's',_ is now employed for critical parts instead of single

- sourcing,

2-79



Although multi-sourcing may avert the delivery risks encountered with single sourcing, it is likely
to bring about the deterioration of quality and the increase of costs because of the small production

volumes of parts, consequently affecting the quality and the price of finished automobites.

Non-PROTON assemblers mainly adopt the single sourcing policy despite the delivery risk since
multi-sourcing costs too much except for some standard parts and components. Especially, those Q
parts which need costly moulds and dies are basically procured from a single vendor. Another reason
is that the number of vendors is too small for assemblers to compare one with another as to costs,
quality, and delivery, and therefore assemblers cannot help but purchase parts from a single vendor-

for each part. Actually, assemblers procure parts from vendors which supply other assemblers with

similar parts.

4.2, ASSEMBLERS' EVALUATION OF THEIR VENDORS

Table 2-4-5 shows the evaluation by non-PROTON assemblers of their vendors,

Table 2-4-5 Assemblers' Evaluation for Vendors

Quality | Production | Techno | Deliveiy | Manage- | Cost  Entre-
Capacity -logy ment | preneurship

Engine 169 | 185 130 146 138 | 153 | 138
Suspension, & 186 186 171 157 157 | 85 | 129
Steering parts ' _
Electricparts |- 177 | 183 162 158 158 | 123 130
Bodyparts | 144 | 192 128 | 140 | 104 | 140 140
Other | 1es |19 16 | 1ss | s | 145 | 127
Average 162 188. 141 | 144 127 | 134 134 t

Source: Questionnaire Survey, JICA Study Team, July 1994 .

As shown in Table 2-4-5, "prodﬁction capacity" was evaluated the highest, with weighted points -

of 188. Since it got high points in all categories of parts vendors, assemblers were thought to be
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satisfied with their vendors in terms of production capacity. The "quality" factor followed that of
"sroduction capacity.” By category, the quality of vendors which manufacture suspensions and

steering parts was evaluated the highest.

On the other hand, "management control” was evaluated lowest, followed by "entrepreneurship"
and "cost." Most vendors are behind in the improvement of managemént activities, and few
companies except for foreign affiliated companies and a handful large-scale companies have
introduced modern management systems. Talking about "cost," the competitiveness of
suspensions and steering parts was evaluated the lowest, followed by "electric parts." Those parts
which require a high level of technology with high added value are thought to lack cost
competitiveness. Also, parts which are mass produced with a large amount of investment do not

have a competitive edge.

2-81



S.  BUSINESS OPERATIONS OF MALAYSIAN AUTOMOTIVE PARTS
MANUFACTURERS AND THEIR PROBLEM AREAS

The steady recovering trend of the automotive industry since 1988 has led to the growth of the
automotive parts and components industry. However, the automotive parts and components
industry has various problems because its history is not so long. In this section, these problems

are examined.

5.1. MANAGEMENT
5.1.1. Overall Management
(1) Diversification

There are many companies which are diversified although their main businesses are the production
of automotive parts. The manufacture of motorcycle parts and bomponents is a major diversified
field. Among 51 vendors which deal with motorcycle manufacturers, twenty five, approximately

50% of the total, also supply to automobile assemblers.

Some examples of other diversifications by automotive parts and components manufacturers are

as follows:

- Press parts manufacturers also supply their products to the telephone industry and the

furniture industry.

- Bolt manufacturers sell to the electric machinery industry and other various manufacturing
industries ' | _

- Rubber parts and glass products manufacturers supply their products to the construction

industry

Some automotive parts and components manufacturers subcontract to other automotive parts and

components manufacturers, for example, for the process of painting and making dies for die-casting,
- Automotive parts and components manufacturers are making efforts to diversify their businesses
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under the small market for automotive parts and components due to the small production volume
of automobiles in Malaysia. However, except for the business with the motorcycle industry, their

businesses with other industries have not yet grown to be another pillar to support them.
(2) Management Plan

A few companies are managed with a medium term perspective which extends to 2 to 3 years in
the future, for example, with the management plan to shift production to less labour-intensive
products.. Many companies have a relatively short sighted management. They tend to consider
that their major problem is a limited scale of market, not technology because they can buy
technology any time. .Taking into consideration the current situation of labour supply in Malaysia,
it can be said that they have been faced with the necessity of establishing a medium and long term

point of view in their management.

The results of the questionnaire survey conducted by the JICA Study Team relating to consulting

services and seminars, which are effective in changing management style, are summarised below.

Table 2-5-1 Evaluation of Consulting Service and the Like

Unit; Number of Companies

Number of Companies
Activities '
Very Useful ‘Useful Not Usetul
Consulﬁng Serviées on .M'anagement
By Public Agencies ' 2 35 35
| By Principal (PROTON) - | 2 16 15
Other Services by Public Organisations |
Tnformation Services o 4 8 | 0»
Seminars and Symposiums -6 41 23

- Source: Questionnaire Survey, JICA Study Team, July to August, 1994

- From the above result, it is considered that information services, and seminars and symposiums

- are more useful than management consulting services to managers working for automotive parts
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and components manufacturers.

5.1.2. Labour Management

The present situation of labour management is evaluated from the viewpoints of employment,

leaving, absence, and wage.

Until the end of 1993, the ratio of leaving was so high that 10 to 20% of employees left companies
yearly. As an extreme case, 10% of employees left in one month at some automotive parts and

components manufacturers, and they had to recruit new employees every three months.

Although the rate of leaving has become lower in July, 1994, the supply and demand relationship_
in the labour market is still tight because the fundamental conditions have not changed. For that
reason, many companies have to employ Bangladeshis up to approximately 10% of total
employees. Some companies operate commuter buses as a service to employees living about 50

kilometers away.

Those who have shorter working experiences tend to leave easily, and this, on the other hand, makes
it easier to recruit unskilled workers. At the same time, the high ratio of leaving hampers the
accumnulation of technology. In addition, the absence ratio is about 10% at some companies, To

cope with such high absentesism, they have to employ approximately 10% more employees than

actually necessary.

One of the surveyed companies had such difficuity in ﬁnding.younger employees that they raised
the age limitation of applicants to 30. According to the Qu'estionnaire sur\(ey; 66 companies, of

63% of the total, 104 companies, pointed out the difficulty in hiring new employees.

Wage reages are generally adopted in order to deal with this situatio‘ri. Auto'motive parts and
components manufacturers raised wages by approximately 12% on average at the time of the tlght
labour 31tuat10n at the end of 1993. Some companies pomted out that small scale i increases in-

allowances were not effective at all. According to the survey, the average monthly payment for
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a general worker falls between RM3350 to 450.
The results of the questionnaire survéy have confirmed the above as follows:

Table 2-5-2 Evaluation of Workers' Wage Level

g Evaluation Number of Companies
No Problem 39
A Little High _ _ 29
Too Rapid Increase 31
Total ' 99

Source: Questionnaire Survey, JICA Study Team, July to August, 1994

In addition to wage raises, employee welfare activities are also carried out. For example, some
companies hold company picnics to which all the employees are invited, and some set up libraries

and gymnasiums, which also are useful in the education and training of employees.

On the other hand, efforts to introduces laboursaving production methods only are not active

except for one company. This is a task to be tackled in the future.

On the other hand, some of the surveyed comp'anies pointed out that the number of engineers and
core managers is not sufficient although they are quite capable. The result of the questionnaire

survey concerning their managers is as follows:

285



Table 2-5-3 Evaluation of Managers

Problem Number of Companies
No Problem 64
Lack of Skiil 19 _
Not Enough Number - 15 _ i
Lack of Skill & Not Enough Number 4
Total ' ' 102

Source: Questionnaire Survey, JICA Study Team, July to August, 1994

5.1.3. Human Resource Development
The result of the questionnaire survey on how management sees its employees is shown below.

Table 2-5-4 Evaluatiori on Workers' Technical Level

Level of Skill Number of Companies ' d:i
Low 30 -
Medium - | 67
High 4
Total o 101

Source: Questionnaire Survey, JICA Study Team, July to August, 1994

As shown above, 30% of the surveyed companies regarded the technical level of their emp]oyees'

as being low.

The training of employees was also evaluated throu gh the questionnaire survey as summarised below.
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Table 2-3-5 Evaluation of Outside Training Facilities

Unit: Number of Compaunies

Public Training Facility Principal (PROTON)
Workers' Training j Managers Training
Very Effective 4 7 4
Effective 42 23 16
Not So Effective 29 7 14
Total 75 37 34

Source: Questionpaire Survey, JICA Study Team, July to August, 1994

As shown above, 23 companies or 62% of the surveyed companies recognised that the tratning
by customer companies is effective. It is noteworthy that 29 companies or 39% of the surveyed
companies said that the training by public institutes was not so effective while 42 companies or

56% of them said it was effective.

The fact that a company stressed the importance of establishing an in-house training system in the

survey reflects the sifuation mentioned above.

The most popular training measure adopted by the interviewed companies is to dispatch employees
to Japanese companies v_vith which they have set up a joint venture of receive technical assistance.
Dispatch of trainees is generally made every year, and the numbér of employees sent is 2 to 6. The
duration of dispatch is between 1 month and 3 months, The AOTS scheme is often utilised for
the dispatch of trainees. At some companies, approximately 30% of all employees have received

overseas training, and they take important positions at each company. -

It is obvious that the close contact with overseas partner conipanies is effective as an employee
training measure. -One good example of this kind of contact is to receive an expert from overseas
partner companies. However, some companies pointed out-that it was difficult for overseas

companies {0 acquire'proper work permits when they send experts to partner companies in Malaysia.
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Some companies devise effective measures for training. One press parts manufacturer displays
their products coloured in red with a car to show where they were u_sed. Another parts
manufacturer uses plenty of photbs and dréwings for in-house training. They use this method to
make their training concrete and certain because they have learned from their experience that
teaching in an abstract way is not effective. These kinds of devices can be seen only at a few

companies. However, these kinds of efforts should be encouraged to realise effective in-house

training.

5.2. PRODUCTION PROCESS

There are no serious problems for the production processes of automotive parts and components
for the OEM market which are produced under the technical assistance from overseas companies
because manufacturers have installed modern facilities and their production processes are well
managed. That is because overseas companies generally bring in their original production
processes and facilities which are well established in their home éountries. One of the reasons they

usually bring in their own production processes untouched is they are concerned about the level

of industrial technologies in Malaysia.

Automotive parts and components maﬁufacturers in Malaysia are behind in establishing an-
organisation for the maintenance and improvement of production processes. This is partly because
there are few mechanical problems in their production facilities due to the fact that the history of
factory operation of Malaysian automotive parts and components maﬁufacturers is'generally short
and their facilities are relatively new. Also, th'eif cost-consciousness is low due to the limited
competition in the market. It is necessary for Malaysian automotive parts..and components
manufacturers to raise the level of their own technologles through the lmprovement of function

to maintain and improve their productlon processes.
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5.3. TECHNOLOGY LEVEL
5.3.1. Production Facilities and Machinery

Production facilities and machinery being used by Malaysaan automotive parts and components

i manufacturers are basically similar to those used by overseas manufacturers. This is because
‘ automobiles produced in Malaysia are the models manufactured by overseas manufacturers,
especially in Japan, and many parts and components suppliers in Malaysia have technological
collaboration with foreign partners which are suppliers to those overseas automobile
manufacturers. The following factors, however, make facil.iti'es and machinery in Malaysia

different from those used by overseas suppliers, and generate several issues.

Factors

Compared with Japan:.
1) Low production volume
2) Low labour cost

3) Low technology level (including facility related industry)

4)- Difficulty in financing by suppliers

Phenomena -
1) Use of old machines
2) Use of machiﬁeé for low-volume production
3) Use of general-purpose machines |
4) Sharing of machines _amohg suppliers
. 5) Use of outsourcing parts

6) Unstable quality

(1)  Low Production Volume’

Annual production volume of apprommately 180 thousand units of motor Vehlcles in Malaysia is
less than that of a typical large scale producuon mode} in Japan This has various impacts on

| facilities as follows. -
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~  Most stamping machines used by the companies interviewed are tandem-type. In most cases,
they operate with old C-shaped frame machines. In an extreme case, 800 ton hydraulic press
machines, which are used for trial production in Japan, are still in operation for the production
of shells of fuel tanks. Their productivity level is less than 30% compared with that of Japan.
Malaysian suppliers can not introduce more sophisticated machines such as transfer machines
and progressive machines because of low production volume. This is a bottleneck in upgrading

their technology level,

- A manufacturer of steering wheels has to import core steel parts from Thai suppliers. This is
because it is not economical for them to introduce exclusive-use machines which are necessary
to secure the accuracy required for the processing of core steel, If they introduced this machine,

the operating ratio would be less than 20% due to the low production volume.

- Although several machining parts suppliers have heat treatment facilities, they are usually for
their own use. Therefore, even suppliers with low operating ratios have to install their own

facilities.
(2) Low Labour Cost

A limited number of automotive parts and components manufacturers, among the interviewed
COMpALYEs, have modified their production line responding to the low labour cost ratio in the total
production cost. At most companies, the introduction of laborsaving machinery is not carried out
due to the small production volume, and a production line is labour intensive. In addition, some
companies depend too much on labour intensive visual checks and repair.work at the end of lines.
This is because measures to assure the quality of products at each work step in the production line
are not sufficient. Especially, REM suppliers tend to have this problem compared With OEM
suppliers which receive the inspection of production process by their customers, e, g., automotive -

manufacturers or assemblers,
(3) Low Technology Level

The low technology level of preventive maintenance and trouble-shooting of production fagilities
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and machinery prevents suppliers from raising productivity. It is also difficult for most of them
to introduce up-to-date facilities because there are too few engineers. Taking APM Plastics, a
supplier with a high technology base, for instance, they can repair mechanical systems by themselves,
but they have to depend on Japanese counterparts and outside repair shops to handle 75% and
15%, respectively, of troubles related to the computerised control system. The remainder they can

take care of by themselves.

There are two reasons for the low technology level. One is a human resource problem. Not only
are there too few engineers and they change their jobs frequently, but also there is a general
tendency for graduate-level.engineers to be reluctant to work at GENBA (factory site), making
it more difficult to raise the technology level. Forty companies pointed out in the questionnaire
survey that technical skill development is needed. It can be considered that many of these answers

relate to technical training for engineers.

Table 2-5-6 Evaluation of Production Technology

" Answer Number of Companies
No problem ' 20
Technical skill development is needed. | 40
Further technology transfer from ' 22

overseas is needed

Both technical skill development and 13
technology transfer are needed.

. Total . 95
Source; Quesngnngtre Survey, JICA Study Team, July to August 1994

The other reason is that the encillary industries related to facilities and machinery are not well

_developed Spare parts'fo'r machines are often not available frorh domestic suppliers. This is

because there are not enough supphers of heat treatment hard chromium platmg, and other
processes which are necessary for spare parts productlon in Malaysia. The lack of suppomng

mdustry also resolves itself into the problem of. human resources espemaliy concemmg engineers.
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(4) Difficulty in Financing

There must be substantial replacement demand for machines because, in the questionnaire survey,
more than 20% of companies responded that their facilities are more or less obsolete . Regarding
another question, on the other hand, it turned out that one third of companies responding
experience a difficulty in financing investments. It is considered that a certain number of companies
have difficulty in carrying out fixed investments according to their original plans. The amount of
inveétment required for the introduction of facilities from Japan, including royalties, has been
rapidly increasing soaring value of the Japanese Yen. According to a parts manufacturer, the cost
of introducing Japénesc technology may be three times as much as that from Australia. Another
parts manufacturer pomnted out an inconsistency of the tax system where irﬁport tariff is impo.sed

on R&D facilities and inspection instruments while it is not imposed on production facilities.

Table 2-5-7 Problem Regarding Machinery and Equipment

Answer Number of Companies
No problem 79
A little too obsolete S22
Too obsolete : o 0
Total 3 101

Source: Questionnaire Survey, JICA Study Team, July to August, 1994

Sharing expensive testing facilities and/or machines among parts manufacturers and consigning

maintenance work of moulds and dies to other parts manufacturers are examples of counter

measures which can be taken to deal with financial difficulty. As for government measures such -

as providing material inspection and/or R&D services done by SIRIM, parts manufacturers do hot'
appreciate them as much as was expected. One of the reasons is that SIRIM's services are not well
known to many parts manufacturers although some semces especially in rubber and plastlc fields,

are frequently utilised. It is a good idea to take measures to get parts manufacturers to recognlse

what SIR[M is domg as is planned by the techmcal committee of the Proton Vendor Assoc1atlon
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Table 2-5-8 Evaluation of Technical Support by Public Agencies

Type of Support Anéwer Number of Companies
Material Testing Facilities | Very Effective 4
| Effective ' 43
r ' Not Effective _ 13
9 Total | 60
R&D Supporting Facilitie Very Effective 0
Effective ' 25
Not Effective | 30
- Total 55

Source: Questionnaire Survey, JICA Study Team, July to August, 1994

5,3.2. Technology Level and Technological Gap

The Study Team evaluated the technology level of automotive parts and components

manfuacturers using a factory _cheéklist during the field survey according to the following method.

Evalua ampanies: 32
Evaluation Points: ‘GOOD=3 points, FAIR=2 points, BAD=1 point
Evaluation Items: |

Hardware Technology: technology level(R&D, design, pro.duction) and facilities (age,
_ maintenance, operation, layout) _

- Software Technology: materials (inventory size, yield ratio), production (inventory,
production managemént for a wide variety of products), process
control (control method, work force allocation), work environment
(SSé, safety), quality control (quality assurance system, quality

maintenance activity, defect control system), logistics (inside factory,

LIRS

outside factory), delivery control (timeliness) and human resource

management (turnover, show-up rate, morale)
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Table 2-5-9 Evaluation of Technology Level by Type of Ownership

Hardware Technology Software Technology

Average of Bumiputera 2.04 _ 2.01 -
Companies (5 Companies)
Average of Other Domestic 2.36 2.33
Companies (10 Companies)
Average of Foreign _ . 258 2.55
Companies (17 Companies) '
Maximum-Minimum Score 30~13 . 2.88~1.32

Note:  Joint venture companies are classified as "foreign" regardless of percentage of equity

participation. .
Source: Questionnaire Survey, JICA Study Team, July to August, 1994

There is a significant technological gap between foreign companies and Malaysian companies,
especially Bumiputera companies, in terms of b.oth hardware and software technology. In
hardware technology, the areas where there is a big gap are technologies related to product
development such as prototype production and tool and die rriaking, and maintenance level and
newness of facilities. Among the companies interviewed. there is no company which is able to
design a production processes and to design and make dies. As for stamping dies, some parts
manufacturers make in-house small sized dies for such Process as forrning,"bending, and piercing,

drawing dies with simple shapes like circular cylinders, and drawing dies for parts which do not

require extreme accuracy such as sheet cushions. Even in these cases, they usually consign

machining for profiling to outside die suppliers.

In the field of software technology, some companies lack basic knowledge to manage their factory.

As for safety management, one example is that operators of press machines push the start button |

with one hand, not with both hands, and the other example is that paint thinner fumes in the

painting process are not ventilated well enough. There is'a company where goods in process are

packed in used cement bags and placed on the floor. Technical collaboration with overseas

companies, in general, focusses on specific product -and prddubtion_technology, i.e., hardware

technology. Among companies which have technical collaboration, some companies do not carry

out sufficient factory management, which requires continuous and company-wide improvement
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activities.

Another example of technological gaps is the gap between OEM suppliers and REM suppliers.

This gap is outstanding compared with the gap by ownership (nationality) segmentation.

Table 2-5-10 Evaluation of Technology Level of OEM/REM Suppliers

Hardware Technology Software Technology
OEM suppliers (29 companies) 2.51 2.42
REM suppliers (3 companies) 1.62 1.58

Note:  An REM supplier is defined here as a company whose REM sales exceed 50% of its
total sales.
Source: Questionnaire Survey, JICA Study Team, July to August, 1994

5.3.3. Teéhnological Evaluation by Production Process

Based on the field survey, technology by type of production process was evaluated and the results
are as follows. ' | |

Score A Excellent B: Normal C: Inferior
- Cast'ing: C

Although HICOM Engineering, having started operations in 1991, is a leading company in this
field, their quality level is still unstable considering such'data_i as the in-house defect rate of 2%,
reject rate by customers of 8%, and market claim ratio of 2 - 3%. Especially they are poor in

pattern maintenance technology.
- - Forging: C
BERTOOL, a subsidiary of HICOM, and Sapura Automotive are the sole manufacturers of hot

forging' products.” Ac_bord_ing to & customer, BERTOOL s still not able to supply acceptéble
quality products. There is no specialised cbid-fdrgi:ng manufacturer in Malaysia. Although TRW

* Steering & Suspension in Penarig which produ’cés tie rods has in-house cold forging facilities, its
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product line is limited to small parts.

- Sintering: A _

Sintering parts such as timing belt pulleys and oil pump gears are mainly used for engine,
transmission, and suspension units. Main suppliers are Sumitomo Electric Sintering Components
(SESC), 100% owned by Sumitomo Electronics, and Dia Klang, 100% owned by Mitsubishi

Material. These foreign companies produce high quality products with the latest production

facilities.
- Machining: B

PBR Automotive (brake and clutch parts), Sapura Machining (water pump pulleys), Asian
Driveshaft (driveshafts), Armstrong Autoparts (shock absorbers) were interviewed. Foreign

companies and/or companies with technological collaboration with foreign companies have no

operational problems. Their production technblogy level is high with assistance from their parent |

companies. As for domestic suppliers, in most cases, they engage in general machining processes

such as drilling and polishing where high precision is not needed. -

- Stamping: B

Metal Formers (small parts), Brimal Stampress (small parts), Oriental Summit {middle sized parts),

Tracoma (functional parts), APM Stamping (large parts) were interviewed. At some companies
where maintenance of dies and machines is insufficient, line troubles such as miss-feeding sheet
metal and work-setting and rejecting problems frequently occur. There is no company that can

produce fine blanking products.
- Welding: B

The above mentioned stamping manufacturers also work on arc welding, spot 'weiding, and seam
welding. The next technological task in this field is the acquisition of welding technology for

plating metal and high tension metal where setting of welding conditions is difficult. -
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- Plating: . No interviews were conducted.
- Heat Treatment: C

Yong Shen Heat Treatment and MR Heat Treatment are major specialised heat treatment
processors. There is no local heat treatment processor which can satisfy required quality level,
especially hardness. Therefore, taking steel wire for example, SWPA which requires heat
treatment is imported from Japan in spite of the fact that the drawing process can be done in
- Malaysia. Among interviewed companies, only two companies, Sapura Machining and Asian

Driveshaft, have in-house heat treatment facilities.
- Painting: A

Metal parts manufacturers producing suspension or wheel components which need high level anti-
corrosion have cationic painting and salt-spray test facilities. No critical problems are not seen
in the plastic painting field either because the technology has been established for the electronics

industry in Malaysia.
- Plastic Injection Moulding: . B

-I—_IiCOM_Teck See (large plastic parts), Teck See Plastic (Small and medium size parts), and P.U.
Tech Industry (urethane moulding) were interviewed. HICOM Teck See was established solely
fof the purpose of automotive parts and is currently producing large components such as bumpers
and in_strurﬁent panels. They still néecl to improve because their defect rate is high. They consign
product tests to SIRIM ‘Teck See Plastic, 'on the _other hand, is able to manufacture two-colored
injection hﬂouldiﬁg parts which req_ljire a high technology level because they have accumulated
technology in the process of doing business with the electronics industry. They have started to

- manufacture moulds with two sets of machining centres.
~ - Rubber M__oulding": A
| Pong Codan Rubbér;' a joint venture between Thai and Danish companies, produces such extrusion
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rubber products as weather strips and fuel hoses. Fuel hoses, consisting of double-layer rubber
and reinforced textile are produced by the company without any difficulty even though this product

is difficult to produce. Defect rate is as low as 0.03 percent.

The manufacture of insulating rubber for engine and transmission mounting has not been localised,

and is the next target of localisation.
- Assembly: A

Component assemblers for radios, stereo sets, relays, and air conditioners genefaliy are [arge—sbale
foreign-related companies and their technology level is high. Their major production facilities
were imported. They prepare in-house checking jigs for electric conductivity and software for
inspection. To develop simple material handling and assembling robots may be the next task to

upgrade the technology level.

5.4. MATERIAL AND PARTS PROCUREMENT

5.4.1. Material Procurement

Some non-metal materials (glass, PP resin and natural rubber, etc.) for automotive parts are procured
within Malaysia, while all the metal matenals must be 1mponed from overseas. Formerly,
automotive parts manufacturers purchased materials onIy based on the spemﬁcatlons However
as it has been becoming easier to procure materials globally, the flexibility of procurement has been

widening, and more importance is being placed on prices.

Material manufacturers in Malaysia play a role as warehouses for automotive parts manufacturers _

which alleviates the inventory burden for those parts manutacturers
At present, no big problems regarding material procurement can be.fou_nd in the Malaysian

automotive parts industry. However, Malaysian automotive parts manufacturers should widen

local procurement, from resin and rubber materials, to more functional and highly -valug-éddéd

2.08



materials to enjoy the advantage of local procurement of materials for automotive parts and

components.

5.4.2, Parts Procurement

There are two styles of parts procurement: one is where car sales companies/assemblers import
parts on a CKD parts basis and the other is where parts manufacturers import parts they cannot
make. Lower customs tariffs are applied to parts imported by parts manufacturers than on CKD
parts. This prometes localisation of parts procurement by car companies, but at the same time,

~ defers the localisation of parts production by parts manufacturers.

5.5, FACTORY MANAGEMENT AND QUALITY CONTROL
5.5.1, Factory Management
(1) Factory Management Activity

Facrory management carried out by most automotive parts manfuactuers is guided by PROTON,
NPC, and SIRIM with the purpose of improving the quality level. This is a company-wide activity
starting from the achievement of the 5Ss (Seiri, Seiton, Seiso, Seikeisu, and Shitsuke) and finally
achieving the company's targets of QCD (Quahty Cost, and Dehvery) in line with the management
goals. Posters on 58 for promotronal purposes prepared by NPC are effectively used for the
understandmg of that activity among workers Five Ss has been translated into Malay and is widely |

used.

One of the press parts r_nenixfacturers catics out a 5 action piarr which was started on i, July,
1994, and has 'srrehgrhened its factory management through this .'a'ct.ivi;ty. This company places
* big white boards at several places in the factory, and posts the results of daily activity, e.g., the | _

“production plan and its achievement, record of defect ratio and control limit i'in_e, content of
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defects and necessary countermeasures, and so on. Thus, production results are updated every
day so that the latest information can be fed back to production. As a result, in this factory,
work-in-process parts are well organised except for some, quality has been improved, and

punctual delivery has been achieved.

Case 2:
At one of the surveyed companies, management activity was stagnant, as judged from a factory
visit, although it had received support from an outside organisation. Several defective parts

were observed in the production process in this factory. There was excessive inventory.

Case 3: :
Another example is a company which does not supply PROTON with its parts. Because it was
not a PROTON vendor, it had not received any support for factory management. The situation

of factory management of the company was very similar to that of the above Case 2.

These typical cases indicate that factory management can not be improved without knowledge.
Still, at the same time, even if they have knowledge, no improvement in factory management can
be expected without effective action. Companies may change only when management resolves

to carry out factory management activities with leadership and knowledge.
(2) Delivery Management

T he delivery schedule set by PROTON is summarised as follows _
- Final production schedule of the next month is shown at the middle of the month
- At the same tlme the succeeding 3 months' productlon schedule is given,
- Actual dellvery quantity is presented two days before. -
- Actual delivery quantity may fluctuate day by day. '
- Automotive parts manufacturers usually deliver parts twice a day. -

- Large parts may be delivered every hour (fora manufacturer 1ocated near PROTON) in

SOMe cases. -

On the other hand, automotive parts manufacturers are not necesSarily located olose to automobile
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manufacturers and assemblers. The following Table 2-5-11 shows the distance between Cycle &
Carriage Bintang (CCB), an automobile assembler located in Petaling Jaya, Selangor, and its

. vendors. This kind of situation is common to all the automobile manfuacturers and assemblers.

Table 2-5-11 Distance between CCB and Vendors

ft Distance ~ Number of Vendors

1 to 50 Km 33
51 to 100 Km 18
101 to 200 Km | 3
201 to 300 Km 2
301 to 400 Km 7
401 to 500 Km 2

Total 64

Source: List of Local Content Suppliers, Cycle & Carriage Bintang, July, 1994

Delivery control by automobile assemblers is strict so that assembly may proceed smoothly. This
was endorsed by the questionnaire 'sUr\_fey in which 77% of the surveyed companies pointed out

strict delivery control by automobile manufacturers/assemblers.

Table 2-5-12 Evaluation of PROTON's Delivery Control

Evaluation =~ | Number of Companies
Very Strict . 43
Moderate 13
Not Strict ) o 0
. Total _ N 56 _ g
Source: Questionnaire Survey, JICA Study Team, July to August, 1994

Automotive parts manufacturers located near automobile manufacturers/as'semblers should have

tighter delivery policies to reduce the level of inventory. On the other hand, parts manufac_turer‘s
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focated far from automobile manufacturers/assembiers should consider relocation of their factories

because of limitations in the delivery control system.

5.5.2. Quality Control

Q

Quality control improvement activities are led by the NPC-PROTON joint programme and SIRIM's
activity, which aims at the acquisition of 1S0-9002.

The NPC-PROTON j Jomt programme 18 often called a "Iapanese style quahty control programme
which consists of the following:

- 58s(Seiri, Seiton, Seiso, Seiketsu, and Shitsuke)

- QCC (Quality Control Circle)

- QCD (Quality, Cost, and Delivery)

- Weekly meetings (about quality control)

- Morning briefings (morning meetings at a workshop)

- Factory visits (monthly visit to excellent factories)

PROTON asks its vendors to prepare the following documents in order to secure a specific quality
level. '

- Follow-Up Sheet (necessary for new product development)

- Process Change Plan & Notification '(ne.ces_sary to change a production process)

- Inspection'Agreemeot (should include .th'e inspection method of procured parts)

- Inspection Sheet of Sampled Parts (monthly) o | |

- Record of Daily Inspection

In addition, quality audits are conducted by NPC-PROTON twice a year, espe(nally for Bumlputera

companies. One audit takes two to three hours by three mspectors

In many factories, basic quality control measures, such as the utillsatmn of vatious control graphs, -

notice of standard operation procedure attachment. of slips to each stock part, separatlon of
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defective parts into red coloured boxes, and record of production and defects, are carried out. The
word "SOP" which represents "Standard Operation Procedure” is so prevalent among parts

manufacturers that it indicates the deep penetration of quality control activities.

Automated inspeetion systems as well as in-process inspections by QC-inspectors are also
employed. Some companies use magnetic particle testing for the inspection of flaws of steel
materials. Some companies have an excellent quality control system in which inspectors of visual
inspection change product items to be checked twice a day so that mistakes stemming from
experience in inspecting the same parts may not occur. According to the interview survey conducted
by the JICA Study Team, many companies, at morning briefings, discuss the previous day's

production records and today's production plan, comparing the work and inspection testing records.

Even companies which have already obtained or are preparing for international standards evaluate
PROTON's quality standards as very strict. The questionnaire survey by the JICA Study Team

also shows the same result as sumrﬁa’rised in Table 2-5-13 below.

Table 2-5-13 Evaluation of PROTON's Quality Standard

Evaluation * Number of Companies
Very Strict 34 (69%)
Moderate . 15 (31%)
Not Strict 0 (0%)
Total | 49 (100%)

Source Qgesnonnalre Sgrvey JICA Study Team July to August 1994

" The acquisition activity of IS0-9002 is carried out through the APK (Amaian Peningkatan Kualiti)
system This system was developed in accordance with the content of ISO requirements. As a

result of the activity, the acquisition of ISO 9002 has proceeded 31gn1ﬁcantly as shown below.
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Table 2-5-14 Acquisition of 1S0-9002 by Parts Manufacturers

Condition Number of Companies
Acquired 23 (26%)
Preparing 46 (52%)
Not plan to do 19 (22%) ' _ '
Total ' 88 {100%)

Note: The above includes non-PROTON vendors.
Source: Questionnaire Survey, JICA Study Team, July to August, 1994

On the other hand, approximately. 30% of the surveyed companies consider the quality

improvement activity undertaken by the Government to be improved as shown in Table 2-4-15.

Table 2-5-15 Evaluation of National Quality Control Activities

Evaiuation _ Number of Companies'
Very Effective 4 (5%) ‘
Effective ‘ 49 (67%) j
Not Effective ' 20 (_27%)
Total | 73 (100%)

. Source: Questionnaire Survey, JICA Study Team, July to August, 1994

The reasons for the negative evaluation of the Governmental quality control activities are not
clear. The problems of the Governmental quality improvement activities should be made clear and
resolved. In addition, it is also important for parts manufacturers to have an idea such as "Quality

is first.”

56. PRODUCT DEVELOPMENT AND DESIGN

Generally, automotive parts and components manufacturers in Malaysia do not have their own brand

products and they are positioned as subcontracting factories of automotive sales companies or
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automotive assembly companies. They manufacture automotive parts according to the product
specifications provided from their consignors using production technologies provided from those
consigniors. At this stage, what is necessary is production technology to produce precisely according

to the specifications, and management control to deliver cheap and high-quality products on time.

At present, almost all parts manufacturers depend on technical support from their consignors or
their related companies for product development. Generally, they do not have capabilities to

develop products with their own unique technology.

Accordingly, it is effective for Malaysian parts manufacturers to placé priority on the upgrading
of production know-how rather than product development capability. In addition, they should
upgrade production technologies and human resources so that they can develop machinery,
equipment, tools and jigs, and new production methos by themselves. ‘One of the approaches to
develdp R&D capability is to pursue the upgrading of production technology in terms of quality
and quantity, and to be involved in product development and design through product modifications

from the aspect of production technology.

5.7. MANUFACTURING COSTS

The Malaysian' automotive industry is lagging in the areas of casting, forging, machining, heat
treatment and pressmg, which require large investments for facilities and integrated technology.
At present the main production style in this mdustry is fo lmport auto parts and assemble them,

although machmmg, to some extent, is camed out locally.

Lower customs tariff is imposed on automotive parts and components imported by parts
manufacturers than on CKD parts imported by automotive manufacturers. However, in the case
of non-CKD parts, the percentage of material procurement costs in overall manufacturing costs

is about 60 - 80%, which is the average of 20 pafts assemblers according to the Questionnaire

‘Survey, conducted by t'hé JICA Study Team. The percentage of labour costs ranges from 2~20%

- with an average of approximately 10%, and subcontracting costs vary between 0~25% with an

average of approxtmately 4% It is character;stlc that Malaysian parts manufacturers mamly do
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low value-added processing by themselves with imported materials and cbmponent parts, and do

not so often utilise subcontractors.

5.8. MARKETING
5.8.1. Characteristics

There are two major characteristics in marketing by automotive parts and components
manufacturers, considered from the aspect of the relationships with their customers, the automobile

manufacturers/assemblers.

i. Automobile manufacturers/assemblers are eager to find new suppliers and develop them, but
an approach from parts and components manfuacturers are not actively approaching automobile

manufacturers/assemblers to start new business.

Business between automobile manufacturers/assemblers and parts and components

manufacturers generally starts at the initiative of the automobile manufacuters/assemblers.

Automobile manfuacturers/assemblers in Malaysia, especially PROTON, éctiv_ely lboking for

potential vendors and provide them with various kinds of assistance after the start of business.

This tendency is reflected in the flow of PROTON's activities for ﬁnding new suppliers as
follows: _ ' _
Step 1: To select potential vendors for specific parts and components.

Step 2: To evaluate the technical levels of potential vendors from the viewpoint of the

4Ms (Man, Machine, Method and Material).

Step 3:. To conduct a feasibility study. If necessary, to assist in the introduction of techmcal

collaboration partners. _
Step 4: To monitor such factors as cycle time, facilities and equipment if the vendor newly
| constructs or renovates its factory '

Step 5: The vendor starts productxon and starts to deliver to PROTON
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ii. There is a large difference in marketing between PROTON vendors and non-PROT ON
vendors.
a. Difference in efforts to increase sales

Manufacturers mainly supplying to PROTON

Their major concern is how to increase sales volume and items to PROTON steadily, and
@ for this, they put emphasis on how to improve their technical level, product quality, cost

and delivery to meet the requirements of PROTON.

Manufacturers mainly supplying to non-PROTON assemblers or supplying to both to some
extent
They choose one or some of the following directions:
* How to start or expand business with PROTON and for this, how to promote technical
collaboration and/or localisatidn of parts and components.
* How to increase the OEM supply to non-PROTON assemblers.
* How to develop buyers and expand sales for the REM including export, where they can

supply essentially with existing technology and facilities.
b. Difference in number of assemblers they supply

As shown in Table 2-5-16, parts manufacturers supplying to PROTON have relatively smaller
numbers of customers than those supplying to non-PROTON assemblers, because the latter

cannot realise sufficient production volume without supplying to many customers.
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Table 2-5-16  Comparison of the Number of Customers between Suppliers to PROTON and non-

PROTON Assemblers
Number of Percentage of Companies | Average Percentage of Companies
Supplying to PROTON Supplying to Non-PROTON
Customers
Assemblers
1.00 17% 3% ‘
2.00 17% | 5% |
3.00 | 12% 6%
4.00 _ 24% 17%
5.00 or More 30% 69%
Total 100% ' 100%
Note:  Some suppliers to PROTON are also supplying to non-PROTON assemblers and
vice versa. S

Source: Questionnairg Survey, JICA Study Team, July to August, 1994

5.8.2. Problems to Be Solved

The further expansion of local production and the progress of localisation in real terms of
automotive parts and components depends on how automotive parts and components manufacturers
try to satisfy the requirements of automobile manfuacturers/assémblers in terms of technical level,

quality, cost and delivery.

Fig, 2-5-1 shows the evaluation of parts and components manufacturers by automobile assemblers.
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Fig. 2-5-1 Evaluation of Parts and Components Manufacturers by Assemblers
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Source: £.2uestionnaire Survey, JICA Study Team, July to August, 1994

Capacity and quality, which are indispensable conditions for the development of the automotive
industry, are highly evaluated. However, evaluation is low for such factors as suitable delivery,
which is necessary for assemblers to make use of their production lines without delay; price, which
is important for the cost competitiveness of final products; technology, indispensable for further
localisation; and management and entrepreneurship, which are necessary for improving and
controlling the above mentioned factors. It is necessary for automotive parts and components

manufacturers to improve these factors.
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