1.2.6  Volkswagen AG

Volkswagen AG (VW) plans to realise sales of 850 thousand units and production of one million
units in the Asian and Pacific area by the year 2000. '

VW will concentrate its production bases in China and Taiwan. As for automobile sales, VW
attaches importance to such countries as Japan, Thailand, Indonesia, Singapore, Hong Kong and

New Zealand in addition to China and Taiwan.

In China, VW started the production of its Santana model at Shanghai VW in 1985 and started
the licensed production of the Audi 100 at the joint venture company in Changchun in 1988. VW
started production of the Jetta at the joint venture company in Changchun in 1993, In Taiwan,

VW started passenger car production at a joint venture company in 1993.

1.3. TREND OF AISAN CAR PRODUCTION IN RELATION TO THE MUTUAL
COMPLEMENTATION SYSTEM IN THE ASIAN AREA

1.3.1  Toyota Motor Corporation
(1) Outline of Toyota's Asian Car Plan

Toyota Motor Corporation (Toyota) envisions that its Asian car will be a passenger car of the
TERCEL or STARLET level. Toyofa will not use any existing model as a base model for the
Astan car but will develop a new model. However, Toyota's Asian caf will use major cé;mponents
from existing or older models. Toyota will newly develop oujcér étyling but it will cbrﬁmonly use

trim parts and components of as many other models as possible.

Toyota plans to start production of the Asian car at a scale of 50 thousand units a year in Thailand
around 1997. Toyota contemplates that it can easily expand production capacity.to 100 thousand

units a year because it has already acquired sufficient land for the p_rodu'cti_on. :
Toyota will set the sales price at the same Jevel as the annual income of middle class families where
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both a husband and a wife work in order to generate larger demand. Toyota intends to carry out
thorough cost reduction activities covering all the ASEAN region in order to achieve the above

price target.
(2) .Policy for Parts and Components Procurement

After initiating the production of the Asian car in Thailand, Toyota plans to start the production
of the Asian car in other ASEAN countries. Therefore, Toyota intends to allocate the production
of large-sized parts and components in various ASEAN countries instead of concentrating them

in one country.

Tn Thailand, Toyota plans to manufacture body panels and trim parts and components. Toyota
will use local dies for body panels. These dies will be developed and manufactured with CAD/CAM
systems. Dies will be manufactured not only at Toyota's factory, but by local die makers, with both

Japanese capital and local capital.

Toyota will find parts and components which can be used in the Asian car among the parts and
components currently manufactured in Malays1a and will send them to Thailand. The procurement
process will be controiled by Toyota in Thailand. Toyota plans to procure Malays;an parts and
components for Malaysian national cars such as Proton for its Asian car. These parts and
components require significant design modifications for use in the Asian car. Therefore, Toyota
in Japan will control the procurement process In addition, there is a plan that steering gears will

be procured from T&K, the joint venture of a Japanese parts manufacturer Koyo Seiko, in Malay51a

Thereisa p_ossibility that Indonesia will be the production base of engines for the Astan car on

account of its experience in 3-piston engine production.

In the Philippines, Toyota has a transmissidn factory. Products of this factory can not be immediately
used for Toyota's Asian car because this factory produces mostly transmissions for commercial
vehicles. However, Toyota will examine the possibility of making the factory a source of engine

supply.
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1.3.2. Nissan Motor Co., Ltd.
(1) Outline of Nissan's Asian Car Plan

Nissan's Sunny AD Van will be the base model for the Asian car of Nissan Motor Co., Ltd.
(Nissan). Nissan will produce its Asian car in four Asian countries, Taiwan, Thailand, Malaysia,
and the Philippines. These countries will divide the production of parts and components for the

Asian car.
(2) Policy for Parts and Components Procurement

One of the characteristics of Nissan's Asian car production is that individual production bases will
divide the production of press parts for panels and supply them to others. Each production base
will carry out final assembly with panel parts supplied from other countries. Precision level and

quality must be standardised within these four factories in order for this production system to work.

The divided production of unit parts for the Asian car started in 1994, However, Nissan envisions
difficulty in promoting the divided production of parts and components in the subject countries

‘because Nissan must coordinate requests from the local partners in these countnes

As for large-sized parts and components, press parts and trahsmi_ssions will be supplied from the
Philippines, power steering parts and components from Malaysia, and engines and air-conditioning
system parts and components from Thailand.

1.3.3. Mitsubishi Motors Corporation

(1) Outline of Mitsubishi's Asian Car Plan

An Asian car plan is under examination at Mitsubishi Motors Cofporation (Mitsubishi Motors) with

the basic idea that an Asian car will be a2 multi-purpose car based on a small-sized commercial car.

Mitsubishi Motors attaches priority to a multi-purpose car because it considers that an Asian car
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should widely meet the diversified needs of Asian countries where the business environments, such
as purchasing power, economic development, and tariff systems, differ. Another reason is that
the need for multi-purpose cars is high in the Asian area considering the large family system, which

still remains in this area, and road conditions.
(2) Policy for Parts and Components Procurement

Mitsubishi Motors has not yet established a clear idea of its Asian car. Therefore, the examination
of parts and components complementation among Asian countries has not started. Tt is considered -
that the way in which the intentions of Iocal'partners are coordinated will have a crucial influence

on the scale of mutual complementation.
1.3.4. Honda Motor Ce., Ltd.

(1) Outline of Honda's Asian Car Plan

Honda Motor Co., Ltd. (Hc_)nda) has a plan to use the existing or former Civic as a base model for
its Asian car and develop a new outer design. Honda will introduce a 4-doof model because 4-door

passenger cars are popular among consumers in the Asian area.

(2) Policy for Parts and Components Procurement

Honda has a policy of actively promoting the.'di.vided 'production and mutual supply of parts and

components for the Asian car. Honda plans to produce aluminum cylinder blocks in Indonesia,

‘making the most of its cheap aluminum materials; large plastic parts from Malaysia, on account

of its low equipment cbst; and wire harnesses from the Philippines. Honda plans to produce parts

and 'compohents which require large investments and bulky large-sized parts in Thailand where

the biggest market _demahd is expected among the ASEAN region.

The exisiting plan of Honda for the system of imitual_ complementation of parts and components

is as shown in Fig. 4-1-6.
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Fig. 4-1-6 Parts and Components Mutual Complementation System in the Asian Area

of Honda Motor Co., Ltd.
Japan [==
&)
fmmemmﬁmﬁzww«%wmwmﬁm&a&mﬁeﬁeﬂwmv R 5
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| | @
Replacement parts Casting parts for engine|
(Tail lamps, brake (Inlet manifolds, etc.) | &
shoes, etc.) }/‘P . %
0] P
@ |
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. USA
g Instrument panels | @ ® Bumpers @

Note:(3) Honda plans to import OEM and REM parts from ASEAN countries. .

Japan

Honda plans to select parts manufacturers in the ASEAN region
which can supply OEM parts and import them since 1993 in addition
to the establishment of mtematxonal procurement system of REM
parts.

At the first step, Honda import REM parts for models whlch has
been sold for more than 5 years since the introduction. Honda
provides technical assistance to suppliers in order to secure the
quality of products. '

Indonesia

Machining facility for intet manifolds is set up in Honda Prospect.
Engine Manufacturing. Production of alminium engine parts was -
planned to be started in order fo replace imports. -

Philippines

Honda Parts Manufacturing is planned to be set up with the

planned to start the production of bumper structure and press parts
which attach bumper to a body. Annual product:on volume is-

- |planned to be 140 thousand sets.

All products are to be exported mainly for older’ models in Japan
and the U.S.

investment of about 1.1 billion yen for a new factory. This factoryis| -

Malaysia

panels of 100 thousand units and exported to assemble plantsin -

Horda Autoparts Sdn. Bhd. was established to produce mstrument '

Source: Forin

Thailand and Indonesia in addition to domestic use. .
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3. BUSINESS OPERATIONS OF JAPANESE AUTOMOTIVE PARTS ASSEMBLERS
IN THE ASIAN AREA

2.1 OUTIJINE OF BUSINESS OPERATIONS OF AUTOMOTIVE FPARTS
ASSEMBLERS IN THE ASIAN AREA

An increasing number of automotive parts manufacturers have been investing into the Asian area

in response to enlarged business operations in this area by automobile manufacturers.

Joint development efforts and the OEM supply of models are proceeding among automobile
manufacturers. These trends. in thé_ automotive industry are also affecting business strategies of
automotive parts manufacturers. In response to these trends, the number of mergers and acquisitions
between automotive parts manufacturers is inc'reasing and more and more parts manufacturers are
trying to gain new buyers beyond the existing relationship with automobile manufacturers. These

trends also have an influence on the overseas operations of the automotive parts manufacturers.

Table 4-2-1 shows the number of overseas subsidiaries of Japanese automotive parts manufacturers

by region.
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Table 4-2-1 Overseas Subsidiaries of Japanese Automotive Parts Manufacturers

No. of Companies Share Changes
June 1991 June 1993 (1993) .91/93
Asia 372 391 42% 19
Taiwan 86 &8 9% 2
Korea 52 51 5% -1
China 5 It 1% 6
Thatland 73 79 8% 6
Indonesia 35 39 4% 4
Malaysia 37 39 4% 2
Singapore 37 35 4% 2
Others 47 49 5% 2
North America 338 353 318% 15
- lUSA 295 306} 33% 11
Canada 26 24 3% -2
Mexico 17 23 2% 6
Europe 142 147] . 16% =1}
Others ’ 53 46 5% -7
Tatal 905 937 100%

Source: Nippon no Jidosha Buhin Kogyo (The Agtomotlve Parts Industries in ,‘_Igp ), Japan

Auto Paris Industries Association

How to supply spare parts for exported Japanese automobiles was the main issue of overseas
business operations of automotive parts manufacturers before. The current issues of their
overseas business operations are:
i.  How to be involved in local production systems at Japanese automobile manufacturers'
overseas production bases;
ii ~ .How to respond to national car projects in developing countries and requests for the
participation of Japanese automobile manufacturers; and

iii. How to find new buyers in the world market beyond the existing relationships with

automobile manufacturers.

In ASEAN countries, automotive manufacturers were obliged to choose CKD production due to
the ban and/or high import tariffs on completely built-up unit imports. ‘Automotive manufacturers
have been required to increase their local content according to the locél content reg'ulations of these
countries. Therefore, in many cases, parts manufacturers made investments in the Asian area on
the basis of requests from automobile rﬁanufactﬁrers which were required to increas_e the use of

local parts and components in this area.
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Automotive parts manufacturers are experiencing big changes in the business environment around
the Asian area. They are: i) ASEAN countries have introduced the BBC scheme and CEPT
scheme; ii) Japanese automotive manufacturers Have set up Asian car plans, and ifi} Japanese
automotive manufacturers in the Asian area are looking for low-cost suppliers instead of Japanese
suppliers due to the Yen appreciation. Therefore, business opportunities for the automotive parts
and components industries in the ASEAN region are expanding. It is necessary for Japanese
automotive parts manufacturers to re-examine their business strategies taking the future of the

ASEAN region into consideration.

2.2. CHARACTERISTICS OF OVERSEAS INVESTMENTS BY COUNTRY IN THE
ASEAN REGION

2.2.1, Thailand
(1) Outline of the Automotive Parts and Components Industry

The assembly process is dominant in automotive parts manufacture in Thailand. Among processing
processes, pressing has been moving ahead in localisation but machining has not got as far. As for
casting, the local production of products which do nor require high precision has increased,

however, precision casting has fallesn behind. Forging is not sufficient in Thailand.

A wide variety of automotive parts manufacturers including those in electrical equipment, casting,
and die making have entered the Thai market, backed by the Government's localisation policy of
engines for small-sized commercial vehicles. Foreign manufacturers' investments have been directed

mainly to the production of labour-intensive parts. Japanese manufacturers of electrical equipment

and dies have come to Thailand in search of a low-cost production base because of the Yen

appreciation and some of them have already acquired export competitiveness.

.-Import dutles on CKD parts both for passenger vehicles and commercial vehlcles were decreased

by 20% in 1993, ThlS has reduced the ments of 1ocallsat10n of KD parts. Many kinds of materials

for automotlve parts manufacture are subject to import duties higher than KD parts. This also

_weakens the competltweness of local automotwe parts manufacturers.
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The fabour cost in Thailand has tended to increase. The competition with low-labour-cost countries
such as China, Indonesia, and Vietnam will be more severe in the area of labour-intensive
industries. Therefore, the Thai automotive parts industry should improve its competitiveness in
labour-intensive products by increasing quality and efficiency and, at the same time, shift the priority

to more capital-intensive and high-technology products.
(2) Investment Trends of Japanese Automotive Parts Manufacturers

In the area of electrical equipment, Japan Storage Battery Co., Ltd., and Furukawa Battery Co.,
Ltd. have invested in Thailand to manufacture batteries, Koito Manufacturing Co., Ltd. and Stanley
Electric Co., Ltd. have started the production of lighting equipment, and Nippondenso Co., Ltd,,
NGK Spark Plugs Co., Ltd. and Yazaki Corporation have entered for the production of other
electrical equipment. In the area of die casting, such companies as Art Metal Manufacturing Cd.,
Ltd., Asahi Tech Corporation, Izumi Industries, Jidosha Buhin Kogyo Co., Ltd., and Riken

Corporation have entered for the manufacture of engine-related parts.

Since 1993, new entries and the expansion of existing factories have been continuing for the following

reasons: .

i Thesize of the automobile market has been expanding most rapidly among ASEAN countries;
it. Toyota Motor and Honda have decided to make Thailand a production base of their Asian
car; and

iii.  Mitsubishi Motors concentrated the production of 1-ton pick-up trucks in Thailand.

Examples of Japanese automotive parts manufacturers which have set up new factories since 1993

are as follows:

___Name of Company Production Item

Stanley Electric Co., Ltd. _ Electr}cal equipment

Showa Corporation - - Shock absorbers

Sanden Corporation Condensers and evaporators i’
Yuasa Corporation , Batteries

Daido Metal Co., Ltd. Bearings

Izumi Industries Pistons for middle to large—smed engines '

Hayashi Telempu Co., Ltd. Floor carpets

Jidosha Buhin Kogyo Co., Ltd.  Fly wheels for middle to large-sxzed trucks a.nd passenger ,
cars, rmg gears _ -
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Tokyo Buhin Kogyo Co., Ltd. Fan clutches, engine pumps

Asahi Tec Corp. Die casting parts such as hubs, dlsks clutch housings,
' fly wheels, and drums
Nissin Kogyo Co., Ltd. Die casting parts for engines, brake pads

Mitsuba Electric Mfg. Co., Ltd.  Electrical equipment such as wiper motors, starter
motors, winker relays, window washers, wiper links

Toyoda Gosei Co., Ltd. Plastic parts for steering wheels

Source: Forin '

2.2.2. Indonesia
(1) Outline of the Automotive Parts and Components Industry

Major operations by Indonesian automotive parts manufacturers are stamping and assembly, Almost

all the materials for automotive parts and components are imported.

Machining, heat treatment, and die casting have been started in Indonesia. However, they are limited
to simple processing. Aluminum die casting is expected to be potential area because low-priced

materials are domestically available.

At the time Japanese automobile manufacturers established production bases in the ASEAN region
in order to cope with the strong yen, their investments were mostly directed to Thailand and
Malaysia. Indonesia has fallen behind in inviting investments of foréign automotive parts

manufacturers compared to Thailand and Maiaysia.

It is expected that China and Vietnam will be attractive targets of investments by the automotive
 industries from now on. It is difficult for Indonesia to set up export-oriented automotive parts and

components industries only with its low-cost and abundant labour force.

- For the moment, it is cons1dered that parts and components of less capital-intensive production, and
of which the materlals can be easnly procured w:Il lead the growth of the automotlve parts and

components produchon in Indonesia.

(2) Investment Trend of Japanese Parts Manufacturers



Many Japanese automotive parts manufacturers have invested into Thailand in order to cope with
the former local content regulations. Major investment areas are shock absorbers, wire harnesses,

batterics, and relays. There are also investments related to the requests for engine localisation.

In June, 1993, the localisation programme was drastically revised. Since then, automotive parts
manufacturers have been reconsidering the business opportunity of parts and components production

in Indonesia.

Examples of Japanese automotive parts manufacturers which announced business expansion plans
or new entry after the introduction of the new localisation programme are NSK Ltd., Nihon Plast

Co., Ltd., Kanbishi Corporation, Daido Steel Co., Ltd., Riken Corporation, and Showa Corporation.

2.2.3. The Philippines
(1) Outline of the Automotive Parts and Components Industry

The development of the automotive parts and components industry is far behind in the Philippines

and the local content ratio is less than 50%.

In the Philippines, automobile manufacturers should gain the foreign currency' necessary for CKD
parts imports by exporting automobiles and automotive parts and components. Therefore, they are

obliged to develop export-oriented parts businesses by themselves.

Major examples of parts production by automobile manufacturers are as follows:

Transmissions: _ . Mitsubishi Motors, Toyota
Wire harnesses for dashboards; Nissan
Bumpers for repair markets: Honda

Examples of parts and components exported by parts and components marxufacturers are wire

harnesses, aluminum wheels, radiators, sprmgs and rubber products

(2) Investment Trend of fapanese Automotive Parts Manufacturers
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The major motivation of investments in the Philippines has been to respond to the foreign cﬁrrency
requirements for CKD parts imports. Thereforé, most investment projects have planned to export
some portion of their products. The major parts and components manufacturers are investments
by automobile manufacturers and investments by automotive parts manufacturers with high

international competitiveness.

Major automobile manufacturers are expanding the capacity of press parts production and requesting
secondary or tertiary vendors under their Keiretsu to invest in the Philippines. Examples of Japanese
parts and components manufacturers which have announced new investment or business expansion
in the Philippines are Yutaka Giken Co'., Ltd., Aichi Steel Works, 1.td., Kosei Aiminum Co., Ltd,,
and Clarion Co., Ltd..



3. AUTOMOTIVE INDUSTRY DEVELOPMENT POLICIES IN MAJOR ASIAN
COUNTRIES '

3.1. OUTLINE OF THE AUTOMOTIVE INDUSTRY DEVELOPMENT POLICIES IN
MAJOR ASIAN COUNTRIES

The direction of the automobile industry and automotive parts and components development policies
in ASEAN countries has tended forward the liberafisation of the market. As the background of this
liberalisaiton trend, GATT's requirement for market hberailsatlon and the transition to the CEPT

system in the ASEAN can be pointed out.

ASEAN countries have been relaxing regulations on the automotive industry through such measures

as the lifting of the ban on CBU unit imports, reduction of import tariffs on completely build-up

(CBU) units and CKD kits, and relaxation of regulations on local content.

At the same time, these countries have been introducing incentives to localisation and to exporting

companies {rom the viewpoint of developing the automotive industry. They are taking more flexible -

approaches to the promotion of localisation, for example, through the provision of export credit
and the application of BBC scheme. Automobile manufacturers have been obliged to éoncentrate
on specific market segments and specific models in order to achieve localisation targets in such
countries as Thailand and Indonesia. However, with the more flexible localisation approaches,. they

tend to reduce the concentration on specific models..

In these countries, the basic policy for the development of the automotive industry has been shifted

from import substitution to export promotion. Instead of conventional ali-around localisation

promotion measures, which have resulted in the localisation of assembly and simple processing of
parts and components manufacture, these countries have tended to focus on locahsatlon pnorlty

of specific parts and put emphasxs on high value-added parts and components

Neighbouring countries around the ASEAN region are also engaged in such tasks as the liberalisation
of the market, promotion of localisation, expansion of local producﬁon, and increase in export

competitiveness for the automobile and automotive parts and components industries. Especially
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China and Vietnam have the advantages with their rapidly-growing markets and low-cost and
abundant labour force. The development policies for the industries of these two countries are
having a big impact on the future business strategies of automobile manufacturers and automotive

parts manufacturers.

Major indicators and policies related to the automotive industry in ASEAN countries excluding

Singapore are shown in Table 4-3-1.
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3.2, AUTOMOTIVE INDUSTRY DEVELOPMENT POLICIES IN THAILAND

3,2.1. Automobile Industry Development Policies

The Thai government had banned imports of passenger vehicles of 2.3 litres or less and large-sized

buses since 1978 as part of their protective measures for the domestic automobile industry.

The ban on imports of CBU units was lifted and import duties on CBU vehicles and CKD kits were
reduced. The Thai government gave preferential treatment to commercial vehicles. However, the
tax differential between passenger vehicles and commercial vehicles has been reduced with the

introduction of new tariffs.

Table 4-3-2 Import Duty on Automobiles and CKD Kits

Passenger Car Pick-up Truck

CBU Uit CKD Kit | CBU Unit | CKD Kit
2.3 litres or le.ss Ovér 2.3 litres | |
Before Jul, 1991 180% _300% 112% 120% 30%
AferJul 1991 | 60% 100% 20% 60% 20%
Afterfan, 1992 | 42% 68.5% 0% | 60% 20%

Source: Forin

A 7% value-added tax (VAT) is imposed on automobiles and automotive parts and components.
CBU units and CKD kits of passenger vehicles, station wégons and jeeps are subject to an excise
tax of 32.5% for engmer 0f2,400 cc or Iess or 38% for those exceedmg 2,400 cc; and a municipal

tax of 3.25% for 2, 400 ce or less, or 3.8% above 2,400 cc.

Passenger vehjcle aésembly plants needed a license for establishment in Thaiiand. A complete ban
was placed on new passenger vehicle assembly plants in 1979 although a fimit or ban was not placed
on the estabhshment of new assembly plants of trucks buses, plck-up trucks of 4 ton or less, or

motorcycles. However, the ban on the establishment of new passenger vehlcle assembly plants was

‘ hﬁed in November 1993
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In April, 1994, the Thai government announced incentives for automobile assembly plants in order
to invite foreign investments and promote exports. An outline of the new incentives is as follows:
1. Incentives by region . |
- Zone 1 (6 provinces around Bangkok)
No incentives _
- Zone 2 (10 provinces aroung Zone 1) . ‘
7 year exemption of corporate income tax for export income
50% import duty reduction on machinery
- Zone 3 (Other provinces and Laem Chabang Industrial Estate)
8 year exemption of corporate income tax for exportl income
Full import duty exemption on machinery

Deduction from the taxable income of 25% of the expenses for water supply, electricity

and transportation

il. Import duty reduction for materials for a company which exports more than 1,000 units

annually

iii. Exemption of corporate income taxes for export income for a company which moves to a

local area
3.2.2. Automotive Parts and Components Industry Development Policy
Local content requirements for vehicles in Thailand are 54% for passenger vehicles and 65 - 80%

for commercial vehicles on the basis of the parts lists for local content calculation formutated by

the government.

The local content requ1rement of Thailand is controlled based on the gwen—percent system The

Ministry of Industry formulated the lists in which automotive parts are classified and each part is

given a localisation ration in percent form As for passenger vehicles, parts are clas31ﬁed into 21
categories, into 75 sub-categories, and mto 299 items. These items are given locallsatlon ratios in
percent and the sum of these ratios is 100 percent. LlSt A con31sts of 29 compulsory 1tems and the

~ total of loca11sat1on ratios of compulsory items 1s 20.07%.
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The Thai government started the focal engine production programme for small-sized commercial
vehicles in 1989, The local content requirement for engines was set at 20% for 1989 and it will be

increased consecutively by 10% annually so that it will reach 80% within 7 years.

Since September, 1993, Thai governement have introduced new incentivés for the supporting
industries. Four industries were designated as priority industries in September, 1993. In Apnl, 1994,
10 industries were added to the priority industries. The outline of incentives to these industries is
as follows:

- Corporate income 8 year exemption regardless 6f location

- Import duty on machinery

| Zone 1 and Zone 2 50% reduction except categories of which the import duty is
| less than 10%

Zone 3 Exemption

1

Foreign investors are permitted to hold 100% equity.

Subject industries

4 industries announced in September 1993 Moulds and dies, jigs, forging, casting (by
induction furnace)

10 industries announced in April 1993 Tools, cutting tools, grinders, surface
treatment, heat treatment, sensors of precision
machinery, electronics connectors, nickel
cadmium batteries, engineering plastic parts

~ In June, 1994, investment incentives were applied to 20 industries locating in Zone 2, including tyres

and automotive parts and components, which had been subjected to incentives only when located

in Zone 3.
3.2.3 Future Direction

The Thai government is now preparing a new automotive industry development policy which will

- be published in 1995. This automotive industry deve'lopment. policy will cover the five years up to
> 2000 Tt is envisaged that the main point of the policy will be how to make possible the survival of

N the country' s automotive mdustry in face of international competition, which will be brought about

by the progress of the CEPT soheme and how to develop the industry to be an exporting sector.
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The Thai government divides automotive parts and components into three groups in the formulation
of development policy. These three groups are:

First group: Parts and components requiring high technology

Casting, forging, engine parts, transmission parts, etc.
Second group:  Parts and components requiring middle-level technology

Body parts, electrical equipment, suspensions, springs, shock absorbers, etc.
Third group: Labour-intensive parts and components

Rubber products, trim parts, safety glasses, etc.

It is considered that the production of the first group will be for domestic demand and the export
potential of this group is small. The main part of parts and components will be those in the second
and third group. It is also considered that Thailand will weaken its international cost
competitiveness in parts and components production when economic cqndition.s are considered.
Therefore, the Thai government plans to develop an internationally-competitive automotive parts

and components industry with priority on the second group, the strength of which is not only low

fabour cost.

Besides automotive parts and components, the Thai government emphasises.the development of
such supporting industries as die-making, surface treatment including plating, painting, and surface

finishing, casting, and forging.

3.3. AUTOMOTIVE INDUSTRY DEVELOPMENT POLICIES IN INDONESIA
3.3.1. Automobile Industry Development Policy

Following the ban on CKD unit imports in 1969, the Indonesian government introduced domestic
automobile industry development policies which consisted of CKD assembly by local assemblers
and licenses to assemblers. Since 1976, the government started the localisaﬁon_ prog.ram.me of
commercial vehicles which promoted localisation by introducing preferential tariffs and setting time

limits of localisation by types of parts.

In June, 1993, the Indonesian government promulgated the policy of r_elakin_g‘-co'ritlfdl.s on the

automotive industry instead of a protective policy. The government aimed to strengthen local industry
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and to expand the domestic market through demand by stimulating domestic consumption with such
measures as lifting the ban on CBU unit imports, reduction of import tariffs on parts, and reduction

of the luxury tax.

As for passenger vehicles, models which are assembled in Indonesia are permitted to be imported

with 200% import duty. Models which are not assembled in Indonesia are permitted to be

imported with a 300% impoi‘t duty by a sole distributors.

Table 4-3-3 Import Duty on CBU Unit Imports in Indonesia

Models Which Are Models Which Are Not
Assembled in Indonesia Assembled in Indonesia
Passenger Car 200% : 300% '
Commercial Vehicle:
Category 1 60% 100%
Category I & 1II 40% 80%
Category IV 100% 140%
Category V 5% 5%
x Source: Forin '

The luxury tax imposgd on commercial vehicles of category IV and passenger vehicles of 1600 cc
or less is as follows: _ |

In case localisation ratio is 60% or less:  35%

Tni case localisation ratio exceeds 60%:  20%

The luxury tax is not imposed on commercial vebicles of category Ii, I, and V.

332, Auto'm(_)tive Parts and Cbmponehts InduStry Development. Policy _

The Indonesmn government in January 1994, introduced a new automotlve parts and components

industry development policy in which automobile manufacturers can enjoy a reduction in import duty
on parts accordmg to the level of locahsatlon ratio. The localisation ratio list shows the locallsatxon
B ratio of an individual part in the form of' percent which i is g:ven to an automobile manufacturer when

that part is.Jocalised. The 1ocahsat10n ratio of a modei is-calculated by adding localisation ratios
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of localised parts.
The following import tariffs as shown in Talbe 4-3-4 are applied according the localisation ratios:

Table 4-3-4 Import Duty on Automotive Parts and Components in Indonesia

Localisation Ratio ' '
Less than | 30% orless| 40% or | 60% or | More than
20% less les 60%
Import Duty on KD Kit : - _

Commercial Vehicle I & IV 40% 30% 20% 0% 0%
Commercial Vehicle II & IIT 40% 30% 0% | 0% 0%
Passenger Car & Station Wagon] 100% | = 80% 60% 0% 0%

Impo'rt Duty on Parts | o
Passenger Car & Commercial 40% 1 30% 20% 0% 0%

Vehicle I & IV - .
Commercial Vehicle II & 111 20% 0% 0% 0% %
(40%*)

Note: * Import duty of 40% is apllied when a localisation ratio is less than 10%.
Source: Forin

3.4. AUTOMOTIVE INDUSTRY DEVELOPMENT POLICIES IN THE PHILIPPINES
3.4.1.  Automobile Industry Development Policy

In the Philippines, imports of CBU units were restricted in 1951 through the introduction of a foreign
currency allocation system and Jocal assembly was started at that time. In 1971, the Philippiné
government inaugurated a plan. for the local production of passenger cars and approved foreign
automobile manufacturers to assemble cars with the condition that they would pormote progressive

localisation. In 1977, the government started thc plan for local production of commercial Vehicle_s. f‘

Howevef, since the end of the 1970s, the dofnesﬁc car market beCame sldggi'éh due to the ecohomip

recession. Inthe 1980s, several automobile manufacturers withdrew from thé Philippine market.
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Tn the latter half of the 1980s there were only three passenger car assemblers, Philipinas Nissan Inc.
(PNI), Philippine Automotive Mfg. Corp. (PAMC), and Toyota Motors Philippines Corp. (TMPC).

The Philippine government announced the Car Developing Program (CDP) for passenger vehicles
in 1987, and the Commercial Vehicle Developing Program (CVDP) for commercial vehicles in 1988
for the. promotion of localisation and protection of local assemblers. The participants in the Car

Developing Program were limited to the above three assemblers.

In March, 1990, the Philippine government started the People’s Car Progfam (PCP) with the purpose
of supplying low-priced passenger cars so that a wider range of the population could afford a
passenger car. Under this Program, seven assemblers were admitted to assemble passenger cars
of 1.2 litres or less. In 1991, the assembly of passenger cars of more than 2.8 litres was also

liberalised.
342, Automotive Parts and Componehts Industry Development Policy

The Philippine govémment has set targets of localisation by type of automobiles. The localisation
target of passenger cars under PCP was set at 51% in 1993. Commercial vehicles are also subject

to the localisation targets and the targets as of 1990 were as follows:

Table 4-3-5 Localisation Targets of Commercial Vchicleé in the Philippines -

: - Category Localisation Target

Category I: Asian Utility Vehicle of GVW 3.0 tons or less 154.86%

Céiégory 11: Small truck, van, and 4WD vehicle of GVW 3.0 tons or less 44 .42%

| Category I1I: Truck and bus of GYW 3.001 - 6.0 tons 21.90%
Category 1V: Trck and bus of GVW 6.001 -18.0 tons -

. (A) GYW 6.001 -90tons - o 21.44%

(B) GVW 9.001 - 12.0 tons - 22.24%

(C) GVW 12.001 - 15.0 tons | 13.53%

(D) GYW 15.001 - 18.0 tons.__ | 13.77%

- Source: Forin
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Automobile manufacturers are obliged to gain foreign currencies necessary for CKD kit imports

through their exports. They must procure 50% of necessary foreign currencies for passenger
vehicles and 25% for commercial vehicles. The content of their exports is also regulated. There
are indications of the ratio of foreign currency earnings coming from exports of automobiles and
automotive parts and components. As for automobiles under the CDP and CVDF, the indications
were 60% in 1991, 80% in 1992, and 100% in 1993. As regards automobiles under the PCP, they
were 20% in 1990, 30% in 1991, 60% in 1992, and 100% in 1993,

In 1992, the Philippine government annouhced the following plan of import duty reduction on

automotive parts and components.

Table 4-3-6 Import Duty Plan for Automotive Parts and Components

1991 1992 1993 1994 | 1995

Passenger car parts 20% | 20% | 20% | 20% |. 10%
Commercial vehicle parts 30% | 30% | 20% | 20% | 10%
Truck chassis with engine 30% | 30% | 30% | 20% | 20%

Body of passenger car and commercial vehiclp 30% | 30% 30% 20%_ 20%
including cab :

Chassis for Asian Utility Car, fuel tank, arm | 30% 30% | 30% | 30% | 30%
rest, sun visor, and battery

Source:” Amendment to the Philippines Customs & Tariff Code, July 20_, 1991

3.4'.3. Future Direction

Itis anticipated'that the Philippine automobile market will be liberalised wi_thiﬁ two years by relaxing

regulations on CBU unit imports and local assembly. Foreign automobile manufactureré including

PROTON plan to start production in the Philippines in reaction to the liberalisation of the market,

The Philippine government is prepanng the formulation of a mid- and long~term mastcr plan on

automotive industry pohcy mcludmg the exammatlon of the long-term balance’ between 1mports

and local production. It is expected that this master plan will include measures for the replacement'

of obsolete vehlcles The basic pohcy for replacement is that environmental control will be
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introduced for new vehicles at the first step and then it will be progressively applied to existing

vehicles.

3.5. AUTOMOTIVE INDUSTRY DEVELOPMENT POLICIES IN CHINA
3.5.1. Automobile Industry Development Policy

China established the China Car Industry Corporation in 1964 to promote the integrated

“development of the automotive industry through divided producﬁon by region. During the period

of the Great Cultural Revolution, the integrated production in individual regions was pursued and,
in 1972, the system of one factory in éat:h provintte was established. Since the fifth 5-year plan
(1976 80), China's policy turned to the modernisation of the country and policies for the
liberalisation and opening-up of the market were promoted. As a resutt many automotive
factories proceeded with technical tie-ups and joint venture projects with foreign automotive
manufacturers. In 1982, the China Automotive Industry Corporation was founded fo manage
directly the country's automotive plants by grouping them into seven groups in order to realize the
economies of sc.ale of automobile 'pz'oduc_ti_c')n. In 1990, this corporation was reorganized to the
China National. Automotive Industry Corporation, a governmental body which supervises all

automobile factories in the country.

In 1989, the China government announced the big-three and small-three project in which investments

for the local production of passenger vehicles would be principally directed to 6 automobile

manufacturing groups. Three large projects were planned to produce 300,000 units a year each,

and three smaller prjects, 100,000 units a year each. Volkswagen AG, Crysler Corp., Citroen,

‘and Péugeot participated in these projects as joint venture partners. Daihatsu Motor provided

technical assistance to one of these projects. ' As for passenger vehicle production, the China

government has restricted the participation of foreign manufacturers.

In the Chma Automotwe Industry Policy pubhshed in July, 1994, the China government set the

followmg targets

- Domestic productlon w1lI sat:sfy more than 90% of local market demand; and
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- Passenger vehicle production will occupy more than half of total production volume.
The China government also plans to reorganize the automotive industry into 2 or 3 large-scale
groups and 6 or 7 medium-scale groups during the 9th 5-year plan period (1996 - 2000). As for

motorcycle production, 8 to 10 companies will be supported.

Automobile and engine production projects which will be newly admitted are as follows:

- Production of passenger vehicles of 1,600 cc or less with the minimum capacity of 150,000
units a year :

- Production of small-sized commermal vehicles with a minimum capacity of 10,000 units
a year

- Production of large-sized commercial vehicles with a minimum capa(:lty of 10,000 units
a year

- Production of small sized buses with a minimum capacity of 50,000 units a year

- Production of motorcycles of 150 cc or less with a minimum capacity of 200,000 units
a year _

- Production of automobile engines of 2,500 cc or less with a minimum capacity of 150,000
units a year.

- Production of automotive diesel engines of 3,500 cc or less with a minimum capacity of
100,000 units a year

Foreign investment will be admitted for the production of automobiles, motorcycles and engines
on condition that more than 50% of equity is local capital. Foreign investment projects will be
subject to various requirements established by the China government. Major requirements are:
- Preference to local parts procurement |
- Transfer of up-to-date technologies

- - Establishment of R&D facility for the development of new products
3.5.2. Automotive Parts and Components Development Policy

The China government put emphasis. on intensive production and technical improvement of
automotive parts and components industries. Among automotive parts and components, the

following items are designated as priority products:

- Automotive parts and components: Key parts and components of passenger
vehicles _ o o : '

- Man transportation vehicles (Category M):  Chaises of large- and medium-sized buses

- Goods transportation vehicles (Category N): New types of engines

- Motorcycles (Category L): _ - Engines

- Technical equipment: ) " Moulds and dies
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- Basic parts: Casting and forging parts

In order to encourage the automotive parts and components industries, the China government will
designate priority items on the basis of the new automotive industry policy. The government will
provide preferential measures in terms of financing and taxes with the production of designated
items. The government has a policy of making intensive investments in projects newly starting the
production of most important parts so that large-scale production may be possible at the time of

start-up,

The China government will take the following measures against automotive manufacturers for the
promotion of localisation.
i. Restriction on assembly of imported SKD and CKD parts
A localisation target will be given at the approval of a new CBU unit production project.
The local content ratio will be a minimum of 40% at the start, 60% from the third year after
the start of production, and 80% in the future.
1ii. Application of preferential import duty rates on parts imports according to the level of
localisation ratio
The preferential import duty rate will change at 40%, 60%, and 80% localisation ratios for
man'transpdrtatioﬁ vehicles (Category M) manufactured with technical assistance. It will
change at 50%, 70%, 90% localisation ratios for goods transportation vehicles (Category
N) and motoreycles (Category L) manufactured with technical assistance. As regards 1)
automobiles and motorcycles, and ii) vehicles based on technical assistance with key parts,

it will change at 50%, 70%, and 90% localisation ratios.

4-39 -






CHAPTER 5. POSSIBILITY OF INVESTMENT AND TECHNICAL
TIE-UPS FROM JAPAN

1. FOREIGN DIRECT INVESTMENT OF JAPAN IN ASIA
1.1. Trends in Investment by Japanese Companies in the Manufacturing Sector in Asia
(1) Growing Investment in Asian Manufacturing

Japan's foreign direct investment reached a cumulative US$463.6 billion for the fiscal years
- 1951 to 1994 (Ministry of Finance, "Figures on Notifications of Foreign Direct Invest—
‘ment"). Of this, 27.8% or US$128.9 billion, went to the manufacturing sector.

The reason Japanese companies have been investing so heavily in the manufacturing scctor
is their need to cope with the sharp appreciation of the yen which followed the Scptember
1985 Plaza Accord and rising domestic labor costs. From FY1986 to 1988, Japancse
foreign investment in the manufacturing sector pretty much doubled each year. Investment
hit a peak in FY1989 when it reached US$16.28 billion. As a tesult of this, foreign
mvcstment in the manufactunng sector for the three years from FY1988 to 1990 reached
US$45.58 bllho_n or about four-tenths of the cumulative investment for 1951 to 1993
(Refer to Table 5-1-1). ' |

“As the 19905 rolled around and the economic bubble of qpeculatlvc real estate and stock
prices in Japan burst, companies began reevaluatmg their overscas strategies in hght of
their deteriorating pl’Of]tS They became more selective and prudent over foreign invest—
ment. As a result, foreign investment in the manufacturing sector in the three years from

_ FY1991 to 1993 fell to US8$33.5 billion,. down 27% compared with. the prc.cedmg three -
years. ' . -

Since the sprlng of 1993 as the yen has apprccmtcd even faster, foreign investment in

. manufactunng entcrprxses has begun fo increase once again. In FY1994, investment rose
23.8% comparcd with the previous -year to hit US$13.78 billion.  Further, with the yen
hovenng at about the US$1 85yen cxchangc rate, domestic productmn costs have grown in
relative wc1ght and thc profltablhty of ex1st1ng exports has deteriorated. The increase in
overseas productlon almcd at rcveme 1mports should thcreforc continue in 1995 and onward
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Duc to the growth in foreign dircct investment since the mid-1980s, the ratc of overseas

production by Japanese companies (sales of local affiliates/sales of domestic company) has .

also steadily risen. According to a basic survcy of overseas business activities run by the
Japanese Ministry of Intcrnational Trade and Industry, the ratc of overseas pro_duction. has
continued rising cach year from the 3.0% of FY1985 and reached 7.4% in FY1993. In
particular, there has been high growth in machinery and equipment. The rate of overscas
production for these items rosc from the 4.8% of FY1986 to 17.5% in FY1992.

The rate of overseas production of machinery and cQuipmcnt is expected to grow in the futurc
as well. Along with this, foreign investment by automotive parts manufacturers should also
increase. At the same time, local demand for durable consumer goods has been rsing in the
Asian countrics since the mid-1980s along with the risc in the level of income in those
countries. ‘Direct forcign investment in the manufacturing sector in Asia (ASEAN and China)
should continue to grow.

(2) Gradual Shift in New Japanese Investment in the Manuchtunng Sector from ANIEs to
ASEAN and China.

The followmg is a review of the trends in foreign investment in the manufacturing sector of
Asia (flow) in the past 10 years. Japanese mvcstmcnt in the manufactunng sector. in Asia
stood at around US$500 million in the wo fiscal years of 1984 and 1985. Due _to the
appreciation of the yen which began after the Plaza Accord, however, investmcﬁt in Asia rosc
sharply. It rose 74.7% in FY1986 from the previous year to US$804 million; rose 108.8% in
FY1987 to US$1.68 billion, essentially doubling, and hit US$3.22 billion in FY1989.  Along
with the collapse of the "economic bubble” in Japan, howcver, invcstmént fell to US$3 07
billion in FY1990 and US$2.93 billion in FY1991. FY1993 saw the yen appreciate again and
consequently a 17.8% increase in investment to US$3 66 billion.- The share of Asia in the

overall investment in the manufacturmg sector -has grown steadily since FY1990. 1t ch_mbcd_

to 23.8% in 1991, 30.9% in 1992, and 32.9% in 1993 and is now. the largest it has ever been

in the past 10 years. This reflects the shift of Japanese businesses to Asia. (Refer to Table

5-1-1)

A review of the new foreign investment in the manufactunng sector f()r the paqt 10 years' also -
shows that the trend in investment by Iapancsc companies has been for a major shift away -

from the ANIEs (South KOI'Cd, Taiwan, Hong Kong, and Singapore) to’ ASEAN (Malaqu,
Thailand, Indonesia, and the Philippines) and from ASEAN to Chma Invest_mcnt in the
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ANIEs jumped 40 to 60% a ycar from FY1984 to FY1987. It fell once in FY1988, but hit
a peak of US$1.35 billion in FY1989. In the 1990s, however, investment retreated up until
1992.

Investment in ASEAN plummeted from the US$300 million, 1.7-times the investment in the
ANIEs, in FY1984 by 45% in the following year, but grew continuously from FY1986 to
FY1990 when it reached US$2.03 billion. Since FY1991, however, investment in ASEAN
has fallen as a general trend due to (1) the impact of the bursting of the economic bubble in
Japan and (2) the shift to China.

Japanese investment in the manufacturing sector of China increased 2.9-fold in FY1988 from _
the previous year to reach US$200 million. Investment tumbled in FY1990 due to the
after—shocks of the June 1989 Tiananmen Square crackdown, but broke through the US$300
miltion mark in FY1991 and doubled to US$650 million in FY1992 and doubled again to
US$1.38 billion in FY1993.

A comparison of the trends in Japanese investment in the overseas manufacturing sector (not
including teinvestment of profits and local loans) over S-year terms shows that there has
indeed been a clear shift from the ANIEs to ASEAN and on to China. Investment in the
ANIEs totaled US$2.65 billion from FY1984 to 1988 and US$3.97 billion in FY1989 to 1993.
The change from one five—year period to the next was 49.4%. Investment in ASEAN totaled
US$2.75 billion from FY1984 to 1988 and US$8.81 billion from FY1989 to 1993 for an
increase from one five—year period to the next of 223%. A look at investment in China shows
that investment totaled US$3.38 billion from FY1984 to 1988, which was just 12.3% of the
investment in the ANIEs and ASEAN, but totaled US$2,70 billion from FY1989 to 1993 or
no less than an 8-fold inc;:ca_sc from one five—year term to the next.

Statistics on investments notified to thc Japanese Ministry of Finance, however, do not include
local reinvestment of profit and increased mvegtmcnt using loans, Accordingly, if these are
included, then probably Japanese investment in the manufacturing sectors of both ASEAN and
* China should continue: increasing for 20 to 30 years or so starting from the mid-1990s,
assuming political stability. ' ' | ' '
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(3) Transport Equipment and Parts Makers Stress ASEAN and China

Now presented is a look at the trends in investment by Japanese companics in the
transportation cquipment sector of Asia since the Plaza Accord, as broken down by
recipient region or country (Refer to Table 5-1-2). '

Investment in the ANIEs totaled US$259.5 million from FY1986 to 1988 (11.7% of total
investment in the ANIE manufacturing scctor), US$164.6 million from FY1989 to 1991
(5.9%), and US$94.3 million from FY1992 to 1993 (8.0%). Investment has accordingly
fallen as a general trend.

Investment in ASEAN rose from the US$193 million of FY1986 to 1988 (8.5% of total
investment in ASEAN manufacturing sector) to US$511.6 million (9.3%) in FY1989 to.
1991, thereby increasing 165% from one threc—year period to the next. There can be said
to have been a continued shift from the ANIEs. Investment totaled US$159 million from .
FY1992 to 1993. The share in total investment in the ASEAN manufacturing scctor
conscquently fell to 4.8%.

The trends in investment by Japancse companies in the transport equipmcnt sector of
Malaysia will be compared here with those of competing countries. Investment totaled
US$91.2 million from FY1986 to 1988, Malaysia came in third behind Taiwan and South
Korea and accounted for 47% of the investment in ASEAN. Investment fell to US$40.4
billion from FY1989 to 1991, causing Malaysia to fall to fifth place behind, in order,
Indonesia, Thailand, South Korea, and the Philippines. Malaysia's share in investment in
ASEAN also plummeted to 7.9%. Investment faltered further to US$11.5 million from
FY1992 to 1993. Malaysia reccived one-tenth of the investment going to China and
secured only a 7.2% share of investment in ASEAN - less than the shares of Thailand, the
Philippines, and Indonesia. ' S '

Investment in China doubled from the US$4.9 million total of FY1986 to 1988 to US$11.2
- million for FY1989 to 1991 and reached US$116 million in the two years of FY1992 and
1993 or a seven—fold rise from the US$16.7 million total for FY1983 to 1991. This shows

the gradual shift of new foreign investment by Japanese transport equipment (and parts)
| manufacturers from the ANIES to 'ASE_AN and on to China. |
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1.2. Motivation of Japanese Companies in Investing in the Asian Manufacturing Sector

The results of the examination of the motivations behind the investment by Japanese
companies in the Asian manufacturing sector, using surveys of the Japan External Trade
Organization (JETRO) and the Export-Import Bank of Japan, arc as follows.

(1) "Local Market" Blggcst Motivation Behind Investment in ASEAN Manufacturing
Sector

In a 1987 survey (330 companics responding) of JETRO, 65.2% of the companies which
had made investments in the four ma_}or ASEAN nations (Malaysia, Thailand, the
Philippincs, and Indoncma) since the Plaza Accord (fall of 1985) responded that their
motivation was to "sccure local market". This was followed by 16.7% responding "cxport
to Japan" and 13.3% "export to third countries other than Japan".

Here, the findings of a survey conducted in December 1993 are discussed. The survey
covered the four main ASEAN nations, Singapore as representative of the ANIEs, and four
countries in Southwest Asia (India, Sri Lanka, Pakistan, and Bangladesh), ninc countrics
in total, and was sent out to a total of 913 companics, of which responses were obtained
from 866 companics.

Among the valid réSponses, the no. 1 motivation for investment by Japanese companies in
Asia (multiple answers) was “"expansion of channels into local market", given by 336
companies or 38:8% of the total. This host market-oriented motivation for investment
proved to be the no. 1 reason for investment in ASEAN as well, with 255 companics
(37.0%) out of 690 indicating it. This may be seen as corresponding to the improvement
in-income levels and the incrcase in demand potential in the ASEAN countrics. The no.

~ 2 motivation for investment in Asia was the export—oriented "export to third countrics”,

given by 146 companies (16.9%), and the no. 3 motwanon was "requests by Japanese
customers”, given by 134 companies (15.5%). The no. 2 motivation for investment in
ASEAN was a tic between "export to third countries” and "requests by Japancse
customers", given by 108 companies each (15 7%). Despite the continued appreciation of

‘the yen since 1993, only 100 companies (14.5%) gave "dcaling with the higher value of

the yen" as'a motivation for their investment in ASEAN. This was less than even the 106

companies (15.4%) mentioning "securing manpower".
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A look by country shows that the no. 1 motivation for all countrics was "expansion of
channels". The no. 2 motivation, however, was "requests by Japancse customers" for
Malaysia, given by 24.3% of the respondents, "securing manpower" for Thailand, given
by 18.1%, "export to third countries” for thc Philippines, given by 23.7%, and a tic
between "securing manpower” and “"export to third countries” for Indonesia, given by
13.2% cach. The no. 3 molivation for Malaysia was "export to third countries" and the
no. 4 one was "dealing with the higher valuc of the yen". "Securing manpower" can be
said to indicate an orientation toward labour intensive operations and was ranked no. 5 for
Malaysia. This would seem to suggest that unlike in Thailand and Indonesia, investments
made by Japanecse companié,s in Malaysia were shifting away from labour intensive
projects to export oriented projects (Refer to Table 5-1-3).
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(2) Increase in "Export to Third Countrics" as Motivation for Investment

The Export—Import Bank of Japan has run questionnaire surveys of reasons for investment
by Japanese manufaciuring cnterpriscs with investments in Asia (companies having threc
or more overseas affiliates including one or more production bases) since 1990.

The Ex-Im Bank survey found the no. 1 reason for investment in the ANIEs from FY1990
to 1993 was "maintaining and expanding the local market”, given by 50% to 60% of the
respondents, - This was followed by "development of new markets" by 13.6% to 19.7%.
The FY1993 survey, however, found "export to third countries” given by 26.3% of the
respondents — a great increase from the 5.6% of FY1990. On the other hand, "dispersion
of production bases overseas (horizontal international specialization)" continued to fall as
a reason for investment each year from the 18.5% of FY1990 and hit 8.8% in FY1993.
"Reverse imports to Japan" dropped sharply as a reason from the 16.7% of FY1990 to
6.5% in FY1992, but recovered to 11.3% in FY1993,

The no. 1 reason for investment in ASEAN from FY1990 to FY1993 was "maintaining and
expanding the local market", given by 46.4% to 50.5% of the respondents. Investment for

"export to third countries” grew by a large margin from the 13.3% of FY1990 to 32.4%

in FY1993. The percentage of companies which stress "securing an inexpensive labour
force" as a reason for investment in ASEAN has been dropping. It fell from the second
place 38% of FY1990 to 20.0%, fourth place, in FY1993. Also with 20%, fourth place,
came "development of new markets” and "dispersion of production bases overseas
{(horizontal international specialization)". "Reverse imports to Japan" fell as a rcason from
the 17.7% of FY1990 to 8.7% in 1991, but recovered to third place, 21.0%, in FY1993
(Refer to Table 5-1-4). ' '
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1.3.  "Political and Social Stability" Major Reason For Selection of Malaysia

According to a December 1993 survey by JETRO, the rcason most {requently mentioned
by Japanese companies for selection of a host country in Asia (ASEAN and Southwest
Asia) was "political and social stability". This was mentioned by over half of the 877
companics giving valid responses, that is, 476 companics or 54.3%. This was followed by
“the low level of labour costs”. {Refer to Table 5-1-5)

This reason was given by 58.0% of the companies for ASEAN on an average. By
individual country, it was the no. 1 reason for selection of Indonesia, given by 66.4% of
the respondents, and of Thailand, given by 62.2%. The no. 1 reason in the case of the
Philippines was sccuring a "labour force", given by 68.3% of the respondents, and the no.
2 reason was "the low level of labour costs”, given by 51.7%. This shows the high weight
of labour—intensive type investments. '

The biggest reason given by Japanese companies for the sclection of Malaysia as a site for
investment, however, was its "political and social stability”, given by 163 or 75.8% of the
215 companies responding. The degree by which Malaysia is so highly evaluated exceeds
the 74.2% for Singapore and far outstrips the 55.1% average for the four main ASEAN
countrics. Malaysia has cnjoycd continucd political stability, including law and order,
since 1980. Stability of the society will continue to be sdught after in the future as a plus
point in investment environments. The second biggest reason given for the selection of
Malaysia as an investment site was "incentives for forcign investruent”, given by 115 or
53.5% of the companics. This is higher than the average 34.1% for ASEAN and the 28.3
% for Thailand. Other highly appreciated factors were "the low level of labour costs",
mentioned by 105 companies (48.8%) and the "infrastructure”, mentioned by 99 (46.0%).
In particular, this high evaluation of Malaysia's infrastructure stands second only to the

74.2% of Singapore and, compared with the average 17.4% for ASEAN as a whole, shoWs: -

Malaysia's superiority in this regard, The "export incentives” of Malaysia were g'ivcn high
marks by 42 or 19.5% of the companies, which comes in second behind the 21.2% of
Thailand.

A factor which was less highly regarded comparcd_ with ASEAN as a whole, on the other
hand, was the "futurc potential of the domestic market". This was mentioned by a low

28.4% of the responding companies for Malaysia, compared with 73.1% for India, 59. 1%
for Indonesia, and 40.3 % for Thailand.
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1.4. Problems in Operations of Japanese Businesses in Asia (9 Countries)

The Japanese manufacturing enterprises engaged in local production in the four main
ASEAN countries, Singapore, and four Southwest Asian countries (these nine countries in
Asia hercinafter referred to as "Asia") are facing various problems in management and
operations.

The December 1993 JETRO survey found that the biggest problem mentioned was "labour
problems”. A total of 58.9% of the companies operating in Asia, 57.7% for the four
ASEAN countries as a whole, and 80.7% or eight-tenths of the 212 companics in
operation in Malaysia mentioned this as a problem. "Labour problems” were also given
as the no. 1 difficulty by companies operating in Thailand (Refer to Table 5-1-6). This

is due mainly to the job hopping, in particular, head-hunting, in those countries.

Mentioned second most frequently as a problem in Asia and ASEAN was the "wage
increases for workers”. This was menticned by 48.4% of the companies for Asia and
45.4% for ASEAN as a whole. Rising wages proved to be the biggest problem in
Singapore and was mentioned by 80.6% of the respondents. Even Japanese companies
operating in Malaysia and Thailand have given rising wages as the second most_difficult
problem they face since the start of the 1990s. '

On the other hand, a balanced system of wages is considered necessary in the sense of .

ensuring a level of wages enabling an increase in demand for durable consumer goods,
among other factors. The problem mentioned third most often for Malaysia was "unstable
exchange rates" (39.6%), followed by "quality control" (39.2%), "competition with other
companies" (36.3%), "visa and working permits" (29.7%), "capital procurement” (27.4%),
"infrastructure” (22.6%), and "complcx'administrativc procedures' (21.2%).

Among the problems from no. 3 on down, the ones which stand out most particularly in -

Malaysia as compared with the average for ASBAN are "visa and working permits”,

"royalties”, and "foreign investment policy”. "Visas and working permits" was considered

a problem especially highly compared to the 12.7% of companies mentioning it for
Thailand, 11.5% for India, 10.5% for the Philippines, and 9.3% for Singapore, Hopefully,
the Malaysian authorities will take steps to improve this situation, "Tariffs", on the other

hand, was considered a problem by 51.9%, or the majority, of the 'JapaneSe companies in

Thailand, but only 9.9%, hardly a problem, in Malaysia. Further, those companies in
Malaysia which considered the infrastructure to be insufficient wanted improvements in

5-14



their industrial water supplies and power supplics. A smaller percentage considered this
a problem compared with the other ASEAN countries.
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Table 5-1-6. Problems in Operations of Japanese Companies in Asia
(Multiple Responses to Questionpaire)

Malaysia Thailand Philippines Indonesia 4 ASEAN Singapore 4 South-

9 Asian

countries west Asian countries
countries
No. of responding 252 283 57 140 692 129 60 881
companies

Foreign investment 38 17 7 24 g6 ] 4 91
policy 17.9 6.0 12.3 171 12.4 0.8 6.7 10.3
Caphial procurement 58 53 .20 18 I69 5 32 206
27.4 18.7 35.1 27.1 24.4 39 53.3 23.4
Local conlent 19 9 3 12 43 3 4 50
requirement 9.0 3.2 5.3 8.6 6.2 2.3 6.7 5.7
Obligatory export 18 33 g 3 63 - 3 66
8.5 1.7 15.8 2.1 9.1 - 5.0 7.5
Remittance of profits 16 9 - I 20 2 4 26
4.7 3.2 - 0.7 2.9 1.6 6.7 3.0
Royalties 23 7 1 7 38 5 9 52
10.8 2.5 1.8 5.0 5.5 3.9 15.0 5.9
Tariffs 21 147 16 55 239 4 30 273
9.9 51.6 28.1 39.3 34.5 3.1 50.0 31.0
Domestic taxes 9 30 14 41 94 6 26 126
4.2 10.9 24.6 29.3 13.6 4.7 43.3 14.3
Complex administrative 45 76 21 68 210 2 25 237
procedures 21.2 26.9 36.8 48.6 30.3 1.6 41.7 26.9
Labor problems 171 162 23 43 399 98 22 519
80.7 57.2 40.4 30.7 577 76.0 36.7 58.9
Visas and working 63 36 6 28 133 12 - 5 150
permits 29.7 12.7 10.5 20.0 19.2 9.3 B.3 17.0
Infrastructure 48 91 31 56 226 2 26 254
22,6 32.2 54.4 40.0 32.7 1.6 43.3 28.8
Law and order 5 8 19 7 39 - 1 50
2.4 2.8 333 5.0 5.6 - 18.3 5.7
Political instability - 4 5 - - I 11 21
- 1.4 8.8 . 1.3 0.8 18.3 2.4

Unstabie exchange rates 84 102 34 55 275 79 21 375
39.6 36.0 59.6 39.3 39.7 61.2 35.0 42.6
Market conditions 39 74 7 35 155 33 14 202
18.4 26.1 12.3 25.0 22.4 25.6 23.3 22.9
Competition with other 77 6% 13 47 206 71 16 293
companies 36.3 24.4 22.8 336 29.8 55.0 26.7 33.3
Joint venture partners g 15 4 22 49 2 5 - 56
3.8 5.3 7.0 15.7 7.1 .6 8.3 6.4
Technical transfers 43 69 4 27 143 20 6 169
20.3 24.4 7.9 1%.3 20.7 15.5 10.0 19.2
Quality control 83 129 12 S0 274 g 23 335
39.2 45.6 21,1 35.7 39.6 29.5 38.3 38.0
Wage increases for 98 155 22 39 314 104 8 426
workers 462  54.8 38.6 27.9  45.4 80.6  13.3 48.4
Others 12 13 4 i 30 3 9 42

5.7 4.6 7.0 0.7 43 23 15.0 4.8

Notes:  Figures in upper rows indicate number of responding companies, ﬁgurcs in lowcr Tows’ %

Source: Japan External Trade Organization, December 1993 survey.
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3. REASONS FOR INVESTMENT AND PROBLEMS IN OPERATIONS OF
JAPANESE TRANSPORT EQUIPMENT MANUFACTURERS IN MALAYSIA

2.1. "Securing Market” and "Requests of Clients”, Main Reasons for Investinent

JETRO Kuala Lumpur conducted a questionnaire survey of 566 'Japancsc affiliated
manufacturers in Malaysia in December 1994. It received replies from 254 of them.

The survey found that the biggest rcason Japanese companices invested in the Malaysian
manufacturing sector was "cxpansion of channels into local market", given by 83
companies (33.3%). This was followed by "requests of Japanese customers”, given by 62
companies (24.9%), "dcalmg with the higher value of the yen", given by 40 (16.1%),
"securing manpower”, by 37 (14.9%), and "export to third countries", given by 36 (14.5%).

[n the transport equipment sector (12 manufacturers, including manufacturers of auto parts),
the no. 1 motivation for investment was "expansion of channels", given by six companies
(50. 0%) followed by "avoidance of import restrictions”, given by four companies (33.3%),
and "requests of Japanese customers”, given by three companies cach (25%). (Refer to
Table 5-2-1).

The four companies which gave import restrictions as reasons for investment werc all
automobile manufacturers.  Most of the automotive parts manufacturers, including
companies making electrical equipment, invested for "cxpansion of channels" and "duc to

requests of Japanese customers”.
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2.2. "Polifical and So.cial Stability" , Biggest Reason for Selection

The biggest reason that Japanese companics decided to set up production in Malaysia was
the "political and social stability". A total of 177 or 72.8% of the 243 responding
companics gave high marks to Malaysia for its social stability. This was followed by
"incentives for foreign investment", given by 50.6% of the respondents, and "infrastruc—
ture", given by 46.1% — all high marks (Refer to T able 5-2-2).

The no. 1 reason why the transport equipment manufacturcrs selected Malaysia was again
the "political and social stability” (72.7%). ‘This was followed by "infrastructure®, given
by seven companies (63.6%).

Only about one-tenth, or 25, or the 243 responding companics gave "high level of
supporting industries” as the reason for their sclection of Malaysia. Of these 25, 9
clectronic and clectrical cquipment manufacturers, three ferrous and nonferrous metal
manufacturers and two metal products and other manufacturcrs, and transport cquipment

manufacturers, each gave a good assessment of the level of technology in Malaysia.

Regarding the Malaysian subcontractors which constitute the supportmg industries, of the
151 companies responding, 2 firms indicated that they were "very satisfied” with them, 104
firms indicated that they were "fairly satisfied”, and 45 firms indicated that they were
vdissatisfied”. Ten of the 12 transport equipment manufacturers surveyed responded. Out

' of these, one indicated "very satisfied” , while five stated that they were "fairly satisfied"

, and four firms indjcated "dissatisfied".

Note that of the 137 Japancse manufacturers in Malaysia responding, 104 gave "training
of local subcontractors” in 1esponse (multiple) to the question over the "means for
mcreasmg local procurement”. This was followed by 39 companics mentioning "increased

~in-house production” and 29 mentioning "requests to Japanese subcontractors to invest

iocally" .
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2.3. Probiems in Operations

The 12 Japanesc transport cquipment manufacturers operating in Malaysia gave the

following as problems in operations as of December 1993:

Table 5-2-3 Problems in Operations of Japancse Transport Equipment
Manufacturers in Malaysia (Multiple Responses)

Problem No. of responses Yo
Labor problems _ 10 83.3
Unstable exchange rates 6 50.0
Wage increases for workers 5 41.7
Local content requirements 4 33.3
Competition with other companies 4 333
Domestic taxes 4 333
Market conditions 3 25.0
Foreign investment policy 3 25.0
Obligatory export 3 25.0
Technical transfers 3 25.0
Tariffs, customs 3 25.0
Visas and working permits 2 16.7
Quality control 2 16.7
Capital procurement 2 16.7
Infrastructure 2 16.7

Source: Japan External Trade Organization, December 1994 survey.

Of the 208 manufacturers in Malaysia which responded to the survey, 175 (84.1%) gave
"labour probicms" as their no. 1 problem in operations. This was followed by 139 (66.8%)

with "wage increases for workers", 109 (52.4%) with "unstable exchange rates", 77(37.0% o)
with "visas and working permits”, 71 (34.1%) with "quality control", 64 (30.8%) with
"competition with other companies", 52 (25.0%) "technical transfers”, 51 (24. 5%) with
“tariffs, customs”, 48 (23.1%) with "complex administrative procedures”, 43 (20.7%) with
~ "capital proc.urement"-, and 40 (19.2%) with "forcign investment policy".

The manﬁfacturers as a whole share with the transport equipment manufacturers a common
pcrccptlon of the followmg as problems: labour problcms mostly head hunting of workers,
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the low level of quality control, the unstable market conditions, and rising wages.

The "local content requirement” mentioned as a problem by four of the transport equipment
manufacturers was mentioned by only seven of the 79 electronic and elcctrical equipment
manufacturers, and by only 27 (10.6%) of all of the respondents. This reveals that the
automobile assemblers are more troubled with the proce'ss of conversion to local content

in Malaysia.

An institutional problem mentioned was the difficulty associated with obtaining issuance
of "visas and working permits". Twenty six (32.9%) of the clectronic and electrical
cquipment manufacturers gave this as a problem. Hopefully the Malaysian government
will do something to improve this situation.

"Technical transfers” was given as a problem by 12 (out of 65 responding) clectronic and
electrical equipment manufacturers with deep relations with the automotive parts industry,
four (out of 18) metal product manufacturers, four (out of 14) ferrous and nonferrous metal
manufacturers, two (out of four) precision equipment manufacturers, and three (out of 10)
transport equipment manufacturers, or a total of 25 out of 208 responding companies. This
corresponds to 25.0%, which is higher than the average 20.5% for the whole. Behind this,
in part, is the need for programs for training manpower.
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3. TRENDS IN OVERSEAS INVESTMENT BY JAPANESE AUTOMOTIVE PARTS
MANUFACTURERS - From the Questionnaire Survey of the JICA Study Team

3.1. Possibilities for Investment in Malaysia
(1) Objective of the Questionnaire Survey

Malaysia has been undergoing rcmarkable economic development and industrialization in
recent years duc to the aggressive investments being made by private scctor companics
from Japan and other countries, and the cfforts of the Malaysian government to promote
‘industrialization. On the other hand, however, a major problem has arisen duc to the
underdevelopment of the supporting industries required for that rapid growth.

The Malaysian government is trying to'promote the automobile industry as a strategic
industry to follow the clectrical and clectronics industry. From this point of view, it has
requested the assistance of the Japanese govemment in formulating a master plan for
promotion of the automotive parts industry.

Tapancse automotive parts companics, which have assisted fhe Japanese automobile
industry with their sophisticated technical expertise, are for their part facing pressing issucs
such as the need for intcrnationalization of their businesses and boosting competitivencss
due to (1) the rising rate of overseas production of automobile assemblers, (2) increasing
competition with parts imported from abroad due to the appreciation of the yen, and (3)
the increasing demands for reducing costs from the _automobilc.asscmblcrs.

In view of this situation, the Study Team conducted a survey on the current state of
internationalization efforts in Japanese automotive parts companies and the future directjon
of their- business expansions into the countries of Asia so as to try to find ways for
Malaysian companies and Japanese ones to cooperatc in the future. The responscs to the
qﬁestionnaire werc collected from June to September 1994,

(2) Summa_fy of Survey Coverage.

Of the 'appmximatcly' 3,600 companies to which the questionnaires were. sent, valid
TCSpONses were obtained from'ﬁil. Of these 611 companies, 129 responded that thcy
might engage in some business with Maléysia, such as trade, investment, and technical
tieups. Of these, 41 responded that they currently (middle of 1994) had concrete plans for
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investment in Malaysia or wanted to invest there in the future.

Table 5-3-1 Future Intentions to Expand Business Overseas

Interest in Overseas Business Activitics No. of companics Share (%)
Not considering overseas investment 323 52.9
Intend to invest overscas or arrange technical 288 47.1
tie—~ups (of which, interested in Malaysia). (129) (21.1)
No. of effective responses - 611 100.0

Source : Questionnaire Survey of Automotive Parts Manufacturers in Japan, 1994,
JICA Study Team :

The 129 companies which indicated they might operate in Malaysia .w"crc distributed
regionally as follows: 59 in Kanto (45.7%), 49 in Tokai (38.0%), 18 in Kinki and Chugoku
(14.0%), and none in Hokkaido, Tohoku, and Shikoku.

By size of capital, the greatest number, 38, were in the 10 to 50 million yen range,
followed by 27 in the 3 to 10 million yen range, 24 in the 500 million yen or more range,
21 in the 100 to 500 million yen range, 14 in the 50 to 100 million yen range, and flve in
the less than 3 million yen range. '

The average capitalization was 66 million yen. The average number of clhployces was
463. By listings of stocks, five companies were listed on the First Section of the Tokyo
Stock Exchange, six on the Second Section, and 118 were not listed. This shows that
medium and small Japanese enterprises are finally looking closcly at Mala_ys'ia.

The products made by these compan'ic's are shown in the following table. Engine paﬁq-are
made by the greatest number, 46 companies (35.7%), foilowed by chassis related pal’ts by '
39 (30.2%) and transmission parts by 19 (14.7%). . '

By type of vchicle, 118 companies (94 4%) wére making parts for passenger cars, 67
(53.7%) for pickups and trucks, 56 (44.8%) for ldrgc sized trucks 36 (28 8%) for large
sized buses, and 35 ( 28.0%) for motorcycles.
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Table 5~3-2. Products of Companics Interested in Doing Busincss in Malaysia

Products No. of companies Share (%)

Engine parts 46 359
Transmission related parts 19 14.7

& Electrical components 7 5.4
Brake parts 13 10.1
Suspension and steering related parts 3 2.3
Wheel parts 6 4.7
Chassis related parts 39 30.2
Accessories . .6 4.7
Others ' 21 16.3
No. of companies giving valid responses 129

Notes: Total of shares exceeds 100% due to multiple responses.
Source: Same as previous table.

The customers to which these products were delivered were, most often, assemblers in the
case of 87 companies (67.4%), followed by primary subcontractors in the case of 62
companies (48.1%). However, 26 companies (20.2%) were also shipping repair parts
directly to the REM market.

In recent years, the rate of overscas procurement of parts by the auto makers has risen. Just
under 80%, or 100, of the 129 automotive parts companies which indicated they wanted
to do business in Malaysia said that the value of their transactions has gone down as a
result, as shown in the following table.
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Table 5-3-3. Effects of Overscas Parts Procurement Strategy of Business Partners
on Value of Transactions

Effect No. of companies Share (%)
Considerably down 30 23.8
Somewhat down 70 - 55.6
Almost no change i8 - 14.3
Somewhat up 8 : 6.3
No response 3 . 2.3
Total 129 100.0

Source: Same as previous table.
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3.2. TIntentions of Japanese Autometive Parts Manufacturers to Invest Overseas

(1) Companies Which Might Invest in Malaysia Still in Minority

Of the 129 companies which indicated that they wanted to do business in Malaysia from
June to September 1994, 93 (72.1%) had no experience with overscas investment, while
36 (27.9%) did.

Of the 36 automotive parts manufacturers which already had invested oversecas, four had
invested in Malaysia. In ASEAN, nine companies had invested in Thailand, three in
Indonesia, and two in the Philippines. The most frequent site for investment was North
America, by 22 companics. In the ANIEs, cight companies had invested in Taiwan, four
in South Korea, and onc in Singapore. Four companies had also invested in China.

Of the Japanese 129 automotive parts manufacturers interested in doing business in
Malaysia, 13 responded that they "currently have concrete plans for overseas investment”
and 108 indicated that they "still have nothing concrete, but intend to invest overscas”.
These 121 companics constitute less than 4% of the approximately 3,600 automotive parts
makers to which the questionnaircs were sent. But 46.8% of the 258 companies indicated
that they "have plans for investment/intend to invest" in other countrics.

By way of note, of the 611 auto parts manufacturers which responded to the survey, 127
gave China as a prospective site for foreign investment as of mid-1994, followed by 57
mentioning Thailand, 41 Malaysia, 29 North America, 27 Indonesia, 15 the Philippines,
nine Taiwan, and cight South Korca,

~ (2) "Dealing With Higher Value of Yen" Top Motivation for Foreign Investment by
Japanese Automotive Parts Manufacturers

Of the 302 companics giving valid responses (multiple), 162 (53.6% of responses) gave
the "reduction in price competitiveness of domestic production in Japan due to appreciation
of yen" as the biggest reason/motivation behind overseas investment. Coming in at sccond
" place was avoidance of the "high costs in Japan for land, labour, power, etc.", noted by
124 companies (41.1%). This was followed by "shrinking of Japancse domestic market
due to overseas investments of customers” given by 112 companics (3’7.1%), "meeting
request for overseas investment from parent company or other affiliated company” by 84
éompénies (27,8%), and "part of aggressive overseas strategy” by 81 (26.8%).
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The no. 1 motivation for investment in Malaysia was "dealing with the higher yen",
mentioned by 61.5% of the companies interested in doing business in Malaysia (122
companies, multiple responses), no. 2 was "shrinking of Japanese domestic market” by
45.9%, no. 3 was "production costs” by 36.1%, no. 4 was "part of overseas strategy" by
31.1%, and no. 5 was "requests by parent company" by 24.6%.

(3)  Stress in Selection of Investment Site is on "Competitiveness in Quality and Cost
of Labour'

When Japanese automotive parts manufacturers decide whether to select Malaysia as an
investment site, the factor they stress most is "labour competitive in quality and costs".

Among the multiple responses of the 100 companics, 76 stressed labour productivity.

This was followed by a stress on the domestic Malaysian market, the acquisition of raw
materials, the state of the infrastructure such as power, water, transportation, and
communications, the securing of engineers and skilled workers, and the existcncé of
reliable local partners. (Refer to Table 5-3-4).
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Table 5-3—4. Points Stressed in Seclection of Malaysia for Investment

Points stressed No. of responding Rank
companies
Are there domestic customers and market in host country? 67 2
Can engineers and skilled workers be secured? 51 5
Is labor competitive in quality and costs? 76 1
Can materials be obtained locally? 62 3
Are there part suppliers and other related companies ' 36 8
locally?
Can factory sites be acquired inexpensively? 18 10
Is infrastructure, e.g., power, water, transport, and 60 4
communications, sufficient? _
Are there generous incentives for overseas investment? 35 9
Are there full inspection organizations, laboratories, and ‘ 1 14
other facilities?
Is there reliable local partner? 49 )
What about the local financial situation? Are interests low? 5 13
Are feelings toward the Japanese good? Is there 17 il
enthusiasm over attracting investment?
Is country politically stable? 38 7
s there economic growth potential? Is inflation low? 14 12

Notes: Multiple responses by 100 companies g giving valid responses.

Source: Same as previous table.

(4) Evaluation of Investment Factors Stressed

Regarding the mabour competitiveness" stressed the most when lapanese auto parls
manufacturers invest, 43 of the 84 companies giving valid responscs rated Malaysia as
"reiatlvcly superior”, 32 rated it as "usual", and nine as being something to be “apprehen—

_ sive" about. Regarding the second ranked "market“ 30 (34.5%) of the 87 compames rated

Malaysia as superior, but 34 {41.5%) of 82 compamcs were "apprehensive” of Malaysia
when it came to the third ranked "raw materials”, (Refer to Table 5-3-5).
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Table 5~3-5. Evaluation of Malaysian Investment Environment by Japancse Businesses

Points stressed No. of valid Relatively Usual Appre-

7 reSpoNses supenior hensive

Are there domestic customers and market in host country? 87 30 29 28
Can engineers and skilled workers be secured? 75 15 37 23
s labor competitive in quality and costs? 84 43 32 . 9
Can materials be obtained locally? 82 15 33 34
Are there part suppliers and other related companies 6% 12 34 24

locally? |

Can factory sites be acquired inexpensively? 50 27 27 6
Is infrastructure, e.g., power, water, transport, and 77 20 45 12

communications, sufficient?
Are there generous incentives for overseas investment? 64 14 42 8
Are there full inspection organizations, laboratories, and 50 4 22 24

other facilities?

1s there refiable local pariner? 69 12 40 17

What about the locat financial sitwation? Are interests ' 33 - 38 I3
low?

Are feelings toward the Japanese good? Is there 64 3.7 22 . 3
enthusiasm over atiracting investment?

Ts country politically stable? &6 50 16 3

Is there economic growth potential? Is inflation fow? 53 33 ' 18 _ 2 .

Source: Same as previous table.

Malaysia was rated highly for "political stability” and "economic growth potential” and
"low inflation” among thése factors. These are major pluses when it comes to the

investment environment in Malaysia.
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(5) Hurdles up to Decision on Investment

Japanese automotive parts manufacturcrs, cspecially those which have had no cxperience
with overseas investment, have various difficult fcars and worries which they must
overcome before  deciding on overseas investment. The companies which might operate
in Malaysia but were having trouble in the dccision-making process or had trouble in the

‘i: past (108 companies giving valid responses) face various troubles. These arc indicated
below: '

Table 5-3-6. Hurdles in Decision on Overseas Investment by Companies Which Might
Operate in Malaysia (Multiple Responses)

Hurdles -~ No. of responding %

companies
Want to conduct local survey, but host country has no place 4 3.7
which can assist us.
Don't know how to conduct pre-investment survey 29 26.9
(feasibility study). |
Don't have the manpower 10 send over and station from 46 42.6
Japan even if constructing factory locally.
Want to hold majority or 100% of shares, but cannot due to 13 12.0
restrictions in host country.
Don't knbw how to find partner in host counlry; _ 30 27.8
Insufficient funds for investment. : 37 343
Cannot pin down customers for products made locally. 37 . 343
Apprehensive over managing local workets due to different 49 45.4
language and customs,
Don't know various procedures, laws, accounting systems, 48 44.4
 elc. _ o I '
" Apprehensive about safety of locally dispatched staff, 20 18.5

education of their children, etc. : . :
Notes-  Valid responses obtained from 108 of the 129 companies which might do
: business in Malaysia. No response obtained from 21 companies.

1" Source: Same as previous table, '
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The factor considered to be the most difficult hurdle is the "uncase over language and
customs”, The problem which most managers and cngincers of small and medium sized
Japanese enterprises still confront is the language barrier. This is a problem of language
cducation in Japan. No quick solution is in sight. It would be wonderful if the Malaysian
side could promote the study of the Japancse language as one countermeasure to this.
Overcoming "differences in custom™” is a matter of mutual effort, but the Malaysian side
could, as one countermeasure, publicize audio-visually the situation in Malaysia more
aggressively.

Regarding the "laws, institutions, and other methods", the Malaysian Industrial Develop~
ment Authority (MIDA) could supply information more positively to offices in Tokyo and
Osaka. As to the problems with "advance surveys" and "investment funds", it would be
possible to obtain some directions from various institutions in Malaysia and Japan as to
resolution of the problems.

Turning to the "partner in the host country”, mention may be made of the spread of the
RICOM system of MIDA in Japan. Among the 73 companies giving valid responses, 69
companies indicated they desired to make use of the RICOM registration system. '

(6) Auto Parts Manufacturers with Plans for Investment in Malaysia and Desiring to
Register in RICOM System

There were 30 Japanese automotive parts manufacturers having plans for investment in
Malaysia, or scheduled to formulate such plans, and desiting to register in the- RICOM
system. And there were 38 companies desiring for registration, but no intention to invest.
Hopefully MIDA will approach them quickly. (Refer to Table 5-3-7) '
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3..3. Possibility of Transfer of Technology to Malaysia
(1) Technical Transfers Mostly- by Medium and Large'Sizcd Companies

Of the 611 Japanese automotive parts manufacturers which responded to the questionnaire
survey, 507 gave valid responses rcgarding technical transfers (licensed). Of the 507
companies, 130 indicated that they were "already transferring technology" overseas. The
country recciving the most transfers of technology from these 130 companies was Taiwan
— receiving technology from 48 companics (37.8%). This was followed by South Korea,

" receiving technology from 47 companies (37.0%), Thailand from 41 companies (32.3%),

and Malaysia from 36 companies (28.3%).

Of the 47 companies interested in doing business in Malaysia, 14 were already transferring
technology to that country. At the same time, 19 were transferring technology to North
America, 19 to Taiwan, 18 to South Korea, 17 to Europe, 12 to Thailand, five to

Indonesia, and two to Finland. (Refer to Table 5-3-8).

A look at the capitalization of the companies providing technology to Malaysia shows that
the greatest number of corﬁpanics, 15 out of 36, gave 500 million yen or more as their
capital. Further, nine companies indicated they had capitals of 50 to 100 million yen, and
six, 100 to 500 million yen. This spcaks of the fact that most of the companies providing
technology were large corporations or medium sized firms.

(2) Tcéhnology Transfers to China on Verge of Increase

A total of 169 corﬁpanics indicated that they would positively respond to requests for
technical transfers from other countries. Of these, 152 specified which countries they

“would be interested in. Of these 152 companics, 100 companies indicated that they were
" interested in China as the country to transfer technology to. The previous table shows that

10 companies were transferring tcchnology to China as of mid-1994. The potential is
therefore 10 times that numer.

Fifty—six companies indicated they would look positively at transferring technology to
Malaysia, but this is less than the 67 interested in Thailand. Further, 34 companies were
interested in _Indonesia and 23 in the Philippines, so these countries are also becoming

~ competitors when it comes to technical transfers.
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(3) Companics Positive over Technical Transfers to Malaysia

There were 12 Japanese automotive parts manufacturers which indicated . that they cither
were alrcady transferring technology to Malaysia as of mid-1994 or would respond
positively if requested to do so in the future. (Refer to Table 5-3-10)

There were 12 companies which had not yet transferred technology to Malaysia, but had
transferred technology to other countries and would look positively over the transfer to
Malaysia if so requested. (Refer to Table 5-3-10)

Further, there were 20 companies which had not transferred tcchnology. overseas ‘as of
mid-1984, but would respond to requests for the same from Malaysia in the future, (Refer
to Table 5-3~10) '
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