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5.6 Comparison with the ASEAN Region
5.6.1 " Why Compared with ASEAN?

In this scction, the study of the autoparts sector in the ASEAN region (excluding
Brunei arid Singapore) is prescnted as a reference. However, one may doubt why
ASEAN was chosen. Mercosur has a longer history of the automobile industey and the
higher GDP per capita on average. Above all, the car production in Brazil alone was
muich larger than the total of the four ASEAN countrics in 1994 (Table VI-5-6-1). Why
are ]apém and Korea inappropriale?

Table VI1-5-6-1: Comparlson belm‘cn Mercosur and ASEAN counlries

Argentina Brazil Parapuay Uniguay
Population (1993; ,000) 33,483 156,406 4,651 3,147
GDP per capita (1993; US3$) 7,290 3,020 1,500 3910
Car Production (1994; ,000) - 409 1,581 NA NA
Production 1993 285 "NA® _ NA NA.

. : : indonesia ~ Malaysta  Philippines  Thailand
Papulation (1993; ,000) iI87,151 19032 65775 58,824
GDP per capita (1993, US$) 730 3,160 810 2,040
Car Production (1994; ,000) 126 200 C03 486
Production 1993 (eslimates) i85 . 285 128 572

*: slightly invecased,

The following reasons are taken into consideration. First, assembless localed in
Argentina and Brazil do nol have their own brands. T h_cy._ are subsidiaries or local
licensces of multinational assembless. Car assembly and autoparts pr0c1arcmcnl'i:1 _
Mercosur thus depend heavily on their global strategy. In contrast, national assemblers |
locate their headquarters in hp'm and Korea. Second, the ASEAN zmlomobllc mduslry is
rapidly growing, which in lum ﬁcﬂmlmg the localization of 'uuopaﬂs Is dymnucs
might bring interesting suggestions to the Mercosur industry. Th;rd, Ihe ASEAN
countrics, like the Mercosur countries, see the regional trade liberatization as a step'to
- prepare for the global liberalization. ‘The regional framework consists of the Brand to
Brand Complementation (BBC) and the ASEAN Free Trade Agreemeént (AFT)\).‘ _

5.6.2 Institutional Framework
‘(1) Trade, Localization and Tax Policy of the ASEAN Countrics

The policy of the four ASEAN countiies has been suminarized in Table VI-5-6-2.
Primary features of interest for comparis;on are:

U his chapler is largely indebled (o the two HCA nports (i) Report on the Development Plan o Promole lhu
Manufacturing Industry in Thailand, 1995 (herciipon JICA Thatland) and (if) Report on the Development Plan to
Promote the Manufac{urmg Industry in Malaysia, 1995 (hercupoa IICA Malaysia).
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(1)  Automobile trade has been liberalized (cxéept for Malaysia), but the tariff is still
- very high both for imported vehicles and CKD) components,

'_(2) | '\«!casumnem of local contents is based on the Given Point Syslun whercby the
investment promolion agency gives points to each component, Thailand and
Mqiaysia also adopt the Mandatory Delction, forcing assemblers to localize
desngnalcd components. !ndoncsm abolished the local contents regulation, but the
tariff is ruduced as an incentive according to the level of localization.

(3) Infand tax on car sales is also high.

As a natural coﬁseq_ucncc, cars are very expensive in the ASE_AN countrics. The
high pricé and tack of cprﬁ competitiveness hold back the production scale (Table VI-5-
- 6-1), which keeps the price high: a vicious circle. Table VI-5-6-3 shows that, as far as
passenger cars are concerned, Malaysian cars are even more expensive than those
produced in Brazil. |

Table VI-§-6-3 (‘ar Price In Malaysia and Brazil
(1993; thousand unit, USS ,000)

Malaysia - Sales  Price Brazil Local Price
Proton Saga 50.% 1215 OM Omega 25-45
Proton Wira 436 1521  GM Vectna 29-37
Nissan Sunny 415 YWG 7-13
Nissan Sentra 1.5 21-25 VW Voyage 11-15
Toyota Corolla o 48 2330 VW Logus 15-27
Honda Civic 37 2429 Ford Escont 725
Ford Laser 1.8 20-23  Ford Verona (Orion)  17-31
‘Daihatsu Charade 1.3 14-18 = FiatUno 715

- Perodua Kancil (1994) - 910 Fiat Tempra 19-27

: Brazil lmporl ;

Citoroén ZX - 3643
Citorogén AX. . - 23- 26
Fiat Tipo - ¢ 17-19
Honda Civic 26 36
[lomh Aceord - 36-45
Renault 21 Tol2432

Peisgeot 405 ©26:40
Toyola Corolla 3542

Source: Proton for Malaysia, Smdapugaw;lBA&li 1994, p.6} for Brazil.

In addition, there seems to be inconsisicncy in the tariff structure; which niﬁy
discourage the local assembly and au(opwrls production. In the Philippines, for example,
importing CKD componenls has to be compensated, but imperting CBU (i.c. vehicles)
docs not have to. n Thailand, the auloparts sector is negatively protected since the tanff
on matertals and padts is higher than that on CKD.
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(2)  Brand to Brand Cémplemcma'lian {(BBC)

Assemblers aic cager to reduce the pii’rchhsing c’osi._ Governments ace anxious |
about the absence of prii:e compctiﬁvcnc’:ss of local vehicles in the age of export-oriented
industrialization. Such a harmony of both interests (especially Mitsubishi and the
Philippines) triggered the introduction of BRC in 1988. This scheme is totally different
from its antecedent AU (ASEAN Industrial Complemcnt'\lion) While AU tried to
aflocate autoparts o be produced in each niember country from the top 'mthonty
assemblers can choose which countiy is specialized in which amop'ms in BBC: This is
miore acceptable to member countries, too, because different brand holders may procure
different autoparts from the same country. In other words, none of the n:iem_ber countrics
is likely to dominate the production of core coniponcnls like engines and ransmissions.

BBC allows assemblers to import autoparts from other mcmbér countries at half
of the normat tariff, : Autoparts imported through this scheme are r‘eg:ardc:d as local
contents. In order to benefit from the scheme, assemblers submil the application to the
ASEAN SEOM (Senior Econonic Officers Meeting) with respect to the type, brand,
niodel, eligible components and participating countrics. New applications are necessary
for each introduction of models or inclusion/deletion of awtoparts. Nine assemblers have
so far joined the scheme: Nissan, Toyota, Mitsubishi, Renault, Mercedes-Benz, Volvo,
Mazda, BMW and DAF. chmrk'{bly, American B:g Three are absent at present. The
diagram below is the complementation network developed by Toyota.
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-6-1: Towhs Autoparts Procurcmcnl in ASEAN

. (as of Aygust 1994)

Thailand Fleor Panel Philipplnes
- Philipp
Dicsel Engine g L
: . Transmission
Floor Panel Transmission
' [ransmission 4
Diescl Engine S.tecring Gear _ _,-"’ , Transmission Parts
Floor Panel e
) - " Steering Gear
o Radiator
v e © Shock Absorber - Y
Malaysia Steering Gear - Indonesia
Steering Gear ﬁ
Radiator % - Gasoline Engine
Shock Absorber Gasoline Engine

Note: Indonesia had nol yel parlicipated in the BBC scheme al thig tim. The supply in the
ASEAN region is controlled by Toyota Molor Managu. mgnt Scrvices Sin gapou (TMSS)

Nevertheless, this program is unlikely to impres's the assemblers operating in the
Megrcosur market.2 First of all, complete vehicles are not traded the preferential rate of
tariff. Therefore, assemblers have to produce a wide range of models in each éountry at
the cost of scale cconomics. Sccond, best-seller models arc vauied between membcr 5

_countrics. As can be seen from Table VI-5-6-4, the Indonesian pn,fer co:mncrcml ‘
vehicles, the Fllapmo and the Malaysmn prefer p'lssenger cars, and the Thai are heﬂdmg

for passenger cars in the process of molonz'umn Such modcl dwemiy hinders thc
autoparts trade aimed at by BBC, because autopﬁrts supphem have to produu: modcl-
specific parts for the export purposc. This is a reason why assemblers decided to develop

so-called "Asian cars” {see below).

"Table VI-5-6-4: l’roporlion of Passenger Cars and Commercial \’clucles
in the ASEAN Counlries .

(1994)
S Passenger Car 3Commen:ialV Toml ‘ PC/Total
“Indonesia 36,425 254,569 290,994 . 134
Malaysia 129,001 319,180 168,181 1%
Philippines 56,000 27,165 83,165 67%
Thailand 149,000 . 278,440 427,446 35%
Total 370,426 599,360 969,786 8%

Source: Handbook of the Automobile Tndustry 1996, p.229

2 There is an opinion Lo the effect thal the autopants trade is jncfficiént porF se due o packaging costs, transport
coits, Jamage during the transport and smrag» cosis to cop‘. ‘with the delay at the custem.

269



Vol. VI (Chapter 5)

“Thicd, the scheme beneficiaries are limited to assemblers, but first-tier su'pptiérs_
are also interested in procuring cheaper parts. Although first-tier suppliers like Nippon
'Dcnso actively lobbied the member countries, there is no infortation showmg that their
rcquesi has been accepted. Fourth, asscmblers have to apply for BBC cach time when
needed, while the reduced tariff is automatically applied in Argentina and Brazil as far as
the trade is compensated. Fifth, as in Mercosur, the imember governments are concerned
about the balance of intra-regional aitomobite trade. ‘However, balancing the trade is
- extrcmely dif ficult; as the production scalé of cac'h cdunhy varies. F’tcing thc teade
imbalarice between Thailand and Malaysia, Toyota deaded to import shock absorbm
from Malaysia, aI!hough produced efficiently in Thailand. The Malaysian supphcr has to
price the exports even cheaper than the comgpetitive Thai pmduc{s.

Table VI-5-6-5: Toyota's '['rade Balance in the Intra- Reglonal Trade
(Sepicmber 1994, USS ,000)

Thailand  Philippines  I[ndonesia

Exportt to Malaysia 4,131 2,543 1470
Import from Malaysia 804 2,107 2,199
BoT in Malaysia’ -3,327 -436 729

Source: T&K Autoparts

Finally, the progress of AFTA has led to the argument that the BBC is redundant.
~ This issue is reviewed after explaining the AFTA.

(3} ASEAN Frec Trade Agreenient (AFTA)

ARTA’s Common Effective Preferential Tariff (CEPT), effective since 1993, is a
mechanism whereby the tariff on the intra-regional téade is reduced to 0-5% wifhin" 15
yéars The eligible focal contents are 40%, but this l')eiCChlwgc is loosc as the tocal input
might be only 40% local: in this case, the real ralio is as low as 16%. There are three
types of hberahzauon schedules: (i} normal track, (i) fast teack, and i) temporary
exemplion. The tempo of tanff reduction also depends on the base rate in 1993, The
target rate will be achieved in 2000 for goods on the fast track with the base rate below
- 20%, and in 2008 for goods on the normal track with the base rate above 20%. All the
-~ four countries designated vehicles as excinption.’ Autoparts depend on the nomencl'\lum
' and the country.

270



Vol. VI (Chapter §)

Table VI-5.6-6: Thé Tariff Reduction Schedule of Autoparts

- H$ Code D _ Indoncsia  ~ Malaysia ~ Philippincs Thailand

870810 Bumper

870821 Scat Beh

870829 Other Body Parls
870831 Brake Lining [Allachéd)
870839 Brakc and Scivo Brake
870840 Gear Box

§70850  Axle

870860 Shaft

870870 Wheel

870830 Shack Absorber
870891 : Radiator =~
870892 * Mufiler and Exhaust Pipe
£70893 Ctloch : '
870894 Sieering Wheel, Columa and Box
§70899 . Other Components
949120 Seat

* L2 L ZLLLZZ AT LA

40110 Tire N £ F F
401120 Tire N E F F
401210 Tirc N i F F
401220 Tire N F F F
401310 Tube N * * F
681310 Brake Lining and Brake Pad N N N N
732010 Steel Leaf Spring and Leal Spring N N N N
732020 Steel Coil Spring N N N N
240734 Engine (-1,000c¢) N/E N N N
840790 Engine (sihers) N N N N
“R40820 - Engine tdicse}) NE N N N
840991 Enginc Pails N N N N
840999 Engine Parts N N N N
84158t Ailr Conditioner N N N N
‘R41582  Air Conditioner N N E TN
8415813  Alr Conditicner N N E N
841590 Air Conditioncr Parls "N N E N
‘851110 Plug E * N N
851120 lgnition Generator N * N N
851130 Disvibutor and Tpnition Coil N * N "N
851140 Searter E * N N
R51150° Onher Generators (54 * N N
£51180 Glow Plug _ . N * N N
850190 Paus of 850110-85i18¢ N * ‘N N
851220 Llumination N * N N
851230 Audio-Signal Apparatus _ N + N N
851240 Wiper N * N N
851296 Parts of 851220-851240 N * N N
852721 Sterco g F N E
£52729 Radio o * * N " E
852731 - Steqeo ' F N E
853211 Secaled Beam F N : N
£53921 . Halogen Lanip - F N N
853029 Filameal Lamp E ‘N - N .
B70600 Chassis with Eoping ‘E N LN
870710 - Body o N E e

(N B

N - N

N E

N N

‘N N

N TN

N N

‘N N

N N

N N

‘N E

‘N N

N E

N N

‘N N

ZzonEmomoooononnoOomooomoozZaET

F: fast track 2 6 4 5
.. N riorma) track 27 29 18 42
- N/E: mix of both trscks 2 0 0 a
" E: temporarily exemplied 20 4 9 4
*: unclassiticd - 1 13 1 I

Source: JHCA Malaysia Vol 1, Table 3-4-2, p.3-60
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However, the economic ministers agreed in 1994 to achieve the CEPT target by
2003, shifting five years ahead. .
- Fast Track / Basc Rate below 20%: 0-5% by 1998,
- Fast Track / Base Rate above 20%: 0-5% by 2000.
- Normal Track / Base Rate below 20%: 0-5% by 2000.
- Normal ‘Frack / Base Rate above 20%: below 20% by 1998 and 0-5% by 200’% 3
For emmple Malaysia's new schedule is as follows.

Fable V1-5.6-7: New CEPT Schedule of Malaysia .

. ) Track Bass 1993 1998 2000 :. 2001 2003
1 Tire/Tube F 30

27 11 5
2 Brake Lining and Pad N 30 * * *
3 Steel Leaf and Coil Spring N 5 5 5 5
4 Engina N 2 2 -2 2 (min.)
5 b 5 5 (max.}
5 Engine Parts - N 0 ¢ 0 0
35 3320 14 i 5
6 Air Condilioner N s M 8 ‘5
30 28 20 14 11 5
7 Stereo and Radio ' I 10 9 -5
8 Lamp _ F 22 2
S 1.5 7 5
9 Electricals for Combustion Engine N 0 0 0 0
: ' 20 18 9 s
¢ 10 Numination N 5 5 S 5
12 Bumper N 30 28 20 14 11 5
© 13 Seat Belt _ - N 30 28 20 14 11 5
k¢ Other Body Parts - N 30 28 20 N 5
© 15 Brake Lining (Attached) TN 30 228 20 14 13
16 Brake and Servo Brake ‘N 15 14 -8 5
“ 17 GearBox ¢ - TN 15 4 8 5
© 18 Axle - N 15 14 8 ‘5
* 19 Sha N 15 M8 5 :
¢ 30 Wheel and Parts PN, 28 20 14 1 5
- 21 Shock Absotber PN 15 14 '8 b
22 Radiator N 30 28 20 14 11 5
_ 0 28 20 14 t 5
23 Mufiler and Exhaust Pipe N 15 4 8 5
24 Clutch N 18 16 8 5
25 Steering Wheel, (‘olumn andBox - N 30 28 20 14 11 s
26 Othess N 15 14 8 5 :
o ‘ © 30 28 20 14 -} 5
27 Seat : r 15

Tt
W

F: fast track
N: nornial Track - _
Sourve: JICA Malaysia, Vol.2, Table 3-3-4, p.3-52,

‘Morcovet, all the exempted goods have to be transferred to the normal track by
20% cvery year to reach the same target by 2003.

3 Thaitand is going to cut down the tanifl by 1998 ahead of this revised CEPT sehodute. The rate will be 0% 1%
or 8% for raw materials, 10% for intermediate goods and 20% for tinal goods
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4 AFTA is a frec trade zong; in othey words, it docs not have the connnon exira-
 regional tariff. However, its potential iinpact is expected (0 be large due to the loose local
conlents regutation. Such advanced trade liberalization appears to nullify the impact of
BBC.

The problem of CEPT is mwuitualism. If the trade pactner does not reduce the duty
as [ilanncd, or kecps exempted goods intact, trade liberalization may come to ahall. Once
the abolition of BBC is decided, SEOM cannot accept new applications. This means that,
- whenever new models are introduced, assemblers lose the merit of BBC without having
‘that of CEPT in return. Therefore, assemblers showed strong resistance as soon as the

governmeiits set i.ip discussion aboui the phasing oul of BBC. In the end, the ministerial
mecting accepted that BBC should slay as it is in September 1995,

(4} WTO

Based on the WTO-TRIM (Trade-Related Investment Measures), developing
countries have to abolish the Tocal contents regulation, compensation rules, etc. by the
year 2000. There is a concem of causing a major shake-up of the trade structure and
localization process of autoparts.

~ According to the Nippon Keizai Shimbun, daily economic newspaper in Japan,
GM submitted an investment plan to the Thai govermment with a request for cxemptzon
from the local contents regulation (9 Februar} 1996) 4 The government is s*ud to havc
initiated a study to sec possibilitics that Hu, schedute may bc shlf ted two ye ars ahead
This could have an 1OTMONS IMPact on hp‘mcsc 1sscmblcrs Thcy hwc alread) madc a
substantial commitment in establishing a focal supply nelwork fmd thus cannot easuly
dismiss focal products in favor of global-sourcing. The trade liberalization under WTO
might threaten similar vested interest held by European and American assemblers in the
Mercosur countries. 3

5.6.3 Asian Car Init.iéative:s' :

. The _(!i\;crsily in the motorization levels and the locally-asseibled models among -
“the ASEAN countries is a major obslacle to the expansion of the intra-regional autoparts

4 The aforementioned absence of mtcn. st in BBC among the Anmerican Big Three may be relevant for this
request.

3 ‘This could be a reason v.hy they support the waiver which the Brazitian government pleaded to WTO with
respect to its new Automotive Regime.
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trade. In order to overcome such scale constraints, Japanese assembleis presented "Asian

cars” one after another (Table VI-5-6-8).

Table V1-5-6- 8 Asian Cars

) {unit)
Brand Model/Base Type . _ Location Year  Production
Toyota TUV Jeep Indonesia, Philippines, Taiwan : 1994 89,000
Toyota Tereel (Starde)  1,300-1,500cc Thailand, {[ndonesia, Philippines) _ 1997 50,000
Nissan AD Resort 1.600cc, Pick-up  Thailand, Phitippines, Taiwan = . 199 35,000
1,600cc, Wagon - Thailand, Malaysia, Taiwan C
Mitsubishi 1,500cc Wagon  Indonesia, Philippines, Talwan 1998 53,000
Honda | Civic 1,300cc-1,500cc  “Thailand, (Indonesia) : : 1996
Mazda/Ford © Small Truck Thailand : 1998
Daihatsu KancilMira - 850ce Malaysia . 1994 120,000
Daihatsu ZebrafHijet 1,300¢¢ One-Box  Indonesia, Taiwan ' 1994 236,000
Nissan Diesel  Asia Truck Yt GVW  © Thailand, Indonesia, Malaysia, Philippines * 1996 - © 7,500

Source: IRC, Autdmobile Industry Repert, 25 Scpiember 1994; Nippon Keizal Shimbun, 10 October 1995,

These initiatives have features interesting from the comparative perspective with
Mercosur. First, the designated models are varied between assemblers. They are either
passenger cars or multi-purpose commercial vehictes. The choice is slrategic, taking

account of the move of other assembless, market trends, and the tax policy. In Mercosur,

assemblers seem to locate pick-ups in Argentina and sub-compact cars in Brazil.

Second, the design of Asia cars is uniquely adjusted to the greatest common taste
of the market, although the asscmblers try 1o use as inany components as possible
designed for other models. Toyofa, Honda and Isuzu will establish an R&D cenler in
Thailand. Such region-specific development is a remarkable contrast with the "world car”
initiatives in Mercosur. This may be attributed to the dif; ferent levels of motorization, but
the company s purch'lsmg strategy (global sourung/bcnchmarkmg or assembler-suppher
lrust) is pcmnem as well

Third, T 6yota, Nissan and Mitsubishi produce the ideatical models in three
countries, while Honda and Mazda concentrate the production of Asian cars in Thaitand
with a view to c_xpoii in the future. The latter strategy owes its success o the progress of
AFTACEPT and WTO.

Fourth, Toyota, Nissan, Mitsubishi and Daihatsu include Taiswan as a production
base. They trade autoparts between ASEAN and Taiwan despite that these is no special
tariff sreatment. Taiwan is also suffering from small production scate bit can's‘:upply a
wide range of 'aulopms This geographical cxpansion, as well as the naming ("Asian,
nol ASEAN, cars"), shows that the initiatives may have a scope covenng the entire
emerging Asta,
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5.6.4 : Trade of Vehicles and Autﬁparts

The vehicle trade is still sluggish partly because of protection and partly because
of lack of compelitiveness. The notable exception is Proton, Malaysia, which exported
15,000 units to the United Kingdom and Singapore in 1994. Through the export of CKD
components to Indonesia and the Philippines, Proton would like to export 30% of its
production by 1996. In Thailand, MMC Sittipol is exporting Milsubishi-brand pick-ups
to Europe. Thaitand has an ambition to become the avtomobile export base of ASEAN
and gii'es car exporters an incentive to reduce tariffs on material imiports. Once Asian car
plants start operation, Thailand will probably play an important role in the vehicle trade in
Asia. Above all, its pick-up production has definitely reached an international scale.
Pick-up exports to Japan is said to be promising in the near future 6

The autoparts exports from the four ASEAN countries amounted to USS$ 1,268
million in 1993. The top exporter is Thailand with US$ 509 million (Table VI-5-6-9). In
the same year, Argentina and Brazil exported US$ 2,665 and 602 million respectively. It
shoutd be noted that the trade structute of 'Mnlaysi'a', Indonesia and the Phi!ippines is
~ highly skewed. In these countrics, stereo and radio sets account for about a half of the
autoparts exporis (cven three-quarters in Malaysia). If tire is added, these two categories
have 84% and 74% respectively in Malaysia and Indonesia. They do not have strong
- industrial linkages with other products and processes in the automobile industry. In

contrast, Thailand is competitive in a wide range of mechanical parts at the regional level.
~According to one assembler, only Thailand has promisirig é_:ompétcnce in atmost all the
supporting processes (Table Vl‘iﬁ 10). o : :

6 Mitsublshi ceases pick-up assembly in Japan and transfers the production facilitics to Thailand in 1996,
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* Table V! 69 Aulopftrls Expurls by [tem

(1993°; USS 0003

: Thmland _ Malaysia Indonesia Philippines

Electricals for Combustion anme 178,521 35.0% 6316 T 1.3% 6,165 '4.1% "8 0.0%
Cluteh’ : : 108470 213% . 649 0.1% 260 02% . 28 00%
Tire/Tube 49794  9.8% 47971 99%  37,10] 22 5% 2,403 22%
Lumps and Nlumination < 43,255 85% 1274 26% 191 0 1.2% 91 0%
Engine 25961 Sl% 1,625 03% - 163 Q1% - 46 00%
Brake, Servo Brake, Li .ining and Pad 22412 44% 7823 1.6% 1,273 0.8% 24733 222%
Engine Parts 20324 4.0% 3 M0: 06% - 77 0 v 3 0.0%
Radiator - 17097 - 3.4% 1486 03% . 3,713 © 23% 3142 28%
Others . 12,062 24% 24,500 SA% 1,994 12% . 353 32%
Other Body Parts g8sIt  L7% 3921 08% 4689 - 2.8% | 1961 18%
Axle and Shaft 5486 1% 49 00% . 2 00% 0. 00%
Wheel and Parts 4,094 - 0.8% 165 02% 12,097 7.3% - - 2387 2.1%
Stereo and Radio Seis 3,777 ' 0.7% 358,048 744% 84,533 513% . 53203 47.9%
Seat Belt 2421 05% 161 00% 6  0.0% 6 0.0%
Steel Leaf and Coit Spring 2,290 04% 3888 0.8% 5545 34% 130 0.1%
Shock Absorber 1,467 0.3% 2,252 0.5% 1 0.0% 241 02%
Bumper _ 9371 0.2% 582 O1% 57 0.0% 6 0.0%
Muffler and Exhaust Pipe 857 02% - 680 0.1% 35 06.0% 595 035%
Steering Wheel, Colunwi and Box 799 0.2% 2,964  0.6% ©58Y 04% N1 01%
Gear Box M3 0% 122 0.0% 526 03% 17,537 15.8%
Seat 308 01% 383 0 1% 1,595  1.0% 0 0.6%
Chassis and Body 163 0.0% 1,148 - 02% 28 “0.0% 310 - 03%

Total _ 509,851 100.0% 482,722 100.0% 164,656 100.0% 111,175 100.0%

*: 1992 (or the Philippines. Singapore, not presented here, is also an exporier of autoparts.
Note: ai conditioners and parts are excluded as they ace inscparable from thase for doniestie and office use.
Source: JICA Malaysia, Vol.2, Table 3-1-3; p.3-9.

Table VI-5-6-10: Strengths and Weaknesses of the ASEAN countries by prbcrss

Thailand Malaysia Philippines Indonesia
-Stamping 0 A A O
AL Casting O A X O
Plastics C 0 A X
Rubber’ G A A A
Glass | o - O 0 0
FC Casting 0, X X O
Forging = ° A X A A
Machining : O X X - A
" Promising Process All-Round Plastics Small Plaslics Al Casting
Small AL Casting  Labor-Intensive "FC Casting
Eleciricals torging

- 0 Good, D; Fair, X: Unsatisfactory
~ Source: JICA Malaysw Vol.2, Table 3-4:3, p. 1.65

_ ‘Sucha s:tuauon has been mp]dly dmnged by the progress of trade liberalization
- and rapld yen appreciation. ‘The BBC scheme and thé AFTA-CEPT tariff reduction
~ encouraged assemblers first 10 exchange internally produced components, and then to
- establish an antoparts subsidiary to balance the trade between the member countries. This
change has already appeared in Table VI-5-6-9; for example, Mitsubishi and Toyota
concentrated the production of transmissions and gear boxes in the Philippines.
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5.6.5 Prcs'én_ce of the Japanese Autoparis Suppliers

The Japancse assemblers and dutoparts supplicrs have made a large contribution
to develop the ASEAN autoparts sector. Table VI-5-6-11 shows that miore than 90% of
the car production and sales are Japanese brands. Assemblers which invested in the
ASEAN countrigs to overcome trade barrices atso encouraged the co-operative suppliers
to follow thein, facing the local contents regualation and yen appreciation.”

Tabie Vi-5-6-11: Share of Japanese Brand Vehicles in the ASEAN Countries

(1993"; %)
Passenger Cars Commercial Vs = Total
Prod. Sales  Prod. Sales  Prod.  Sales
“Thailand 90 77 100 97 96 89
Indonesia 82 - 99 - 95 -
Malaysia** 19 17 87 88 s 33
Philippines . - — 95 -~ 99 - 97

*: 1992 for Indencsia.
+%: excluding Proton.
Source: BOT Asia Information, February 1995

From Tables VI-5-6-12 and VI-5-6-13, the strength of cach éounlry (scc Table
V1-5-6:10) sccms to be cl_t)scly related with investment and licensing from Japanese
autoparts suppliers. In Thailand, a wide range of aulubmjs {eﬁginc paits, electricals,
power train, steering and brakes) can be procured.  Indonesia has accumulated supply
capacity of engine parts and power train with Japanese technology. On the other hand,
Japanese suppliers located in Malaysia produce body parts and accessories, i.¢. more
aoxiliary items. This agrees with the low share of Japanese cars in that couhlry.

Table \' 5-6-12: Presence of the .Iapanese .-\uloparls Supplmrs in ;‘\SE.AN munlncs

: _ Ihml:md lndonesna Malaysia . Philippines Ta:wm . Korea
Subsidiary Plasis 65 38 29 P om0 43
Technical Licensing 42 25 320 9 6% T 9D

Total 107 03 61 - 23 139 © 131

Source: JOI, Overscas Investment and Loan, November 1994, p.22

7 The ASEAN market is much smaller than Japan, and the price mmpmlmn is mcreasmgy harsh due to the
‘recent yen appreciation and trade liberalization. Therelore, supplices startcd (o make altiance with their rivals

and/or to deal wilh assemiblers ‘cutside the keiretsy relationship.
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Table VI-5-6-13: Auteparts Produced or Licensed by JAPIA® Members |

. ’Ih'ul.md Indonesia ~ Malaysia - Philippines  Taiwan Korea
Engine Parls 37 21 79 1 24 © 44
Electricals (i) _ 9 1 - T 2. 14 5
Electricals {ii) 12 13 8 10 30 36
Power Train and Stecring 22 21 4 2 17 . 26
Suspension and Brake 12 14 9 2 22 16
Body Parts - 14 8 17 3 6 2
Accessorics 8 4 10 "5 19 _ 8
Others 16 7 4 2 21 6
Motor Cycle 12 4 . i -0 9 _ 5

Toial’ 142 75 75 27 192 - 172

*: Japan Auto Parls Industries Association.

) Fleumals {1): starter, alternator, plug, CIU, “ale.

. Bledtricals (i) wiper, lamp, meter, harness, ¢le,

Soutce: JOU, Overseas lavestment and Loan, November 1994, p.23

The next two sub-sections contrast the Thai and Malaysian autoparts sectors.

5.6.6 The Thai Autoparts Sector
4)) Industrial Structore

It is said hat altogether SO0 firms are producing autoparts including those for the
REM and motor-cycle maikets. According 10 an estimate of the JICA research miésion,
there are 148 {irst-tier and 124 second-tier OEM suppllcra (Table V1-5-6- M) The
average size of first-tier suppliers is much l'lrgcr than the entire autoparts sector.
However, a large proportion of 100% Thai firins deal with assesblers dicectly (Table VI-
!5) ‘Among the foreign and joint-venture suppliers, 90% are affiliated firms of
Japanesc capilal. Many local firms are also licensees of Japanese technology.

Table Vi-5-6-14: Sh*uchlre of the Thai Autopar(s Suppllcrs

' e Firms
First-Tier Suppliets 148 40%
Second-Tier OEM Suppliers 38 10%
Second-Tier OEM and REM Suppliers 86 23%
REM Suppliers : : 76 20%
Expoit-Oricnted Suppliers 26 1%

*Total _ and 100%

Note: not all the suppliers were ideatificd in the business directory.
Source: JICA Thaitand, Figure 4.2-2, pd4-2-14,
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Table Vi-5-6-15: Distribution of lhe Thal ‘Autoparts Suppliers by quual and Size

Entire Aulop'uls Su bpliers

_Capital Ogigin - Fiems . Employees  Firms . .
Thai 100% 159 482% -100 136 42 8%
Forcign 100% 12 3.6% 101200 68 21.4%
loint Venture 159 48 2% 201-500 70 22.0%

B LT STTTRTTISTT s pepwn pre sOI- . rrienee . 44......4..... 11 8':’(.
Tolal 330 100.0% Tola! 3 18 IOO 0%
- First-Tier Supplicrs

. Capital Origin _ Firms .mployees  Firms
Thai 100% 72 53 ?% 100 29 22.3%

‘Foreign 100% 4 3.0% * 101-200 s 11.5%
Joint Veniure 58 43.3% 201-500 47 36.2%

— ' 801 239 300%,

Taotal 134 100.0% 1 ol'\l l’%O 100.0%

Source: JICA Thailand, Tables 4.2-5, 4.2-6, 4.2-7 and 4.2-8, pp.4-2-11, 4-2-15 and 4-2-16.
The original is SEAMICQ Busincss Information and Research Co. 14d.,
Dircctory of Supporting Indusiries in Thailand 1993, 1t lists 395 suppllers including
those making motor-cycle parts.

‘The localization of autoparts is steadily under way, although there is no flagship,
like Proton in Malaysia, in the Thai automobile industey (Table VI-5-6-16). Diesel engine
~ pauts for pick-ups have been localized to comply with the ambitious local contents (sec
Table V1-5-6-2). Engine parts and body stamping parts are produced lntcmally or _
procured from assemblers’ subsidiary established to cope with the ruguhhon Thanks to _
the increasing market size and scale economies, the import dependence eatio of vehicles
declined 40% from the peak of 1989 to 1993 (Figure VI-5-6-2).
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Table VI-5-6-16: Autoparts Localization “in Thailand

,ocallzed o
Engine: p:ck up 3C (cy]mder block C)Imdu head, camshaft, connec{mg rod, uankshaﬂ), enging gasket
bearing, piston ring, cylinder liner, valve, rocker atm, valve spring, timing belt, fuel filter,
“{uel tank, fuel hose, intake manifold, exhaust manifold, air cleaner, muffler, pipe, silencer, oil

filter, radiator.

Power Transmission: pick-up teansmission, clutch, master cylmder, refease cylinder, clutch housing,
clutch pedal, steel and aluminum wheel, tire,

Suspension: coil spring, shock absorber, stabilizer. -

Brake: brake disk, brake drum, brake pedal, brake tube, brake hose.

Body and Stamping Parts: pick-up outer panel, ioner panel, dash panel, I'loor p:mlmnel strud hause
panel, cross member, side member, reinforce, steel bumper, small snmpmg parts (bracket,
hinge, suppotl, gasket, bar, stay).

Interiors: pick-up instiument panel, PC console box, seat, ﬂoor carpet.

Exteriors: other pick- op lamp.

Accessories: car radio, air conditioner, miller, tools.

Elcctricals: battery, alternator, starter, wire haroess, spark plug, hone.

Plastics: small components (quality need be improved).

Rubber; localizalion nearly corpleted.

- S 11113 — e
Engineg: gasolme engme fuel pump, uel injection, carburetor, water pump, oil cooler.
Power Transmission: synchrenized joint, differential gear; propeller shaft.:
Suspension: lower are, upper arm.
Axle: knuckle, axle, hub.
Steering: stéering wheel, steering columin, steering shalt, leermg gear, gear housing.
- Brake: brake master cylinder, brake booster.
Body and Stamping Parts: PC skin panel, roof, fender pemel pillar frame, side sifl, plastic bumper.
Interiors: PC instrument panel, console box: :
Exteriors: door lock, lock eylindar, head lamp, other PC lamp.
Elcctricals: meter, switch, relay, control.

Note: autoparts localized by onc assembler may still be imported by anothor. These are repacded as Imahud
Source: MCA Thailand, pp.4-2-20 1o 4-2-28.

Figure VI-§-6-2: imporl l)ependence of Vehicles made in fha:land
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: i ' o \- o S e
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Index of Trpoit Dependence: :mpou value in'the bahts per unit {1989=100).
Souvrce: JICA Thailand, Figure 4.2-1, pd-2-8.
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_ ablc V1-5:6:17 shoivs the number of supplicrs for cach asscmbler. Common
suppliers, i.e. those dealing with mose than ong assembler, produce standard parts such
as rubber, safety glass, tires, bamps, clectricals, accessories, and bolts and nuts. Five out
of the seven Japancsé suppliers organized the suppliess’ association, but it is much looser
than the Japanese keiretsu. From the suppliers' side, about hatf of them have business
transactions with only one client assembler. They include the above subsidiaries of

“engine parts and body panels. However, one-third of them are said to be 100% Thai
firms employing less than 200 workers. These PyMEs produce small stamping parts and
plastic parts (Tabic Vi-5-6-18).

Table VI-5-6-17: Number of Vendors per Asscmbler

Assembler  Exclusive  Cammon” Total

_Nissan 23 435 68
Mazda 19 - 47 C66-
Honda 1 32 43
Mitsubishi 7 26 33,
Toyola 5 39 44
Hino 5 132 37
Isuzu 2 _ 33 15
Total T2 -a- ] -

- *: supply {0 other assemblers as well,
Note: some of the assemblers counted only the mair ficst-tice supp!u rs.
Source: JICA Thailand, Table 4.2-11, p4 2-18.

“Table -VI-5-6-18: Number of Cllenls per Suppher

Business with lasseobler 2 3 4 5 6 7 Tota .
~ No. of Supplicrs 72 2.9 15 8 113 8 148
Peicentage - 49: 16 6 100 5 9 S5 100

~ Source: HCA Thailand, Table 4.2-10, pA4-2:17;

The research mission visited and scored 56 suppliéré'('l‘fzbl'cs VI-$56-19 1ﬁd'Vl -
6-20). They are graded into A, B, Cand D. " Qbviously, 100% forcign firms and J10ml
ventures demonstrated better pcrfor:mnce than 100% local supphiers. However, many of
the lattu are Grade C. "According to the expetts, the Grade C firms can be promoted to
Grade B relatively easily, if the workshop can teach how to apply basic theories to the
shopﬂoor. By process, aluminuim dic caslmg is the best because of the introduction’ of
new machinery, which dispensed with workers' experience. In contrast, stamping and
pastics are to be much improved.
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“Table Vi.5-6-19: Ranking of the Sawple Suppliers by Capifal Origln:aijd Slze

- Capital Origin.  Employees Gmch" Grade B Gm&eC Grple D Total

“Thai 100% . -199 2 N 8 - S 18
Thai 100% 200-499 2 Sy 72 14
Thai 100% 500- 1 4 4 0 9
JV and Foreign - 8 4 3 0 15

Total 13 M 2 7 56

- Grade A: the tevel reguired ta supply OEM parts with Interpational Brand for laternational Market.
Grade B; OEM, Inteindlional Brand, Local Market. ’
Grade C: OEM, Local Brand, Local Market.
Grade D: REM, Local Maket,
Souree: JICA Thailand, Table 6.2-5, p6 ‘2 i3

'Iable V1-5.6-20: R'mking of the ?uppliers by Proccss '

Process GradeA Grade B Grade € - Grade D Tolal

Ferrous-Foundry 3 4 3 I 11
Presswork 1 4 8 i 14
Plastic 2 1 5 4 12
Riusbber I I 3 i 6.
Die-Casting 5 2 1 0 "8
Dia-Forging 1 2 2 0 -5
Total 13 14 22 7 6

Source: JICA Thailand, Table 6.2-3, p.6-2-8.

(2) Sector-Specific PyME Policy

Two features are salient in the Thai industrial policy. First, it is ofter combined
with the regional development policy. Second, the government prefers to provide tax
incentives for designated key producls although penalties are qpphed to the local contents
-~ violation. :
_ Board of Invcslmcnl (BO]) qnnounccd two nnpor('mt ElutOmObl!L-rL]"l(Cd pohcn,s
in 1994 One aims at promotmg vehicle cxpons from Thmhnd ll‘asscmblers cxport
* more than 1 ,000 units a year, duty on material imposts is zero. In addilion, exporling
plan(s located in Zone 28 enjoy seéven-year exemplion of corporate tax on the export
income. The duty on machinery imports is also halved. Those located in Zone 3 are free
froin corporate tax on the éxpi)rt income for cight years and duty on machinery imports.

: Moreovcr, 25% of water, electricily and 'lranspon bills can be doubly deducted.

The other BOI pbiicy aillls at :pronioling‘ supporting industries. Fourteen products
- and processcs (die and mold-making, jigs and fixture, forging, foundry using induction
fumace, tooling equipinent, cutling and grinding tools, sintered products, heat treatment,
“surface {reatment, engineering plastics elc.) are designated as the priority sectors with
“cight-year exmnpﬁoh of corporate tax given irrespective of the zone.” Duty on machinery

8 Zone 1 is Bangkok. Hs surrounding areas are Zone 2. The remaining rembte arcas are zons 3.
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iniports is halved in Zone 2 and reduced to 7cro in Zonc 3. Forcign capital participation is
allowed 100%. -

On the other hand, policies lacking incentives are not very successful. BOIL
initiated the BUILD scheme in 1992, An information center was established to register |
PyMLEs willing to deal with farge firms, arrange their match-making, provide ncccssary'
training and dispatch overscas missions. The database had compriscd 1,200 firms by
1993, of which only four reached the agreement. The main problen is that no incentives
were given to clients which had o proniote suppl'icm at the technical level too low for
ordinary transactions.? Morcover, PyMEs did not disclose sufficient information, or the
datasheet did not have cnough capacity to hold industry-specific information. BOI was
working together with the Ministry of Induslry (MOI) to prepaie for the National Supplier
De_velopmcnl Program (NSDP), still under discussion at the time of research (June
1694).

5.6.7 The Malaysian Autoparts Sector
(1)  Indusirial Structurc

I is said that there are about 300 autopadts suppliers in Malaysia. Table VI-5-6-
21 is the size distribution of the 109 questionnaire rcspondénls. Half of theny employ
between 75 and 299 workers. In terims of tumover, two pe.aks can be identified: one for
capital-intensive p[occ:,sw (lmnsmlssmn suspension and clncung) and the othcr for
labor-intensive proccsm,s (body parts).

Table VI-5:6-21: Ssze D:slnbuiion of the \Ialayshn Autoparis Suppliers -
oo . ‘ . (RM miltion) :

- Capital Supphers Turnover  Supplictrs . Employees Supplsera

05 - 16 -1.0 4 29 11
0.5-2.5 4 1050 30 3049 15
25- 49 S1-100 19 5074 14
10.1-20.0 17 7599 26
20.1:50.0 26 100-299 28
50.0- 13 300-499 I

. : - S00- . 4
Total 00 Total 109 Total 109

Source: SICA Malaysia, Vol.l, Table 2-2-3, p.2-17

The production scale of lhc'as:_semblcrs located in Malaysia is in general very
small. In 1992, ten companies built 177,000 units divided into 89 models of 16 brands.
Among them, Proton, which started automobile assembly as a national project in 1985,
én_ioys an exc¢eptionally high volome. Based on this scale economies, Proton has played

9 Sce Section Vi.5.7 for match-making services ia other countsies.
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an impostant role in accumulating iechnological Cap'ibiiily inside and then promoling local |
autoparts supphers As can be scen from Table VI-5-6:22 and I“agun, VI-5 6 Ja:
nuinber of autopaits are locatized only by Proton,

Table VI-§ 622. Auloparls Localization in ’\1ala:,s|a _

- Locahzed

[‘ngme (engmc aescmbly) el pipe “air cleaner, fucl tank, cxhauslplpe I'ront “silencer front and rear,
radistor, radiator hosé/clanip, fun complete, fun shreud, ¢ables and linkages fof éngine control. -

Power Transmission: ¢luich control cables.

" Electricals: baltery, baltery cables, hlternator, belt for alternator drive, snrter motor sp'uk plug, wiper
moter, hom, wiring harness complete, flasher,

Brake: bings.

SuspenswnlSleenng front shock absorber rear shock absorber strut, coil sprmg, Ieaf sprtng. shackle
pins, u-bolts, worm and pinion gear, ti¢ rod.

Wheel: localization completed.

Body: floor assembly, roof assembly, rear windshield glass front windshield glass, front side glass, rear
side plass, windshield washer contairer/hose, body side (rim molding, tud flaps, seat
assemnbly, front and rear seat belt, carpats, sound proofing, spare wheel covér, mbbér mats.

Direct Consumables: localization completed.

Accessofies: localization completed.

Locahzed by Proton .
Engine: (cylmder head), (cr'mk«haﬂ). (\mhe cov er) (cylmdu block), exhaust mamfold bolt for cylmder
head. -
Pawer Transmission: cluich, t‘lywheel gear box assembly,'some control parls, front drive shaft
assembly (FI).
Electricals; excepl for ignition coil, elecirical dlslnbuuon cenler, bulbs csgar lighter, turn signal
lamp switch.
Brake: except for brake caliper, sérvo, brake pad/shoe for wheel biake, brake shoe for parking brake.
Suspension/Stcering: excepl for power pump, oil reservair, hnses rear suspensnon arm, steering
column, pulley.
Rody: localization completed. {spot welding), (stamping except forsmall paris).
e o To bt Localized by Proton .
Engine: intake and exhaust vaive system fuel carburation system, conneclmg tod.
Power Transmission: gear box housing.
'Brake: brake caliper, servo. _
Suspens:OnISteenng power pump, oil resery 01r. hoses.
. {To be) lLocalized by Other Assemblers o :
,ngme camshaﬂ pulley, engine gasket compleie, expansion lank!-.ap for coolmg system, cata!)uc
‘ converter.
l"leclnca]s ignition cables, varloushmps instrement cluster.
Brake: hand brake cable, brake lever for parking brake.
Suspension/Steering: froot and rear stabilizer, steering wheel,
Body: (spot wekling of CKD components), door, fender, hood hardware, trunk lid hardware, trunk floor
hardware, emblem, window and door molding, weather stip, front and rear bumper, wing
_mirror, door inside panel; sun visor, dashboard including glove box, rear view mirror, oof
~: lining, console, boot trims/moldings, rear parcel shelf,
5 Note: internal production by assemblérs in parentheses.
Local materizls are limited 1o glass, PP and natural rubber.
Production of air vonditioncrs, shock absorbers, clutches and brakes are limited o sub- assembly of
impocied parts.
© Source: HCA Malaysia, Voll, pp.2-4 10 2-10.
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Figure: VI-
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Source: JICA Malaysia, Yol.1, Figure 2-1-1, p.2-11.

2: Powerd Transmission

§: Suspension and Stedring

8: Dircct Consamables
Note: the local contents are 809 for Proton and 40 for the other assemblers in 1993

X: Flectrical System
- 6: Wheel _
9: Accessorics

Proton is at present inaking efforts at locatizing the production processes of

engine and power-transiission paits. Table VI-5-6-23 reveals that the recent progress is

outslandmg, although heal treatment, rolling and forgmg are still n,htwety weak.

Table:  V

-5.6-23: Localization of Key

Processes

for Engine and Power-Transmission Parts
Production EngfTrans - Localized - C/A: D/B
Process A B . -C D: E ;
-1 Sheet Metal 25 23 0T 7 68%, 4%
© 2 Welding 26 23 17 18 65% 8%
3 Plastics 13 12 8 9 6% 15%
4 Paintiog 35 29 21 21 60% 8%
5 Assembly 37 3 200 21 S4%: 68%
-6 Rubber 28 24 15 16 3% 6T%
7 Others 46 41 25 28 54%  68%
-8 Stamping 49 45 26 32 83 N%
9 Casting 30 22 12 17 40% 61%
10 Plating/Surface 41 37 16 2} 39%° 62%
11 Machining 81 70 29 . 45 6% 6%
12 Heat Treatment 41 35 12 21 29% &0%
13 Rolling 8 7 2 3 25%  43%
14 FPorging 18 15 3 o 17% 60%

A: LMCP sub-groups belonging 10 the engine and power-transmission group (tolal 128)

: B:excluding autaparts unused by Proton from A.
C: Iocatized sub-groups beloriging 10 A {total 57).

D: C plus sub-groups to be localized by Proton in 1995-96.
Source: HCA Malaysia, Vol.2, Table 2-2-2, p.2-12
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Proton organized the supplicrs into PPP-(Proton Vendoss Association). - There are
128 members in 1994. Proton aninounces its production and development plin at PPP
and assists supplicrs through PPP by organizing seminars/workstiops on 5s and QCD
and arranging visits 1o good supplicts. The asscmblct‘-sup'plicr relationship is much
looser than the so-calted Japanese style. Proton’s multi-sourcing policy to avoid delivery
risks did not intensify competition but made cost reductions more difficull due to
insufficient production scale. The suppliers incieased the number of clients to accelerate
the depreciation of expensive niachihc’iy.' In that sense, Proton's assistance has
contributed to the development of the entire milor'nﬁb'ilc_inliusﬁy"in'MnIaysizi.

Table. VI-5-6-24: Number of Clients per Supplier

Business with lassemblec "2 3 4.5 6 7 g8 9 Toa
No.of Suppliers  102° 33 20 8 7 7 10 9 2 198
Percenlage 52 17 10 4 4 4 b 5 ] 100

*: 48 firms only with Proton.
" Source: JICA Malaysia, Vo012, Table 4-2-1, p4-3

The relationship between suppliers and assemblers other than the pcol)ie's car
producers is a difficult one. As for passenger cars, the production scale of the fatter
dropped from over 100,000 units in 1984 to 33,000 units (plus 38,000 commercial
vchicles) in 1993, This abscnce of scale cconouiics deprives them of bargaining power
with subpliers through single-sourcing. _Sup;‘)ti.ers are celuctant to nccépt the assemblers’
- standards and Speciﬁcmions, to co-Opératc for the JIT system, and 10 invest in expeinsive
“molds and dies. The products are often more expensive than imperts and full of quality

variance. il seéms that only the mandatory deletion items and auxiliary components are
tdcélizcd. Wiien tocali zing new autoparts, they tend (o contact local suppliers' already
‘promoted by Proton. . : ‘

Table VI-5-6-25: Number of Vendors per ;\sscm.bler

Assembler Vendor

Proton 128

~ Criental Assemblers 3
Assembly Services 86
Tan Chong Motor Assemblies - 63
Swedish Motor Assemblics 30
CAMIFord) 45
Automotive Manufaciurers (M) 51

" Cycle & Carriage Bintang : 654

Source: JCA Mataysia, Vol.l, Table 2-4-4, p.2-72.

‘The Malaysian government does not promotc:ail the atitopaﬂs_supplicrs cqually,
but pays special attention to Bumiputera (Malay, i.e. non-Chinese) businesses. The
performance and competence of Bumiputera suppliers is yet to be improved. Table V1-5-
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6-26 shows that the technological capability of Bumiputera finus is concentrated on a
narrow range of processes, above all, assembly, stamping and plastic injection.

Tablc VI-5-6-26: Auloparis Suppliers by Process

Total Bumiputera
Firm %  Fim %

1 Assembly 9 541 16 552
2 Stamping 39 158 9 310
3 Plastics 16- 147 - 9 3.0
4 Machining 39358 207
5 Painiing 29 26,6 20.7
6 Otheis 28 257 20.7
7 Welding 31 284 13.8
8 Foundry 4 128 163

9 Ieéat Treatment 22 202
10 Plating/Surface 2 11.0

6.9
id

Cloooooo—mmRnwEaSO
<«
o

t1 Rolling H 101 34
12 Forging 0 9.2 34
I3 handa 3. H9 .

" 14 Rubber 13 119 0.0
15 Sheet Metal 5 46 0.0
16 Glass 3028 0.0
17 Sinlecing 1 09 0.0
18 Ceramics 1 09 0.0

Total 109 2

Note: mnltiple answers were allowed.
multiple answers
Source! JICA, Mataysia, Vol. 1, Table 224, p.2-18.

The out-saurcing to second-tier suppliérs is wide-spread. For them, however,
business with first-lier supplicrs is usually a minor proportion. Their primar'y business is _
the supporting industey related to electricals and electronics. The automobile industry |
enjoys the fruits of the preceding developmcm of lhu mternauomlly compcmlve electncal
'md electronic mdustry

(2)  Sector-Specific PyME Policy

One of the reasons why the Malaysian govermnment established Proton was to
make it promote local.{Bitmipulém in particular) autoparts supplicrs. The governmient
applied the prefercntial duty on CKD coniponents (n,c‘,mly raised from zero to H%) 'md'
excise duty (half of the ordlmry rate). The ample protection and the rcsull'mt scale |
CCOIIOIIIICSlO facilitated Proton to spend their resources in the guidance ‘of local supphcrs "
Since Proton aclwc]y searched for potential vendors, Tocal suppliers did not have to take
pains of marketing. Under the program called Proton Vendors Dwelopmem System |
(PVDS), a team of engineers examines the suppliers technical compc(cnc:c conducts
feasibitity studics, introduces new lcchnology if necessary, follows up the performance

10 1n 1993, Proton’s best-seter model was <nld 3-6,000 units per month. The production cost was still 2-5%
* higher than that at the volume of 10,006 vnits per ronth.
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and establishes a Iong-term’ business relationshi p. This progrant was later developed into
the Vcndor chlopmcnl Progeam (VDP), which will be dlscusscd in de!'ul in Section .
V1.5.7.

Box V]-5-6-1: Proton Vendors Developnient ‘System

) Identification of Parts
- annual master plan
Iong Tange ‘product plan
- engineering cost cstimates
- cost estimate review based on cost table

(iiy  Identification of Vendors -
- 4M's assessment (man, maching, material, method)
- vendor evatoation (strength, weakness, opportunity, threat)
- matchmaking program
- plan, do, check and action concept (PDCA)

(i) Selection of Vendors (Secured Market)
- Proton policy (single souvrcing, Bumiputera vendor preferred, etc.)
- appointment of vendois

{iv) Qn-Going Assistancé
- QC audit
- ¢lose monitoring
- advance information to vendors on LRPP
- offshore market penetration ,
- special program (PPP, matchmaking program, govermment grant, ele. )

(v} © Long-Term Objectives
-QCD
- fanagement
- technical

Proton also co- opnmtes wnih Nanonal Productmly Ccntcr {NPC)to lmprove the
quahly control syslcm of its supphcrs The program contests are similar to the hp'mesd
Slylc of TQ(‘ including 55 QC cm,lcs QCD (Quality, Cost and Delwcry) weekly
mt.ctmgs and morning briefings, etc. Three inspectors from NPC and Proton conduct
quahly auditing for cach supplier (wice a year. On the other hand, SIRIM's services
* related to 1ISO9002 is not well rcccivcﬂ, mainly because the course is not sector-specific
" and thus not very practicat.!!

i g lhé 109 questionnaire respondents, 23 have acquired and 46 are preparing for 1S0O9002. In the Malaysian
econdmy as a whole, 628 Firms have baen ceniificd with ISG9000 by March 1995,
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" Box YI-5-6-2: NPC-Proton Joint Program

(i) - Training ' _
. -Module 1: 35 practice -~ -
-Modute 2: 1509000 -
-Module 3: QCC for group leader
-Modute 4: QCC tools and techniques workshop
-Module 5: QCC for facilitators
~ -Module 6: workshop on managing QCC's
iy QCC Coavention and Canip Quality
{iii}  Productivity Measurement for Altomotive Component Industry
{iv). Consultancy
{v)  Naticnal Seminar for Aummome (‘ompc-ncnl Industey

Seeing the success of Proton, the govémment has allowed the second (with
Daihatsu) and the third {with Citoroén) people's car makers, to be followed by the makers
of people's one-ton pick-up trucks (with Hyundai) and people’s vans.

5.6.8 Implications to the Mercosur Countries

* From the viewpoint of assemblers, the framework of Mercosur covering the
automobile trade scems to be more attractive than BBC and AFTA-CEPT. However, the
“tadff under Mercosur from 2000 is much higher than that of CEPT from 2003.
Moreover, current disputes surrounding the domestic Automotive Regime are causing -
concern. Itis nnportant to demonsteate the decisiveness lo stick to a ngtd schedule, even
through the pace may be stower, so that the n,gmml co- opemtton will go ahead.

Autopms supplqels n Menosur are also techmcqliy more advanced lh'm lhose in
ASEAN Nevertheless, assunblua ane busy w:lh ﬁndmg new ones in ASEAN whﬂc
drastically cutting them off in Mcmosur Suz.h a contmst can be cxp]amed by lhc

following factors.

First, the recent yen appreciation pushed Japanese autopaits supplicrs out of the
origin country to Asia. This means that DFI in the aulopaits sector may continue without
local contents regulations. There is no factor forcing Européan‘ and American suppiiers to
invest in Mercosur. Second, the ASEAN market, snialler though it is than the Mercosur
market, has strong economic ties with other dynamic Asnn countrics.” The lOt‘\l Asian
market might well be much Iargur in the future.

Third, asse;ilb_lers located in Mercosur tend to produce world cars, while those
tocated in ASEAN are introducing Asian cars. World cars standardize antopaits between
different contincnts and enable assemblers to procurc them from all over the world. This
will put pressure on tocal suppliers to improve productivity and quality to an intermational
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tevel. A large propbrtion of wcak suppliers cannot cope with such a harsh compelition.
On lhc other hand, autopants for Asian cars are unique to the Asian region in pnnuplc In
that sense, local producuon and cven tocal developmicat is more appropriate. Asscmblers
thus promated local supplicrs, or asked for invesiment and licensing from co-operative
suppliers, and established R&D centers in Thailand.

These factors surely demand different types of pohcy in Mercosur from that in

ASFAN Or at least, policies successful in Asia have to be adjusted to the Mcrcosur
conditions.
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5.7 Policies to Promote the Formation of
Subcontracting Relationships

5.7.1 Introductiion

Autoparts suppliers, substantially damaged in the laic 1980s, could not assert
themselves aggressively in the formation process of the Automotive Regime.12 They
could enjoy a consequent dynainism of car sales, but only as far as business with
assemblers is maintained. On the other hand, assemblers succeeded in liberalizing
autoparts trade fuither, and at the samic time, forced them to accelerate techiological
change. |

Suppliers managed to insert the local contents regulation and later the compulsory
use of products made by independent su‘ppliefs in exporied vehicles.}? Nevertheless, the
Tequila Shock in Mexico made it clear that trade policy is not sufficient to rescue the
country from trade lmba!ancc caused by massive impots of components and capital
goods. This shows that a pmmouoml policy from the standpoint of autoparts suppliers
may be extremely.important. fn other words, they should regard incoming or expanding
multinational assembly plants not solely as clients but also as the source of assistance for
financial procurement, techhical change and quality controt. '

Japancse keiretsn, multi-layer subcontracting pyramid, is perhaps the best
example. With a prospect for stable procurement 'rolughly informed, suppliérs have
strcnuously devoted themselves to improving cost, quallty and delwcry compemwumss
In return, they have been receiving various kinds of suppoﬂ from their pn mary customer
especnlly at the first-tier level (Table V1-5-7-1). llavmg learned the eﬂecllvmcss of this
chananel for promoting local suppliers, some dwelopmg countries mtmduccd the kelrelm
system as a governmental policy!4 so that the balance of trade in the automobile industry
might be improved. In the present section, the cases of Korea and Malaysia will be
studied to induce 1mphcauons for the Suppliers Development Program of Argcnlma
Differcit scttmgs did not allow these countrics to repeat the history; conscqucni!y each
governmient had to demonstrate unique policy lools ' "

12 Another reason for their weak position was the division of authority into four associations: CAFAC, CAIA,
 CIFARA, and CIMC. Their recent unification into AFAC is sarcly a right disection.
13 1n addition, they recently pushed the government to approve the “Autoparts Reginie”, wherehy they can also
procuce their parts and matedials at the low rate of taritt (2%, the same condilion ag asscmblcrs enjoy (Claria.
16 noviembre 19935). | .

14 Not inclided hére are soch match-making systems as "Bolsa de Negociacién®, which facililate onc-olf
" business ‘lransactions.
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5.7.2 Keiref'srraFormation in Korea

In 1975, the Korean govcmmcm introduced “the Law Promolmg the Qrganization
of PyMBs into Keiretsu". W designated manuhctunng sectors and product items (42
sectors and 1160 items in 1993) exclusively for PyYME activities. Under this law, parent
companies have to make clear product designs and specifications, ordering methods and
delivery dates, and notify these conditions to PyME suppliers six months before agreeing
a tong-term contract (a minimum of three years). Moreover, a parent éompany and the
association of ils suppliers must co-operatively submit a "common business plan* to the
Minisiry of Trade and Industry, including not only the above contract matters but also
pragrams for quality enﬁanccmem, facility modemization, firm-size ralionatization and
tectinological improvement. The "coinmon business plans” accepted in 1992 covered 139
parent firms and 1261 children PyMEs.

The autormobile and autoparts indusiry has been onc of the main targets of this
keiretsu-formation policy. At first, assemblers were oricnted to concentrate on unit and
engine assembly, while 29 items and 48 PyMEs were designated in the six sub-sectors
{engine, body, élcc{ricals transmission, brake system and stecring system). Each
‘supplier was 1llocated to only one ploduct item: According to Table VI-5-7-2, 19 parent
companies are now organizing 404 PyME suppliers (including (he motorcycle sub- sector)
in 1993, All the major asscmblers, cight major first-tier suppliers, and 30.7% (404/1317)
of all the PyME suppliérs are parlicip'nling in this process. It should be noticed that
autoparts were also demgn'md as the PyME domain and that 173 firms are promoted as
second-tier suppliers. That is to say, the policy mtmds to lnullqﬂy the subcontmclmg ‘
layers.
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Table VI-§-7-2: Progress of Keiretsu Formiation in the Korean Auto Industry

1980 - i98$ 1990 - 1991 1992 - 1993

No. of Automoblle : . ' 102 t12 I.12- R P 12

Designated  Autoparts 32 IR0 TURUTUURY U1 R
ftems Motoreycle : 52 55 55 - 55 - 55
- Total 32 274 248 248 . 248 248

No. of Automobite 1 8 71T 9 9
Paront e ““ﬁn“B”MﬁM,
Companies ~ Moloreyele 1 TRTTTTTRTTTTR T
Total . 8 S22 22 220 .25 28

_ ol TR TR T TUTIT T 19 19
No. of Autonicbite =~ 141 262. 179 235 28 238
Chitdren Avtoparts 66 101 150 173 113
Companies Mmorey‘éié '''' 184S s1 s§ Mwﬁg
"~ Total - 181 515 325 - 436 469 469
T pore T

*: ¢xcluding duplications
Snun. "Handbook of the Auto !nduslry 994", Korean As&m:aimn of !h«. Avio Induslry

The outstanding feature of this policy is implementation compelled by the National
Executive. Another policy reformulating the division of labor between large companics
and PyMEs is less authoritative; the Ministry could ask large companics to teansfer their
activity to PyMBs in the sector more appropriate for the latter. In both cases, PyME
suppliers are supiposed to enjoy a preferential access towards financial, technical and

managerial assistance from public sources as well as parent companies. “The role of
' keiretsu relationship has recently advanced to enhance suppliefs‘ development and design
capability so that they can join so-called design-in. 13

: 5.7.3 ‘Vem:_lo'rjl)'evclopnieﬁt Program in Malaysia

ln‘Mal'ay.sia:, t_hé Mandatory Deletion Pfogram (.e 30 dcsigmted components had

to be removed from the CKD package) and the Local Material Content Policy prcsséd the

_car asscmblers to use local PyME supplicss as a "stick”, This was supplemented by a

"carrot”, i.e. the Venturé Development Program (VDP). VDP was originated from the

' locahmtmn progmm of Proton; a nationally-promoted car assembler. Proton managed its
subsuiy fund to oft fer f*u:lory audllmg techno-managerial consultation and produclmn
fncnht_lcs. ‘The Government upg_radcd ihis scheme into a pohcy using public budget in
1992 and rearranged it into the "Tripartite Agreement” in 1993 50 25 10 encourage wider
participation, and at the same time, to spread the financial burden of direct subsidy. Co-
ordination of the program was recently transferred from MITI to the Ministry of

" Entrepreneur Development.

}5 Byundae had admitted 33 supplicfs in its “Guest Engineering Program™ by 1991,
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The system functions in the following way:

an anchor (parent) rc gISILl‘h at the Ministr ¥,

the Ministry hands a list of potential bumiputera (the local Matay, ie. Lxcludmg
the resident Chingse) vendors (children) to the anchor;

a technical team from the Ministry and the technical support institutions carries out
an evaluation of the technical, financial and managerial aspects of potential
vendors to raise their probability of be"ing sefected;

the anchor visits and appoints promising cnierpriscs;

the anchor appoiits a financial institute;

“he chosen financial institute lends first to the anchor, then the anchor lending to

the chosen vendors.

The maximuvm lending is RM imillion. This financial assistance is of the nature

between a loan and a grant; the repayment mqmrumnls are 10% up to RMZ‘SO 000 and

50% for the remaining. If RM Liillion was borrowed,

250,000%0.1+750,000%0.5=400,000, i.c. 40%

has to be repaid. Th¢ grace period is six months aftes the initiat production, and the

repaynient lerm is five years.

As was shown in Table VI-5-7-3, 43 anchors has so far registered, who are

bnngmg up 59 vendors. While the snnph, avcragc of vendors per anchors is 1.37

{(59/43), it is said in fact that niany of the 'mchor:. have yet to choose their vendors. The

-‘ esnmalf_:d total o_flhe vendors' sales tumnover is about RM 190million (about

© US$1.3mittion per vendor). As far as the automobile and autoparts industry is

concerned, Proton and Perodua, two muonall}' promoted assemblers, are €o- op:.ratlv

Proton, pioncer of VDP, holds 19 verdors under the scheme. Although both asscmblers :

will surely increase the number of vendors in the near future, it seems at the moment that

only 4.8% (19/42516) of the first- and second-tier suppliers are patticipating.

16 This figure of the total autopaits supplices in Ma!éysm estimated by (he JICA development study conducted

in 1994, inctudes Jarge-scale firms unlike lhc above Keoréan figore,
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Table VI-§.7-3: \’DP Anchors and Vendors by Sccior

"~ Anchors* o ‘.’endors
Electrical and Electronics 37 Plastic Cnmponents anecuon Molding ﬁ 19
Wood-Based 1 Wood-Based Furniture Components 13
Autonmotive 2 Sub-Assembly, Auto-Inseiting and Surface Mounting Technology 8
Light Enginecring { Metal Stamping and Fabrication

Automotive Comportients
Wire Cord and Wire Harnessing
Electrical - Electroplating
: Teleé Ommum{"\tmns Equipment ) :
_ Total - - 43 : : Total 59
*: anchors by nationalily - Japan 25 Malaysw % (including Proton and Perodua), USA 4, Teiwan 3,

Germany 2, France 1.
Source: Malaysia Inicrnational Trade and Industry Report 1995

i R N |

5.7.4 Suppliers Development Program in Argenfina

Argéntina has started its Suppliers Dcveiopment Progetam (SDP) since November

1994. The Seceetariat of Industry co-ordinates INTJ, promoters (parch{s) and supplicrs
-under the scheine, which follows the following steps:
(1) apromoter registers at the Secretariat;
) the proimoter appoints suppliers a!ong the St.cM'ul'tt s guidetine;
3) - atechnical tcam from the Secretariat and INTH carries out an initial diagnosis of
| the supphem at the fixed cost of the latter; _
(4) INTI devises an action plan including a set of mdmlors and a mmmg program;
S5y INTI provides the supplicrs with periodical diagnoses and, in co- opertion with the

. promoter, technical assistance; |
(65_ * the action pla.n will be completed wilhin three years.

The long-term commci with ihe promoh,rs cnmlcs selected suppliers o

: msmuuoml finance from BICE. The operational costs of the scheme were supposed to
be funded by the penalty from the car assemblers disregarding Section 3 of Decree
2278/94 ("25% of the value of exported vehicles should come from components made by
loc.‘jl indcpendcnt sippliers.”) as well as the consultation fee.

- Although the Sceretariat originally planned to nominate 150 suppliers in the 14
- "sectors, only 20 have thus far been chosen in the first cight months (see Table V1-5-7-4).
'With regards to the automobile and autopaits industsy, CIADEA, SEVEL, Ford and
Volks Wagen, and Deutz as a first-tier supplicr, appointed seven sappliers. The main
reasons why the progress was stower than expected are said to be (i) the insufficient
number of INTI experts in such field as 1SO9000, (ii) the abrupt transfer of the financial
resource collected from the penally to other expenditures, and (iii) hesitance of poteatial
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o promoieré froill agreging .a long-term conteact. As for (i), INTI holds staff of only six
ISO expests trained by the German DGQ and has requested the Secretaciat of Industry for
financing training of forty more auditors. Compared with Malaysia, however, promoters
include major foreign assemblers. ‘The pace of about one car-related supphier per month
is not at all stow, with the ratio of supplicr participation being 2% (7/35017),

Tabte VI-5-7-4: SDP Sweppliers by Sector*

Sector . No.

Containers

Avfoparts

Confectionary

Miscellancous Metal Processing
" Castitig N

Total 20

*: There are 14 promotors, of which two, including Ford,

have nol appeinted suppliers.
Source: INTI

Mot da W IND

5.7.5. Global Trends and Country Characteristics

Unlike assemblers spontancously and sirategically formed the multi-layer keirefsu
systemin Japah,‘8 the government intervened to cncourage the keiretsn forlnmlion in the
above three countries. This is understandable as, when the pol'icy was introduced in
these counlnes asscmblels were btrugglmg for their own survival and did not h“wc time
to consider such ll'!‘\Cl'O—C(..OHOII]lC problems as increasing trade deficits causcd by
impomng more components.

~ Eachof the countrics lear ned the Japamsc CXPErience with pmclual modlﬁmuons
Comparison of their approach towards the keiretsu-formation policy C'ul be made wuh
respect ta the following four issues: (i) whether the keiretst formahon is imperative or
not, (ii) how potential suppliers are chosen, (lif) who aclua!ly suppons the participant
suppliers, and (iv) whether first-tier suppliers are allowed o become parents ete. or not.

Promoters in :Argénlina aré f rcc‘ to choose a supplicr as far as the 25% iu!é is kept,
but INT! takes an initiative of 'guidance_in retura for the consultation fee. As for the first-.
tier supplicr, Deutz was designated as a promoter. Although keirefs formation is a st
for designated autopdﬂs in Korea, the appointment of children supplicré is entrusted to
parents, who devise a "comtnon business plan” together with their suppliess. Fouitcen
f_irst-!ier suppliers are already playing the role of parents. In Malaysia, assemblers decide

* 17 This estimate of lh\, total autoparis supplicis in Argenting, prevailed n the business cirele, also includes
- largeé-scale firms.

18 Théir experience of hicrarchical business realipnment Foreed by the war regime might have Jod them to this
struclure,
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whe(her or not they register as an anchor. Anchors can choos» any suppliet as far as lt is
a bumiputera PyMEs. TFirst-ticr supphus have not yel been ‘uccplcd as an 'mchor

Such bench-marking suggests what may be missing in'A'rgcnlina. Nevertheless,
to copy good forcign policics do not necessarily guarantee a success, espectally (1) if the
conditions in the automobile and autoparts industey are varied between countries and (2)
when the global trend in the induslgy is facing a fundamental change. Good policies for
the present situation of the Argentine autoparts sector must nol go against such tidal
waves as unit delivery and new tradefinvestment order and at the same time must take
account of local characteristics as to assemblers, suppliers and the business custom
among others (public and private financial resources, 'suj:po:ﬁng institutes, etc., are
discussed in the other chapters).

(1)  Global Trends

a) New Trade and Investment Order

* The impact of WTO on the keiretsu-formation policy is two-fold. First, it
* becomes increasingly difficult to set aside a sector or a product item for PyMEs as in
Korea, because this regulation prohibits large forcign autopads suppliers from
establishing a Iocal plant. Sccond, the liberatization of investment makes plant refocation
and technology iicensing mote efficient. For example, assemblers in Korea might feel il
more cconomical some day to procure components from a subsidiary of a Japanese
autoparts supphcrs localcd in ‘§oulh [asl Asia lhan to promote local PyMEs.

'b) Unli Delwery and H!crarchlcal Subconlmctmg .

_ *Japanese car assemblers keep direct trans'icuon with much fewer component -
supplxers than their American and Europc:m rivals (Tﬁblc VI-5-7-5). Instead, first-tier

' supphcrs sub-assemble a sct of components ‘before delivery. Similar ru,htionshlps exisls
between first- and second-tier suppliers, then second- and third-tier suppllers . This
amngemenl has several merits for car assemblers: (i) reduction in the number of

_ processos at the 'lssumblmg plant, (if) rnduclton in the burden of coquuﬂltyfdclwca}'
control; (jit) reducuon in the cost of promolmg mauy mediocre suppherb, and (iv)

_ reducllon in the dcvelopmcm tead-tinic through co- Opc;atlon with firsi-tier suppliers.

298



Vol. VI (Chapter 5)

Table Vi-5-7-5; The Number of First-Tier Suppliers

- Assembler Intra-assembler  Number of First-Tier Suppliers

- Production (%) L
Toyota 30 229 club members only
.Nissan 30 193 club members enly
GM 70 1500 per assembly plant
Ford _ S0 2300
Mercedes 43 2000 excluding minor custemers
VW 44 NA
Peugeot : 50-60° 950 - 300 major customers
Renault 50-60 1100 will reduce to 700-800
Fiat - 1000 ‘
Hyovndac 452 will reduce to 300
" Kia 0 292
" Source: “The Au[omobile Industry”, Japan Automobile Industry Association,
and IDCJ Interviews.

Western assemblers are now following the same path. Their subsidiaries in
Argentina and Brazil are not exceptions; in ]1ani01llaf, the model change is an excellent
opportunity for concentrating the order on suppliers who have introduced new

~machinery. This trend has at least two kinds of imptication to the keiretsu-formation

_policy. First, assemblers arc increasingly reluctant (o bear the cost of bringing up
suppliess showihg poor performance directly. Second, development and design
'capa'bi!ily of first-fier suppliers, indispensable for the above merit (iv),!? depends partly
on their size, which does in turn on the number of customer assemblers. '

(2) Local Conditions o o

a) Assemblers :

Chaebul {local busmess group) 1ssunblcrs in Korea and nallomlly promolcd
assemblers in Malaysia are well motivated to co- opcrau, wnh the polu,y by the markel
protection and preferential treatment from the govcmmenl.- Multinational and ]!CCIISLC
assemblers in Argentina arc drivea to do so in order to comply with the 25% rule (S'cclion |
i1 of Decree 2677/91). Multinationals in Malaysia, lacking scale economies, have little
incentive 1o bring up local suppliers. '

The assemblers located in Argentina are actually conducting guidance of some
- suppliers on their owi irresliécl_ivc of the SDP framework. The multinationals can rely
on alarger team of di'agnostic engineers from the purchasing division of their Brazilian
plant. Tooling and quality control are their main tar;geis, for which they organize celis or
“workshops and facilitate self-help of the participants. The reason why the asscmblers

_'9 Table 5.7.1 shows that such capability clearly distinguishes first-ticr suppliers from those at the lower
Aevels in Japan. In conteast it is oot terribly important while assemblers produce 2 licensed nrode], because
they just transfer component designs from the Ficense holder o local suppliers.

299



Vo}.'Vi_ {Chaptér S)

took such iriitiative without cexpecting institutional rewards may be because grading up
existing supplicrs is casicr than bringing up new suppliess (as in Korea and Mataysia) -
owing 1o the accumutated knowledge of the suppliers’ competence. Nevertheless, the
Eurdpcan and American multinationals tend to be spc_éializt‘:d in unit assembly and prefer |
inviling subsidiaries of multinational supplicrs to promoting local suppliers.

b) Suppl:ers

_ Argcnhm was proud of almost 100% local content ratio bascd on 1200 autopats
suppliers teit years-ago. Some of them recognized by the crisis around 1990 the advent
of the liberalization age where quality control and price competitiveness arc of paranount
importance. They made a head start for continuous improvc'nienls and followed the
expansion of vehicle production and the introduction of new models by aggressive
investnicnt in ncw plants and machinery and acquisition of weaker suppliers. While they
are now categorized in Rank A together with subsidiaries of multinational suppliers,
others have just satisfied assemblers’ demand for cost reduction by raising the rate of
operation and managed to remain at the first-tier level (Rank B firms). Still oth'ers,'i.e_.
Rank C firms {accounting for up to three-fouiths of the total suppliers depending on the
assembler), might be shed off from the fist of first-ticr suppliers.

In Korea and Malaysia, enhancement of the local contert falio pet s was, and stilt
s, a raison d'étee for the keiretsu-formation policy. The Malaysian Government even
established Proton in order to raise the local content and to level up the supporting

: indljslry including autophﬂs suppliers. Asthe pro_moﬁon of bumiputera enterprises,
"many of which are still ihfcn’or'lo resident Chinese suppliers, is imperative, fore"ign :

- assemblers located in Mahysua do not hide Comphmts of high cost for bridging the large
technological gap. \

c) Business Custom

Compctem first-tier suppliers in Argentina and M'lta) sia delm:r componcms to
‘almost all the assemblers in (he country. Such independent supphcrs ensure production
scale more easﬂy lhan those sticking to asingle assembler, bul for the parcm assemblers,
dif t"uvsionl of the fruits t(E) ihcir rivals discourage them frt’)ih_ bearing the prommion:cosl.
This might be onc of the re:{sons wh)" the depth of involvement by ‘A'fgcminé prd'mblers
unlike Proton which has a political mission, is rdallvely low.20 Korean assemblers tend
to prefer excluswc transaction with childsen suppliers.2! Thelr size and dc»clopmenl

20 Aqother might bz bocause the promoters cannot guataniee a Joag-1erm contract dug to the market volatility.

21 58.7% of 1187 Kerean autopaits supplicrs have lranmuon with ‘only one assembler. The perceatage will
rise o 80.6% if those with two a“cmhlms are included.
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: C’lp'lbllll)' ate thus limited deepuc of the parcits’ slrong commitment and the relatively
large maiket size. | :

5.7.6 Conclusions

It can be argued from the above discussion that the following modality of
keiretsu-formation policy would fit the present state of the autoimobile and autopaits
industry in Argentina:

- Although the multinational car assemblers do not neglect the SDP as was in the
case of the Malaysian VDP, their own programs of supplicrs development have the
priority. SDP should function as a suppost to the private initiative rather than be
juxtaposed with the latter.

- It seems that INTI's ambition to conteo! over the pace and content of SDP (or the
ambition of the Secretariat of Industry to usé SDP for the restructuring of INTI) might be
a reason for the lack of coordination. The assemblers have (i) more abundant tethzlical
resources for diagnostics and practical improvements of the production site22 and (i)
more precise business perspectives to which the SDP schedule should be adjusted. On
the other hand, their own programs would have been more substantial without the
apl)ropriabiliiy probleim and the market volatility,

- Thcrdon: a policy fmmcwork should be conslrucud 5o that it inay prov:de
incentives for the assemblers to intensify their programs. Thls may include::
(1) - "Joint Promoterahlp wher\,by all lhe customer ﬂssemblera ofa pamcamm
S supphcr are encouraged 10 join the progmm and share the costs and benefits. In
- other words, such common suppliers arc seen as the industrial infrastructure.
(2) stronger link with the institutional finance and gu:imntée Syslc’m‘. Qu‘alilf |
improvements based solely on manual skills and management tools will sooner or
later hit the ceiling Once INTI acknowledges that the threshold is passed, the
* Secretariat need to co-ordinate credit to introduce more produchvc machiner Y and -
plants with increasing order from the promoter :md other assemblers. |
lNTl plays less ambitious roles in auditing the program Progress, co- -opetating for
experiments and testing, and conducting jOlllt R&D of pre-commercial lcchnology, s'ufely
and environmenl.

22 Car assemblers modified [SOO000 10 create their own quality standard.  INTH is not regarded as a proper
- centifying body of this standard.
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- - Such time-consuming promotion through'_keire!.m subcmmacling may not keep
pace with the fierce competition for the first-tier status in the age of globalization and unil
d:clivcry. However, an increasing amount of outsourcing will probably create demand for
more specialized second-ticr suppliers. SDP should aim at accepting more pairs between
first- and second-tier supplicrs.

- In the case where first-tier supplicrs become a promoter, they usually have neither
sufficient resources nor know-how (o 'pmvidc guidance for their sccond-tier suppliers.
Therefore, the room for INTY's initiative will be greater than the case including a car
assembler. Moreover, INTI can assist the reorientation of autoparts PyMES which no
tonger hold the first-tier status, and provide consulting services {o qualify thém as a
candidate for the SDP selection by their customers (i.c. ficst-tier suppliers).

- For INTH to play such roles, it must not only expadnd lhc_ ISGI000 staff but also
learn business needs more seriously and accumulate practical experience. Focusing on
production engincering, the institute should accepl more joint R&D with PyMEs rather
than commissioned testing and analysis, Organizaiional reform which facilitates an
interdisciplinary project team beyond the boundary of INTI's braiich institutes would
make it more oriented towards problem-solving projcclé.

. Lastly, the current competition will produce more after-market suppliers as well as

second-tier suppliers. As the former do not have a manufacturing customer, INTI is
- expected to be their adviser.
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5.8 Sumimary and Policy Recommendations
5.8.1 The Automobile ili[lllétry and Autoparts PyMEs in
~ Argeintina

Multinationat car assemblers look at their Argentine plants in their global strategy.
They cva_luatc the telative attraction of the Mercosur tegion and Asgeatina, and the
capability of their plants and local autoparts suppliers. -

Despite the so-called Tequila Shock, car assemblers have thus far remained
optimistic about the market expansion of the Mercosur countries. The Mercosur trade
agrecment / Protocol 21 enables them to build a more efficient plant than the ASEAN Free
Trade Agrecment / Brand to Brand Complementation. By reducing restrictions on the
vehicle trade, assemblers can limit the number of models per line in order to enjoy
complementation and scale economies. The peaceful solution of the recent dispute with
Brazil has further boosted their confidence in the regionat unity.

-Compared with Brazil, Argentina is proud of the economic stability, head-start for
economic liberalization and absence of legal dlscnnunauon The Autoinobile Reglmc
- appealed to mu:)mmg assemblers thal (he operational conditions in Argentina were
radically improved. However, a similar regime being introduced at present by the
Brazilian Government may significantly raise the merits of manufacturing in Brazil vis-3-
vis in Argentina. Therefore, the number of models per brand in cach of the countries
reflects the difference of market size and suppliers' capabiliily' more dcqtlralély from now - '
on.- This could mean that, white Brazil may produce almost a complete iinc‘-up,"A'rgéntina
might be specialized in only one or (wo fodels per brand and expoit almost 80% of lh{:sf]: :
products to the neighboring countries. A couple of Japaﬁcéc and Korcan newcomer
asscmblers have already decided to be located in Brazil. |

New models will not be produced in Argentina if the asserbling plant fails to
satisf y the productivity and quality standard of the héadquaﬂérs) This consiant
monitoring forces local plants to improve not only their own productivity and quality but
also of their autoparts suppliers. Almost all the suppliers visited by the research team
started to tackle productivity and quality prohlc;hs after the crisis around 1990 and the
Automotive Regime of the next year. While many of them recently introduced activitics
* aimed at 1809000 or the customers' equivatent standard, some have already completed,
and are periodically reviewing, their quality manual and procedure. They said they would
be certified by the end of 1996.
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_ Although such QC methods as the 5s, cells system and quality setf-control system
brought about spcciﬁciilzir inmrovbmcﬁts, investment in new production technology and |
facility is indispensable so as to stay at a firsl-tier level in the age of unit delivery. Step-
by-step improvements through QC activities brought some stippliers to secure a |
disproportionally large order from customer asseiblers including those with which lhcy
had not yel dealt. They actively committed their internal reserves, made use of credit
from machinery supplices and, aithough not very often, even raised fund at the overseas
financial market, On the other hand; others could not mancuver much beyond a review of
‘inventory costs and investment blr’mé, The former are thus exploiting scale céonomiés :
and exhibiting the guality tevel beyond attainable by just taking care of antiquated
‘machinery.

- Consequently, there scems 10 be & wide variety of capability among the autoparts
suppliers it Argentina. At the top are not onty joint ventures with forcign capital but also
local firms having acquired technical licenses, astomated niachinery and plants of weaker
competitors (Rank A). Following are those reasonably w'ellr-managed and quality-
conscious but not endowed with résources necessary for introducing new production
technology (Rank -B). At the bottom are, typically speaking, family businesses short of
accountability and exclusively dependent on a particular assembler (Rank C).

Compelition with the rest of the world, especially Brazil, in the autopats sector is
gelting harsher. Two handicai) clauses in favor of Argenting, i.¢. the compensation at the
©ralio of 1:1.2 and the 25% content from tocal mdcpcndem supplicrs in expom,d vehicles,

* have created a brcathmg space for struggling PyMEs However, the metal-processing
mdustry in Brazil sl‘mds on a more robust and diverse found'ulon derived from its largc
markel and ample experience of expoits (o advanced countrics. The number of Brazilian

| suppliers using a licensed technology and/or qualified with ISOQO()O is far greater.
Moreover, some of the local makers arc participating in the detailed design of brand-new
models.

Sunimarizing the perspective of the autoparts sector in Argentina, the OEM market
- is e\cpected to keep growmg although some ﬂuclmuons like in this year might happen,

- Nevertheless, possible swilches of assemblers’ invesiment to Brazil and future recovery

' of Brazilian autoparts suppliers might again precipitate Argmlma into trade imbalance of
vehicles and autoparts, which may well jeopardize the Mercosur framework per se.
Therefore, it can be said that promotion of the domestic autoparts sector is an urgent
issue. From the above discussion, key focuses of this policy rcco'mmendali_on scem to be
¢} financial assistance to Rank B firms, and (2) consultative support to Rank C fiems,
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'5.8.2  The Government's Role

The govcrnmem-léd industial dcvclopihcnl outlived its times even in Japan, well-
known for the success in industry-specific interventions. In addition, financial problems
prevent the Argentine Gov ernment from allocaling abundant resources. But forintimate
comnmmcatmn with the pm"ttc sector or sufficient experience in the industrial policy, the
government must take a highly sclective stance. Is most lmpon'mt functions should thus
consist in the spheres Wth.h the private sector cannot cope with on jts own:
maCroéchmhié stability, financial restructuring, reinforcement of the Mercosur
framework, clc.

| The Suppliers Development Progeam (SDP), lhoiagh not industry-specific, could
offer a basic poliéy framework to the autoparts sector. SDP is right in that neither the
'gévemmem nor INTI intervenes the sclection process of suppliers. As was argued in
Sub-Section VI.5.8.1, however, roles expecied to the public sector in promoting Rank B
firms are obliged to be quite different from those in promoling Rank C finns. The current
SDP framework should be more flexible so that the public and privale participants, and
their division of tabor, can be modified case by cdsc. In order to avoid duplications and
unfruitful interventions in business affairs, “rank-specific” policy is considered in the
following. | |

(1)  Policies towards Rank-B ﬁrms

R‘mk B firms will need large investment if they succcssl’ully rt,mmn Al the first-tier
: lcvel To produce compaonents for newer madels on a largcr scafc they, havc to compclc ‘
- with Brazilian suppliers, which enjoy institutionat finanée at a prn,fcrunml rate.

However, the amount and conditions of private loan towards PyMEs are extremely severe
after the Tequila Shock. The government should thus redouble their efforts at
normalizing the financial market to altract forc'i'g'n investment and lending. Moreover, it
can play an important olc in reinforcing such instilutionai finance as from BICE, BNA,
FONTAR elc., and ai the same time, in encour'lgmg carly establishment of the gmramu::
system such as the Socicdades de Guarantfa Rcciproca )

* Some argue that in the current state of financial crisis the government should
“concentrate on the provision of information, not finance. This ¢ould be misleading, as
Rank B suppliers have a better access to information of new technology and quality
| manageinent specific (o their needs than public institutions do. Their information sources
~ aie asseinblers' suggeslions, overseas exhibitions and private consultants. 'For example,
-~ séminars and (raining courses af IACC (Instituto Argentina de la Calidad) are said to be
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too clemientary to satisfy busincss nceds of Rank B firms. This is why they depend on
private consultants or newly employcd specialists for quality improvemeiits. Customer
assemblers in particular have more abundant techntcal resourees for dmgnosucs and
practical improvements of the shopfloor. Their own progmms of supphcrs dwclopmcnl :
have already been well under way.

Bearing the dctuat flow of information‘in miuﬂ SDP needs to be reformulated so
that assemblers can play a central role (Flgun, VI-5-8-1). Inthe SDP! , assemblers
designa program guldehne select ﬁlst tier supphers and pravide techinical assistance as
well as good offices to technology licenisers, accountants/consultants and equity
participants. The role of the public sector is to reward private efforts with financial
incentives. That is to say, INTI evaluates the initial formality of the investinent plan and
inonitors the progress of the progrzim based on the plan schedule. Financial institution
exchanges information of the program viability with INTI and offers cheaper capital and
easier guarantee than market in accordance with the need for plant cxpansioﬁ and
renovation. In return for their assistance, promoter ass¢imblers share the benefit of new
investment with their supplicrs in terms of the better quality, punctual delivery and Iovﬁé_r
- price. The Secretariat of l'nd‘ustr)‘} and ADEFA, representative of the assemblers, arrange
* such I‘mmework as the "Joint Promotership” to take care of the batance among the
member assemblers within the budgctary limit.

INTI is likely to make a more significant contribution to commercially less vi'\b!e

 projects. For example, INTI could pun.h'tsc widely appltcablu fomgn technology and

- resell them (o a number of supphcrs Construction of a dream auioparls plant is another

. good idea, where assemblers and supphcrs can caplure inspiration from the application of

. state-of- ad lechnology without taking high risk. Improvuncnls on safety and

j cumronmem are not completely trusted to private initiatives. Through such joint R&D,
suppliers will accumulate research know-how necessary at the first-tier level, while INTI
will get acquainted with business-oriented mind and practical problem-solving. The
government can use subsidy as a leverage to induce INTI in this direction. 1n addition,
“subsidies could be provided for the supplicrs’ as’socii_lticns to organize a trip to overseas -

* plants and exhibitions, for specialists nominated by them to be invited at seminars, and

for company e:iginecrs/nmnagefs to attend al training courses.?3

23 AOTS QC semiaars are well-reputed, but jhose of “JUSE (Japan Union of Scientists and Engincers) is
unknown. JUSE providas training courscs in Spanish, Pl\f[ubULSL and Chmus-. a numbu of Brazilians and
Chincse have aleeady participated.
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(2)  Policics towards Rank-C Firmis

In fact, assembters have nearly finalized the Histing of first-ticr supplicrs with the
end of 1996 in Scopc. It secms too late to tirgc them to think twice so that they might
retain business with Rank C firms, as the promotion through direct technical assistance is
a patient process, Nevertheless, it is still possible to keep them alive by transforming
them into after-market specialists or second-tier subcontractors. In the age of open
economy, they, too, need 1o brush up production technology and quality nmnagéuient n

“order to manufacture small lots of diverse products,

“Pemand for more specialized second-tier suppliers is expected (o grow thanks to
the trend of increasing outsourcing. However, it is probably beyond the budgelﬁry |
capaciiy of the government to'pmvidc financial assistance towards Rank C firms. Even i
provided, they may spend that money for conspicuous consumption of the owner family -
‘unless their accountabilily is established. Instead, the government should play a greater
informational role. As the source of ideas of family businesses is often quite narrow
{owiers' friends, etc.) and they are frequently short of cven general information, it is ‘

~advisable to reinforce information services of CIEI etc. to widen their scope. Important
topics of the seminar include management philosophy and the global trend.

Technical assistance through SDP may also have a more solid rqison' délee lo
promote second-tier suppliers (Figure VI-5-8-2). Most first-tier supplicrs have _
accumulated much smaller resources than assemblers lo'providc technical assistance for
~ external eitities.?® In the SDP2, INTI is expected toﬁup'plcmcnl promolc_rs; initiatives
by gcuing'involvcd in program desig:j and technical assistanée as well as i_.l._l basic training |
of pol_cnlial-panicipams.' Again, the gbvermnchl can usc subsidy as j;a !c\'cragc to refnknt _
INTIL " S '

~ INTI itself can supplement their resources with private expertties for the technical -
assistance and training courses through: (i) the registration system of qualified techno-
managerial expéns, (it} the innovation/quality awards at the level auain_ablé ‘fo_r PyME
suppliers, and {'iii) small public contribution towards QC li‘lidS sponlahcéu'sly e:slabfislped
by PyMF. suppliers. Joint R&D with second-tier supplicrs should also be éncouraged.
Minor modifications of production technology widely applicable to cash-scarce PyMEs
(¢.g. partial automation affordable to PyMEs) are highly desicabe research themes.
Details are to be jointly specified with the suppliers association.

24 INTI's role could be even larger for aler-market speciatists, as they cannot rely on manefzcturing gromolers.
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Figure VI-5-8-1: Policy Framewdrk for the Rank B Firms
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Figure VI-5-8-2: Policy Framework for the Rank C Firms
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