3. BUSINESS OPERATIONS OF ASSEMBLERS IN THE ASTAN REGION

3.1 THE AUTOMOTIVE INDUSTRY

3.1.1 Auvtomobile Assemblers

Recent changes in the automotive business in the Asian region are: the rapid expansion of
demand in China and the ASEAN region; and the progress of mutual complementation of

automotive parts and components in the ASEAN region.

The demand for automobiles in the ASEAN region has been steadily expanding keeping pace
with its economic growth. Total automobile sales in the Asian region excluding Japan was
5.4 million units in 1994, an increased of 7.7% from the previous year.  The demand bothin
China and in Korea has reached around the level of 1.5 niillion vnits a year. That in Thai-
fand is reaching 0.5 million units a year. In recent years, Indonesia and Malaysia have expe-

rienced a £apid rise in the demand.

In 1988, ASEAN member countries agreed to establish the Brand-to-Brand Complementa-
lion Scheme for the purpose of strengthening the competitiveness of the ASEAN in the
world automobile market. Under this scheme, specific automotive parts and components
production would be concentrated in a limited number of countries and supplied to other
countries. In 1992, the Agreement on Common Effective Preferential Tariff was signed as
a step toward realizing the ASEAN Free Trade Area.  The step-by-step reduction of tariffs

among ASEAN countries is to be carried out in 15 years based on this agreement.

Major automobile manufacturers have faced the necessity of reviewing their business strate-
gies toward the Asian area in order to sespond to the changes in the business environment in
this area. ‘The future direction of major automobile manufacturers' business strategy to-

ward the Asian area is as follows:

i Active entry into potential markets
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Market entry into such potential markets as China, Vietnam, and India is one of the cur-
rent issues for automotive manufacturers. They are making active approaches to these
markets. At the same time, they are expanding existing production bases in the growing

markets in the Asian region.

It is anticipated that price competition will intensify in the Asian market because Mitsubi-
shi Motors is decreasing its cost compelitiveness due to the Yen apprectation and because
American and European automobile manufacturers plan to enter the Asian market with

their compact cars.

ii. Manufacture of an Asian Car

Automobite manufacturers consider that the introduction of a low-priced and practical car
into the Asian market is necessary in order to survive in the expanding Asian market.
Japanese automobile manufacturers are introducing so-called Asian cars, which are devel-

oped specifically for the Asian market and produced at production bases in the Astan area.

According to the Asian car plans of major Japanese automobile manufacturers, the pro-
duction in Thailand goes ahead of other countries.  Although there will be production in
individual ASEAN countries in the future, it is anticipated that Thailand will be the major
supplying source of parts and components. Procurement from Malaysia will also be of
importance because the economies of scale of parts production in Malaysia will be

achieved through National Car Projects.

iii. Reduction of production cost through the enfargement of local procurement

The KD production cost at Japanese automobile manufacturers in Asian countries has
been increasing due to the rise in import prices of KD paits reflecting the Yen
appreciation. The need to reduce production cost in these couniries is high among
Japanese automobile manufacturers.  They are setting up a system to procure from the

cheapest source of parts and materials instead of buying from Japan.
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iv. Establishment of a mutual complementation system in the Asian area

Facing the needs of procuring more parts and components within the ASEAN region and
making Asian cars, automobile manufacturers which have set up production bases in the

Asian area have started to set up a system to supply parts and components mutually

among production bases in this area instead of manufacturing all parts and components
within an individual country, Taking into consideration the future of mutual complemen-
tation in the Asian area and the future market growth prospects of individual Asian coun-

iries, they are establishing this mutual complementation system.

Fig. 8-3-1 Automobile Sales in ASEAN Countries
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Fig. 8-3-2  Automobile Production in ASEAN Countries
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Table 8-3-1 Trend of Asian Car Production by Major Japanese Automotive Manufacturers
Qutline of Asian Car Plans
Toyota Toyota’s Asian car is a small size car (1,300 - 1,500 cc) based on the Tercel.

Motor
Corporation

The production will start in Thailand at the end of 1997. [In 1998,
production will also start in Indonesia and the Philippines. In 2000, the
production amount will be 120,000 units in Thailand, 90,000 units in
Indonesia, and 12,000 units in the Philippines.

In order that Asian cars can achieve mass sales, prices should be set at a level
that ordinary consumers can purchase.  Prices for the Thai market will be tess
than 400,000 Baht. Toyota considered that drastic cost reduction within the
ASEAN region is necessary for low prices. Simplification of parts and
components and increase in local procurement will be pursued.

Nissan
Motor Co.,
Lid.

Nissan has produced AD Resort as a special car for the Asian market since
1993,

In 1999, Nissan will start the production of a new Aisan car in Thailand,
Indonesia, the Philippines, Malaysia, and Taiwan.

The new model will be based on the Sunny, a model of which will be changed
in Japan at the beginning of 1998. This Asian car will be in the 1,500 cc
ciass. For Thailand, the prices will be less than 400,000 Baht, 20 -40%
cheaper than those of existing Sunny’s sold in the country.

The mode! will adopt specifications for the Astan region and local procurement
will be increased.  The local content ratio will be raised to 70 - 80%. The
above countries will share the parts and components production.

Honda
Motor Co,,
Ltd.

Honda started the production of an Asian car in Thailand in April, 1996.
Production will also be started in the Philipinnes and Malaysia in the latter half
of 1996, and in India in 1997. They plan to produce totally 200,000 -
300,000 units in 2000.

_S“c;urcer Nihon Keizai Shimbun

3.1.2 Automotive Parts and Components Manfuacturers

(1) Oulline of Business Operations of Japanese Automotive Parls and Components

Manufacturers

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

Asian area in response to enlarged business operations in this area by automobile

manufacturers. Fig. 7-3-3 shows the number of overseas subsidiaries of Japanese

automotive parts and components manufacturers by region.

llow to supply spare parts for exported Japanese automobiles was the main issue of
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overseas business operations of automotive parts manufacturers before.  The current
issues of their overseas business operations are:

i How to be involved in local production systems at Japanese automobile
manufacturers’ overseas production bases,

ii How to respond to local content policy and national car projects in developing
countries and requests for the parlicipation of Japanese automobile
manufacturers; and

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

with automobile manufacturers.

In ASEAN countries, automotive manufacturers were obliged to choose CKD produc-
tion due to bans and/or high import tarifls on completely built-up unit imports. Auto-
motive manufacturers have been required to increase their local content in line with the
local content regulations of these countries. Therefore, in many cases, parls manufac-
turers made investments in the Asian area on the basis of requests from automobile
manufacturers which were required to increase the use of local parts and components in

this area.

Automotive parts manufacturers are experiencing big changes in the business environ-
ment around the Asian area. They are: i) ASEAN countries have introduced the BBC
scheme and CEPT scheme, i) Japanese automotive manufacturers have started Asian
car plans; and iii) Japanese automotive manufacturers in the Asian area are looking for

low-cost suppliers instead of Japanese suppliers due to the Yen appteciation.
Under these circumstances, an increasing number of Japanese automotive parts and

components suppliers are investing in the Asian region, in order to obtain new markets

and new custoners, as well as to maintain existing customers.
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Fig. 8-3-3 Operation in the ASEAN Countries by Japanese Automotive Parts
and Components Suppliers
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Fig. 8-3-4 Establishment of Production Bases in the ASEAN Countries by Period
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Fig. 8-3-5 Technological Collaborations in ASEAN Countries by Japancse Automotive
Parts and Components Suppliers by Period
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Table 8-3-2 Product Items Which Japanese Automotive Parts Manfuacturers
Produce or Provide Technological Collaboration in ASEAN Countries

(Unit: No. of Companies)

Indonesia| Thailand | Malaysia | Philippines | Singapore| Total
1 [Engine Parts 24 49 13 4 8 98
2 [Electric System (1) 6 11 6 2 0 25
Starters, Alternators,
Plugs, CU, etc. |
3 [Efectric System (2) 9 13 13 9 0 44
Wipers, Lamps, Meters,
Hasnesses, etc. N
4{Driving, Power 14 28 7 2 1 52
Transmision, & Steering
Parts |
5 [Suspension & Brake Parts 16 [ 14 3 0 52
6 {Body Parts 11 27 20 2 0 60
7|Accessories {AC, Audio) 6 14 15 6 9 S0
8 {Others* ' 8 9 3 2 l 23
9 |Motorcycle Parts 6 17 7 0 0 30 |
Total 100 187 98 30 19 434

Note: Establishment of production bases and technological collaborations by members of the

Japan Auto Parts Industries.
*Others include batteries, tires, die making, machining, etc.
Source: Activities in the ASEAN by Japanese Auto Parts Manufaciurers, Japan Auto Parts

Industries Association
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3.2 THE ELECTRICAL AND ELECTRONIC INDUSTRY

3.2.1  Assembling Manufactorers

(1) Trend of Business Operation in the Asian Region by Japanese Electrical and Elec-

tronic Assemblers

The trend of business operations by Japanese electrical and elecironic manufacturers can

be summarized as follows:

In the 1960s

During this period, Japanese electrical and electronic manufacturers extended their busi-
nesses into the Asian region with the purpose of securing local markets in this region.
They started the production of such items for local markets as transistor radios, black and
white TVs, refrigerators, washing machines, and electronic parts such as resistors and mo-
tors. Their overseas production was mainly assembly and the items produced were

mostly fabor intensive items.

Investments were made in neighboring countries such as Taiwan and Korea, and ASEAN
countries. These countries introduced measures necessary to receive foreign invest-
ments with the preparation of investment promotion policies. Japanese investments con-
centrated especially in Taiwan.  Such factors as Taiwan’s introduction of foreign invest-
ment incentives ahead of other countries, its location close to Japan, and historical relation
with Japan attracted investments from Japan. With the establishment of the export proc-
cssing zone, Yapanese manufacturers came to position Taiwan as export bases to the U.S.

market in the latter half of the 1960s.

fnthe 1970's

In 1970, Japan adopted a floating exchange rate system and, since then, the yen has con-
tinued to become stronger. This accelerated the establishment of overseas production
bases by Japanese electrical and electronic manufacturers in the first half of the 1970s.

They set up production bases in the ASEAN region, where labor cost was far cheaper
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than that of Japan because the production in Japan lost cost competitiveness due to the
stronger yen and rises in labor cost.  They exported from those production bases to U.S.
and European markets. During this period, approximately 70% of overseas investments
by Japanese electrical and electronic manufaciurers were directed to the Asian region, es-
pecially those countries which were institutionally ready to receive foreign investments
and politically stable were. Korea, Singapore, and Malaysia became major target coun-

tries following Taiwan.

However, Japanese investments in the Asian countries decreased significantly alter 1974
for the following reasons:
- They could not afford to invest abroad because of the domestic recession after the
Oil Crisis.
- There was rising criticism of the excessive presence of the Japanese economy in
the Astan countries.
- Some countries introduced restrictions on foreign investments.
Singapore, which took an open door policy, occupied a larger share of investments into

the Asian countries in this period.

In the 1980s
In the first half 1980s, investments into the Asian region calmed down because major

manufacturets had already made investments. Investments to China increased after the
announcement of its open policy in 1979. At the same time, at the production bases in

the Asian region, the diversification of production items progressed.

In the latter half of the 1980s, Japanese electrical and electronic manufacturers again
started to set up production bases in the Astan region in response to the sharp rise in the
yen after the Plaza agreement in 1985.  They shifted their investments from such coun-
tries as Korea and Taiwan where the labor costs were rising and the exchange rates
against the US dollar were revaluated, to the ASEAN countries. They directed their at-
tention especially to Thailand and Malaysia which offered active foreign investment pro-
motion policies. During this period, there was progress in the division of production in

the Asian region which allocated low grade products of low value added to the ASEAN
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countries and relateively high value added products, such as semiconductors and unit

components, to NIES.

Inthe 1990s

In the beginning of the 1990s, the Japan economy was hit by a deep recession stemming

from the end of the bubble economy. Japanese manufacturers suffered from bad busi-
ness performance and decreased their overseas investments. However, they have faced
the necessity of expanding their overseas production for the purpose of cost reduction in

response to the yen valuation since 1993.

The number of items produced at overseas production bases has been increasing and the
global division of production has become more outstanding. In the Asian region, the re-
gional division of production is being established in the manner that they allocate the pro-
duction according to the types of products, from high value added to labor intensive, to

NIES, ASEAN and China in that order.

Table 8-3-3  Establishment of Aftiliated Compantes in Asian Countries
by Japanese Electrical and Electronic Manufacturers by Period
{Consumer Electrical and Electronic Equipment)

(Unit: No. of Companies)

Period | Korea | China | Taiwan| Thailand | Singapore | Malaysia| Phifippines | Indonesia
- 1965 0 0 4 3 0 2 0 0
1966 - 70 0 0 4 2 2 2 2 2
| 1971 -75 4 0 4 1 5 3 0 1
1976 - 80 0 0 1 1 5 1 0 1
1981 - 85 0 4 2 2 0 2 1 |
1986 - 90 2 2 5 12 5 26 2 I
1991 - 95 0 33 2 4 1 3 1 10
Total 6 39 22 25 18 39 6 16
Source: List of Foreign Affiliates 1995, Electronic Industries Association of Japan, Octo- g
ber, 1995
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Table 8-3-4  Establishment of Aftiliated Companies in Asian Countries
by Japanese Electrical and Electronic Manufacturers by Period
(Industrial Use Electrical and Electronic Equipment)

{Unit: No. of Companies)

Period Korea| China | Taiwan| Thailand | Singapore | Malaysia | Philippines | Indonesia

- 1965 1 0 1 0 0 1 0 0
1966 - 70 0 0 5 0 0 0 0 0
1971 - 75 2 0 3 0 3 2 0 0
1976 - 80 2 ¢ 0 1 2 2 0 0
1981 - 85 0 5 0 0 0 1 0 ]
1986 - 90 4 4 2 11 1 10 4 0
1991 - 95 1 20 3 0 2 2 2 1

Total 1G 29 14 12 8 18 6 2

Source:  List of Foreign Affiliates 1995, Electronic Industries Association of Japan, Octo-

ber, 1995

(2) Recent Trend of Production in the Asian Region by Japanese Electrical and Elec-

tronic Manufacturers

Product items of Japanesc electrical and electronic manufacturers in the Asian region are

shown in Table 8-3-5. For some items such as TVs, overseas production has exceeded

that in Japan.

The characteristics of the division of production in the Asian region which is currently

pramoted by Japanese manufacturers are as follows.

ii.

Increase in exports to Japan

They are shifting the production for the Japanese market to the ASEAN and China,
which have been export bases to the U.S. and Europe markets. They are increas-
ing their imports from these countries for the Japanese market. The production of
middle level products, such as medium size TVs and VTRs, is currently shified to
the ASEAN reflecting the fact that Japanese consumers have become price con-
scious even for middle leve! products and that the level of production technologies
and the supporting industcies have been developed.

Transfer of the production of lower level products to labor abundant countries

Labor cost is rising in Malaysia and Thailand, which tend to specialize in middle

8-37




iii.

level products. Accordingly, manufacturers are transferring the production of

lower level product 1o such countries as Indonesia and China, which have an abun-

dant labor force.
Production Expansion in China

Manufacturers are actively setting up factories in China aiming at the huge and ex-

panding market.
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Table 8-3-5 Product Items Produced by Japanese Electrical and Electronic Manufacturers
in the Asian Region

(Unit: No

. of Companies)
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Table 8-3-6  Ratios of Production in the Asian Countries
of Japanese Electrical and Electronic Manufacturers

Ratio of Production in Asia Changes in Production
Other than Japan {1992/94)
| (Production in Japan = 100) (%)

) FY 1992 FY 1994 Asta Japan
AV Equipment 48 127 58 -40
Parts for AV Equipment 30 43 28 -11
Home Appliances 21 2% 23 -10
Panis for Home Appli- 48 73 30 -14
ances
QA Equipment 12 18 57 2
Parts for OA Equipment 9 13 58 11
FAXs 11 14 40 5
Parts for FAXs 20 28 57 14
Semiconductors 6 11 99 14
Other Electronic Parts 33 42 26 1

Note: Based on the questionnaires returned from 144 companies which operate in the
Asian region.  On a production value basis.
Source: Situation of Division of Production in Asia of Japanese Machinery industry,
Japan Machinery Exporters” Association

3.2.2  The Elecirical and Electronic Paris Manufaclorers

(1) Business Operation of Japanese Electrical and Electronic Parts Manufacturers in the

Asian Region

Table 8-3-7 & 8 show the situation of business operations of Japanese electrical and elec-

tronic parts manufacturers in the Asian region.

Electrical and electronic assemblers operating in the ASEAN are enlarging the necessity of
increasing local procurement according to the production expansion and diversification of
product ilems. Overseas production by Japanese parts manufacturers is also expanding to
meet assemblers’ demands.  High value added key parts, such as medium size CRTs and
maguetic heads, are produced in this region. However, under the current circumstances,

parts manufacturers operating in this region can not meet the demands of assemblers.
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Paris manufacturers consider their overseas plants as production bases only for regional

markets and they basically do not expost fo Japan

Overseas production by parts manufacturers is usually done by automotive production sys-
tem. Many have introduced the latest facilities and equipment from Japan.  The produc-
tion system in ASEAN is similar to that in Japan except that certain processes are not auto-
mated such as supply of materials to machinery, transport of works-in-progress and finished

goods, inspection and packing

Parts manufacturers in the Asian region mostly depend on imports, mainly from Japan, for
materials because there are few material suppliers in the country and their quality is not reli-

able. They also, in most cases, depend on headquarters in Japan for designing.

Table 8-3-7 Establishment of Affiliated Companies in Asian Countries
by Japanese Electrical and Electronic Manufacturers by Period
{Electronic Parts and Devices)

(Unit: Companies)

Period Korea | China | Taiwan] Thailand | Singapore|Malaysia| Philippines | Indonesia

- 1965 0 g 4 0 0 0 0 0
1966 - 70 3 0 18 2 0 0 0 0
1971 - 75 23 0 17 0 10 10 0 I
1976 - 80 3 0 7 1 2] 5 3 0
1981 - 85 4 4 3 3 4 2 1 0
1986 - 90 15 12 9 33 15 62 6 1
1991 - 95 0 64 3 10 4 22 6 | 19

Total 48 80 61 21 54 101} 16 21

Source: List of Foreign Affiliates 1995, Electronic Industries Association of Japan, Octo-
ber, 1995
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Table 8-3-8  Product Items Produced by Japanese Electrical and Electronic Parts
Manufacturers in the Asian Region

{Unit: No. of Companies)

o Kor¢a |China|Taiwan] Thailand| Singapore |Malaysia|Philippines| Indonesia
[Resistors s s 12 1 1 8 1 2]
Capacitors 12 3 1o 1 8 11 1 2
Transformers 10 12 14 6 6 27 2 3
Audip Parts 3 3 3 0 3 3 1 2

tm [Magpetic Heads 6 4 4 2 2 4 2 1

§ Small Size Motors 20 1l 5 4 1 8 1 1

g Conneclors 8 6 3 1 2 5 2 2

% Swilches 8 10 4 1 1 8 } 3

g {Small Functional Parts 3 12 8 0 6 12 i 0

2 {Unit Parts 12 18 9 7 7 16 3 0

E. Magactic Recording Me- 0 o ¢ 2 0 2 0 0

9 ldia

3 [Other Electrenic Parts 4] 32 13 25 19 33 2 7

2 {Scmiconductors 3 3 4 6 3 8§ ) 0
ICs 6 3 3 4 3 7 2 0
CRTs for TVs Y 2 0 1 2 1 0 1
Other Electronic Devices 2 8 9 6 3 4 1 3
Tolal 38 80 6l 19 54 101 16 21

Source: List of Foreign Affiliates 1993, Electronic Industries Association of Japan, Octo-

ber, 1995

g
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3.3 The Machinery Indusiry

Japanese manufacturers in the general machinery industry including industrial machinery,
machine tools, construction machinery, and precision machinery have been not active in in-
vestmtents into the Asian region compared with the automobile industry and the electrical
and electronic industry.  This is mainly because they can not enjoy the cconomies of scale in
overseas production due to the following:

i, Their production mode is large variety and small volume production.

ii. Non-price factors such as technology, durability, and after-sale service are impor-

tant competitive factors.

iii. Most of the manufacturers are medium scale.

However, an increasing number of manufacturers have started plans fo start overseas pro-
duction, especially in China, responding to the demand expansion in the Astan region, where
the industrialization is advancing dynamically. Decreasing profits due to the strong yen is

another reason for a gradual rise in their overseas production ratio.

Table 8-3-0 Number of Afliliated Companies of Japanese General Machinery
Manufacturers in ASEAN Countries by Period of Establishment

1991 or Before | 1992 | 1993 1994 1995 Total

| Thailand 38 2 2 1 i 44
Singapore . 25 1 1 0 1 28
Malaysia 10 1 0 2 0 13
Philippines 5 0 0 0 2 7
Indonesia 16 0 1 0 0 17

Source: List of Japanese Companies Investing in ASEAN (ASEAN Shinshutsu Kigyo
Soran 96), Tokyo Keizai Shimposha

Generally speaking, investments were concentrated during the period from 1986 to 199},
According to the questionnaires given to machinery manufacturers in ASEAN countries, ma-
jor reasons for investments or choosing the country were: local market expansion, response
to the strong yen, lower cost, stable political situation, and future potential for Thailand; at-
tractive investment incentives, lower cost, and stable political situation for Malaysia; and lo-

cal market expansion and future potential for Indonesia.
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4, INDUSTRIAL POLICIES IN THE ASIAN REGION

4.1 AUTOMOTIVE INDUSTRY DEVELOPMENT POLICIES

4.1.1 OQOverview of Automotive Industry Development Policies in the Asian Countries

The direction of the automotive industcy policies in ASEAN countries has tended toward the
liberalization of the market. As background for this liberalization trend, GATT's re-
quirement for market liberalization and the introduction of the CEPT system in the ASEAN

can be pointed out.

ASEAN countries have been relaxing regulations on the automotive industry through such
measures as the liting of the ban or CBU (completely build-up) unit imports, reduction of
import tariffs on CBU and CKD kits, and relaxation of regulations on local content. At the
same time, these countries have been introducing incentives to locatization and to exporting

companies with a view to developing the automotive industry.

They are taking more flexible approaches to the promotion of local content, for example,
through the provision of export credit and the application of the BBC scheme. Automobile
manufacturers have been obliged to concenirate on specific market segments and specific
models in order to achieve local content targets in such countries as Thailand and Indonesia.
However, with the more flexible localization approaches, they tend to reduce the concentra-

tion on specific models

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

ing Singapore are shown in Table 8-4-1 and 2.
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Fable 8-4-1 Major Indicators of the Automotive Industry in Major Asian Countries

B Indonesia Thalland | Malaysia | Philippines China

Automobile Production

(1994) (Units) 325,021 434,001 216,488 160,098 | 1,338,500
Passenger Vehicles 41,807 109,830 172,654 57,818 247,600
Comnercial Vehicles 283,214 324,171 43,834 42,280 1,090,900

No. of Automobiles

Registered {1994) (Units) 3,231,363 | 2,847,939| 2,884,322 1,555,291 8,175,835
Passenger Vehicles 1,676,781 1,041,246 | 2,370,038 531,240 2,448,023
Commercial Vehicles 1,554,582 1,806,693 514,284 | 1,024,051 | 5,727,812

Population per Passenger 119.5 17.5 8.1 131.4 486.3

Vehicle (1993) (Persons) .

Automobile Imporls

(1994) (Units) 59,301 104,699 131,116 48,157 111,544

Passenger Vehicles 38,105 66,679 58,131 34,149 62,454

| Commercial Vehicles 21,196 38,020 72,985 14,008 49,090 |

Source: Automotive Industry Handbook, Daily Automobile Journal, Automotive Statistics
of Major Countries, Japan Automotive Manfuacturers Associtioan
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Table 8-4-2 QOutline of Automotive Industry Policies in Major Asian Countries

3

vehicles {more
than 1,850 cc) &
2.5t commercial
vehicles 45% in
26

_Indonesia Thailand Malaysia Philippines China
Restriction [Liberalized. Free. License is [Principally Liberahzed. Only import
on CBU necessary for KD prohibited. license holders
Unit imports. can import.
| Imports | .
Impoert Duty |[Passenger Passenger Passenger Passenger Passenger
on CBU  |vehicles:125 - vehicles: vehicles; 140~  [vehicles: 40%  |[vehicles:
Units 200% Exceeding 2.01- {2009 Commercial Exceeding
Commiercial 220%, Less than |Commerciat Vehicles: 20-  |2001-220%,
Vehicles: § - 2.01: 180%, Vehicles: 0% 40% fless than 2.01-
105% Commercial . <n0 180%
Vehicles: 60% AWD:50% Trucks:50%
Taxes on [Luxury Taxes for |Excise Duty Excise Duty:25- [Value Added {40,000 yuans
Automobile [Passenger Passenger 65% for Tax: 10% per one
Sales  [vehicles vehicles: less passenger imported
exceeding than 2.4l- vehicles & 15% vehicle. In
1,600CC: 35%, |[35.75%, 2.4lor |for commercial addition,
those 1,600CC  |more- 41.8% vehicles. industry and
or less and some Sales Tax: 10% commerce
commercial unity tax and
vehicles:20% local value
0r35% according added tax are
to local content imposed.
Import Duty |0 - 65% 20.0% Passenger 3.0%
on KD Parts [(Parts: 0 - 25%) |(Parts: 15 - 60%) |Vehicles: 42.0%
Commercial
Vehictes: 5.0%
Localization [Reduced import  [Passenger Mandatory t.ocalization Foreign
Target  |duty on parts vehicles: 54% Deletion Items:  |ratio are as currency for
according to Commercial 30 items. follows: KD parts must
localization ratio. [vehicles: 65%  |Local Content  |Passenger be obtained by
(chasis basis) Target: vehicles: 40%  |exports.
Asserbly for Passenger Commircial When
engines for pick- [vehicles{1,850¢cc |vehicles: localization
up trucks: 70%  for less)60% in 96 | 13.77% - 45% [ratio exceeds
since 1995 Passenger 50%, import

license is not
necessary for
parts imports.

Source: dutomotive Indusiry Handbook, Daily Automobile Journal, Aufomotive Statistics of
Major Countries, Japan Automotive Manfuacturers Associtioan, The Japanese
Chamber of Commeice and Industry of the Philippines, nc.
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4.1.2

Auntomotive Industry Development Policies in Thailand

(1) Automobile Industry Development Policies

The Thai government had banned imports of passenger vehicles of 2.3 litres or less and
large-sized buses since 1978 as part of their protective measures for the domestic auto-
mobile industry. The government lifted the ban on imports of CBU units and reduced
import duties on CBU units and CKI) kits in 1991 and 1992. The tax difterential be-

tween passenger vehicles and commercial vehicles has been reduced with the introduc-

tion of new tarifis although. commercial vehicles had reccived preferential treatment.

Table 8-4-3  Import Duty on Automobiles and CKD Kits

Passenger Vehicles

Pick-up Trucks

CBU Units CKD Kits | CBU Units | CKD Kits
2.3 litres or less | Over 2.3 litres
Before Jul,, 1991 180% 300% 112% 120% 30%
After Jul,, 1991 60% 100% 20% 60% 20%
After Jan , 1992 42% 68.5% 20% 60% 20%

Source: Forin

A 7% value-added tax (VAT) is imposed on automobiles and automotive parts and
components. CBU units and CKD kits of passenger vehicles, station wagons, and jeeps
are subject to an excise tax of 32.5% for engines of 2,400 cc or less, or 38% for those
exceeding 2,400 cc; and a municipal tax of 3.25% for 2,400 cc or less, or 3.8% above

2,400 cc.

Passenger vehicle assembly plants needed a license for establishment in Thailand. A
complete ban was placed on new passenger vehicle assembly plants in 1979 although a
fimit or ban was not placed on the establishment of new assembly plants of trucks, buses,
pick-up trucks of 4 tons or less, or motorcycles. However, the ban on the establishment

of new passenger vehicle assembly plants was lifted in November, 1993,

In April, 1994, the Thai government announced incentives for automobile assembly

plants in order to invite foreign investments and promote expoits. An outline of the
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new incentives is as folows:
i. Incentives by region
- Zone | (6 provinces around Bangkok)
No incentives
- Zone 2 {10 provinces around Zone 1)
7 ycar exemption of corporate income tax for export income
©50% import duty reduction on machinery
- 7Zone 3 (Other provinces and Laem Chabang Industrial Estate)
8 year exemption of corporale income tax for export income
Full import duty exemption on machinery
Deduction from the taxable income of 25% of the expenses for water supply,
electricity and transportation
ii. Import duty reduction for materials for a company which exports more than 1,000
units annually
ii. Exemption of corporate income taxes for export income for a company which

moves to a locat area
(2) Local Automotive Parts and Components Industry Development

Local content requirements for vehicles in Thailand are decided on the basis of the parts
lists for local content calculation formulated by the government. They are 54% for

passenger vehicles and 65 - 80% for commercial vehicles. -

The local content requirement of Thailand is administered on the basis of the given-
percent system.  The Ministry of Industey formulated the lists in which automotive pads
are classified and each part is given a localisation ration in percent form. As for
passenger vchicles, parts are classified into 21 categories, into 75 sub-categories, and
into 299 items.  Each item is given its localisation ratio in percent and the sum of these
ratios is 100 percent.  In addition, there is a list of 29 items to be localized compulsorily

and the total of localisation ratios of compulsory items is 20.07%.

In 1989, the Thai government started the local engine production program for small-
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sized commercial vehicles. The local content requirement for engines was set at 20%
for 1989 and it will be increased consecutively by 10% annually so that it will reach 80%

within 7 years.

Since September, 1993, Thai governement has introduced new incentives for the
supporting industries.  Priority industrics can receive such incentives as 8 year
exemption of corporate income fax, import duty exempiion on machinery, and 100%
forcign equity. The following 14 industries are designated as priority industries:
Molds and dies, jigs, forging, casting (by induction furnace}, tools, cutting tools,
grinders, surface treatment, heat treatment, sensors of precision machinery,

electronics connectors, nickel cadmium batteries, and engineering plastic parts.

In June, 1994, investment incentives were applied to 20 industries locating in Zone 2,
including tires and automotive parts and components, which had been subjected to

incentives oaly when located in Zone 3.

4.1.3 Automotive Industry Development Policies in Malaysia

(1) Automobile Industry Development Policies
a. Import Restriction on CBU Units
Imports of all categories of CBU motor vehicles (other than special purpose vehicles),
are restiicted.  Up to 1991, the ceiting of CBU imports was 10% of the total pro-
duction a year. However, since 1991, CBU imports have been reduced consecu-

tively by 1% so that by 1996 imports wili be reduced to 5% of the total praduction.

Import duties on CBU imports are as shown in Table 8-4-4.
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Table 8-4-4  Tmport Duty on CBU Unit Imports of Vehicles

Passenger Vehicles Commercial Vehicles
Engine | Less than 1,800 ¢¢ 140% 35%
Capacity | 1,800 cc<2,500 cc 170%
2,500 cc and above 200%

Source: Ministry of International Trade and Industry

b. Automobile Assembly License

Motor vehicle assembly licenses have been given to limited assembly plants for the

purposc of developing local assemblers.

¢. Preference to the National Car Projects

Since 1982, the national car plan became the focal point of the automobile industry
policies and PROTON, a joint venture with Mitsubishi Motors Corporation, Japan,
was established. PROTON started the production of PROTON SAGA, a small
sized passenger vehicle.  PROTON expanded the market share on behalf of various
incentives. PROTON went into the black in 1990 and was listed in 1992.

A 42% import duty is imposed on imporied CKD parts in Malaysia. In support of
the National Car Project, PROTON was initially granted a full exemption from imort
duty on imported CKD parts. In 1991, the import duty was imposed at 13%. In
addition, a 0% exemption from excise duty has been granted to PROTON.

d. Sales Prices of Vehicles

Motor vehicte prices are under the control of the Goverament in order to benefit
consumers. The price of each model of automobile has to be approved by the
Ministry of International Trade and Industry.  The net sclling price can be applied on
the basis of all the cost items such as imported CKD cost , direct labor cost, plant

cost, marketling & administration cost, margins, etc.

8-50



(2) Automotive Parts and Components Industry Development

a MDP (Mandatory Deletion Programme)

The Mandatory Deletion Programme (MDP) was introduced in 1979 to protect and
promote local automotive parts and components industry.  Since then, a total of 30
components have been designated as mandatory localized items, and assemblers have
to delete these items from their CKD packages so that local procurement can be

done.
b. Local Material Content Policy (LMCP)

The Local Material Content Policy (LMCP), which became effective in 1992, targets
the localization tevel of 45 - 60%, varying with the types of automobile, within five
years. In this program, each of the designated automotive parts and components,
which total more than 300 items, has a cetfain point (%) set by the Government, and
the degree of the localisation of each car model is calculated by the summation of the
points of all localised parts and components used for the model.  According to this
policy, automobile assemblers and franchise holders are under obligation to increase
the level of local content of each category of vehicle to achieve the targets set by the
Government as shown below. The thirty items which are designated as MDP items
jointly represent approximately 30 points of localisation for passenger cars and

approximately 25 points for commercial vehicles.
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Table 8-4-5 Local Material Content Policy
Unit: LMCP Points

Category | Category 11 Q,aiegogr 1L
Passenger Vehicles: | Passenger Vehicles: | Passenger Vehicles:
Achievement 1,850¢cc or Less 1,851 -2,850 cc 2,851 cc or More
Date Commercial Commercial Vehicles:
Vehicles: GVW GVW 2,501 kg or More
2,500 kg or Less €
Jan. 1, 1992 0 20 MDP Items -
Jan. 1, 1993 40 30 MDP Items
Jan. 1, 1994 50 35 MDP [tems
Jan. 1, 1995 55 40 MDP Items
i Jan. 1, 1996 60 45 MDP Items
Source: MIDA
c.  Export Credit
The Government gives automobile assemblers localisation points rclated to the
eﬁ-:porl of automotive parts. Under this scheme, assemblers can increase their
localization points through the expansion of parts export. The maximum points to
be given to assemblers is 20%, calculated based on the following formula. gf

(Total FOB value of automotive parts exported by the company)

{ (Total FOB value of CKD packs imported by the company) x 100%

4.1.4 Autonotive Industry Developnient Policies Jn the Philippines

(1) Automobile Industry Development Policies

The Phitippine government announced the Car Developing Program {CDP) for passenger

A,

vehicles in 1987, and the Commercial Vehicle Developing Program (CVDP) for
commercial vehicles in 1988 for the promotion of localisation and protection of lacal
assemblers. The participants in these programs were approved. At present, the

original CDP is classified under the Category I of the current CDP.
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In March, 1990, the Philippine government started the People's Car Program (PCP) with
the purpose of supplying low-priced passenger cars so that a wider range of the
population could aftord a passenger car.  Under this Program, assemblers approved as
PCP participants were admitted (o assemble passenger cars of 1.2 liters or less. The

PCP participants are currently classificd under the category I of PCP.

In December, 1992, Luxury Car Program was started for the production of passenger
vechicles of 2.19 liter or more. Under this progacam (Category I of CDP), five

assembers were approved.

In 1995, the Philippines government changed its automobile industry development policy
towards the direction of liberalization responding such regional trade liberalization trend
as AFTA. In August, 1995, import duties on CKD parts were reduced.  In February,
1996, the new automobile industry developnient policy was approved by the president

and various regutations concerning the manufacture of automobiles were revised.
(2) Automotive Parts and Components Industry Development Policy
The Philippine government has set targets of localisation by type of automobile. The

localisation target of passenger cars under CDP was set at 40%. Commercial vehicles

are also subject to the localisation targets and the targets are as follows:
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Table 8-4-6 Localisation Targets of Commercial Vehicles in the Philippines

Category Locatisation
Target
CVDP Category I:  Asian Utility Vehicle of GVW 3.0 tons or less 45.00%
CVDP Category I:  Small truck, van, and 4WD vehicle of GVW 3.0 45.00%
R tons or less .

CVDP Category 11l Truck and bus of GVW 3.0601 - 6.0 tons 21.90%
CVDP Category IV:  Truck and bus of GVIV 6.001 - 18.0 tons

{A) GVW 6.001 - 9.0tons 21.44%

{B) GVW9.001-12.0tons 22.24%

{C) GVW 12.001-15.0tons 13.53%

(D) GVW 15.001 - 18.0 tons 13.77%

CVDP Category V. Truck and bus of GVW 18.0 tons or more or 13.77%

special pappre vehicle

Source: The Japanese Chamber of Commerce and Industry of the Philippines, Inc,

Under the CDP and CVDP, automobile assemblers are obliged to gain foreign currencies
necessary for CKD imports through their exports of automotive parts and CBUs. The

ratios of exports te CKD impoits are required to satisfy the ratios shown in the following

A,

table..

Table 8-4-7 Required Ratios of Exports for CKD Imports
1992 1993 1994 1995 1996 | 1997 1 1998 1999 | 2600
CDP I 506% 50% 50% 75% 5% 7.5% | 1.5% 15% 153%
CDP H 50% | 50% | 50% 75% 45% | 45% | 50% | 50% | 50%
CDP Il - 100% | 100% | 100% | 75% 5% | 75% 75% 75%
 CVDP 1 & H 25% 25% 25% 25% 5% 7.5% | 1.5% 15% 15%
| CVDP IIE & 1V 5% 5% 5% 5% 5%

Source: The Japanese Chamber of Commerce and Industry of the Philippines, Inc.
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42 INVESTMENT AND EXPORT PROMOTION POLICIES IN THREE ASEAN
COUNTRIES

ASEAN countries shifted their industriat policies from import-substitution policies to open
policies emphasizing foreign investment promotion in the laler half of the 1960s. During
the period 1967 - 68, they laid legal foundations for investment promotion. In the 1970s,
they were selective for foreign investment promotion by restricting equity ratios and specify-

ing priority industries and promoted export-oriented development.

In the latfer half of the 1980s, ASEAN countries introduced deregulation polictes for the
purpose of strengthening export compelitiveness. They took such actions as import duty

reduction, preference to export industries, and preparation of export processing zZones.

The progress of the electrical and electronic industries in ASEAN countries has corre-
sponded to the development of these investment promotion policies. These industries laid
the basis during the period of import-substitution policies. They moved to the stage of ex-
pansion when the governments turned to export-oriented development policies which pro-
moted foreign investments. At the period of import substitution, the production of home
appliances for the domestic markets was given priority. At the period of export-oriented
development, the governments adopted various measures to promote foreign investment,
such as provision of incentives and establishment of industrial estates.  Investments have
been made in more varied areas such as electronic components, and communication and in-
formation equipment At the same time, the degree of development of the electiical and
electronic industry and the level of foreign investments vary according to the period when
the governmeats changed their policies and other aspects of the investment climate such as

infrastructure and political situation

Malaysia, Thailand, and the Philippines are all siriving for export-oriented economic growth.
They have enacted thorough foreign investment-related legistation in order 1o attract foreign
capital and nurture export industries, and they have erected a solid foundation for the growth
of the automobite industry as well as for the electrical and electronic industry.  Malaysia,

the Phitippines, and Thailand are all achieving success in fostering these industries, and in
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recent years they have also been taking steps to develop the components industries and other

secondary industries which support these sectors.




Table 8-4-8  Investment Environment of Major ASEAN Countries
Indonesia Thailand Malaysia Philippines
Corporate  [306% {for the part 30% 0% 315%
Income Tax fexceeding Rp. 50
million
Value Added |Value added tax: [Value added fax: [Excise duty: 5 - Value added tax:
Tax, Excise [10%, Luxun(-)y 7% 10% 10%
Duty, etc.  hax: 10-35% Sales tax- 4 - 12%  |Excise dli}l}‘i
(for home (automobile, beer, [Automobiles(15 -
cosmetics, etc.)
Investment |The iatroduction [Corporate tax Corporate tax Corporate lax
Incentives |of tax holiday for [exemption for 3 - {exemption for exemption for
specific 8 years for Pioneer Status (PS) |priority industries for
indusiries was companies Company, and 4 - 6 years (if certain
announced in locating in the 2 |Investment Tax conditions met,
July, 1976. and 3" districts Allowance expandedup to 8
N Company (ITA) |years)
Industries  [Specific ] Automolive, Automotive, oreign comganies
Promoted [indusiries subject [electrical & electrical & exporting 70% or
to tax holiday are [electronic, electronic, more products can
under machinery and machinery and parts [reccive incentives for
examination. parts industries are |industries are melaf processing,
Incentives are designated subjectto PS and  [automotive parts,
given to promoted ITA. electronics and
companies industries, communication
lacating in areas |Locating in 2" or equipment & parts.
other than Java |37 district is As for metal
and Bali Islands. |required for processing and
tncentives. avtomolive parts,
location outside
Manila is required.
Restsictions [Pricipally no As for companies  |Equily ratio is Companies receiving
on Equity jrestrictions. which receive controlled incentives, excluding
Ratio 100% foreign incentives, the according to export [160% exporting
companies must  [majornty Is ratto an tyllge of compantes, must
transfer a part of |permitted if industry. ~Foreign [reduce their equity
their equity to exporting 50% or |equity of 100% 15 [ratio to 40% within
the Indonesian  |more groducts, __|permitted for 30 years.
side within 15 and 100% equity if [companigs There is no
years. exporting 80% or |exporting 80% or  [restriction on equity
more. | | more products, or  {ratio for companies
No restictions for |those exporting which do not receive
companies which [50% or more and  |incentives.
do not receive satisfying certain
incentives. conditions.
Wages General worker: | General worker: | General worker: - General worker:
(Monthly) 100-200 160-310 290 160-220
(Uss Engineer: 220- |Engincer: 420-610 | Engineer: 740- Engineer: 230-270
Nov. 1995) | .., . 570 Middle manager: 1,440 Middle mana§er:
Middie manager: 932-1,880 |[Middle manager: 10-700
410-1,100 |  (Bangkok} 1,120-2,450 (Manila)
(Jakarta) (Kuala Lumpur)
Purchasing 60-66 825 85-128 36
Price of (Jakarta) {Bangkok) (Kuala Lumpur) (Manila)
Industrial (Lent for a year)
Estate
(Uss,m’}

Source: Asian Business Guidebook (Asia Jigyo Tenkai Gaido), JAIC, September , 1994
Tsusho Koho, JETRO, November 13, 1995
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4.2.1  Investment and Export Promotion Policies in Thaitand

The cornerstone of Thailand’s export and investment promotion policy is attracting export-
osiented foreign capital enterprises by means of deregulation, and reducing production costs
and increasing international competitiveness through import liberalization. Through the
“Investment Stimulation Law” of 1977 and the “Revised Investment Stimulation Law” of
1991, Thailand’s Board of Investment (BOI) provides export-oriented companies with varn-
ous preferences, including exemptions from import duties on raw materials and components.
The actual preferences differ according to “investment incentive industries,” location of op-
erations, export ratio, and other conditions. In an effort to eliminate traffic congestion and
other infrastructure-related problems caused by excessively heavy concentration of business
and population in the capital Bangkok, the government is trying to entice companies to lo-
cate in outlying regions. The country is divided into three different zones according to the
distance from Bangkok, and very generous incentives are offered to companies which locate

in Zone 3, the areas fartnest from the capital. .

Additionally, in 1993 the following incentives were adopted in order to promote exports:
- foreign interests may own all of the stock of companies which export 80% or more
of their product
- projects located in Zone | which export 80% or more of their product are exempt
from corporate income taxes for a period of three years. If such companies are lo-

cated in Zone 2, this period is extended to seven years

Then, in October 1993 and June 1994, respectively, new incentive programs were imple-
mented to stimulate investment in molding and other metal processing sectors, and, as a
means of nurturing a components manufacturing industry, investment in 10 industry sectors
such as tools and dies, surface processing, and so on.  These incentive programs were de-
signed to reinforce subcontract industdes which support the automobile, electri-
calfelectronics, and other assembly and export industries. Half of all foreign investment is

by export-oriented Japanese and Japanese-affiliated companies.
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42.2  Investment and Export Promotion Policies in Malaysia

In September of 1971 the “Investment Stimulation Law”, which emphasized labor-intensive,
export-oriented investoient, was enacted. Thal same year, off-shore manufacturing was
encouraged through the enactment of the “Free Trade Zone Law”.  Malaysia’s investment
climate was further improved by the simplification of customs procedures. At the present
time, the investment promotion law of 1986 is applicable. Export-oriented economic poli-
cies continue intact, and companies recognized as contributing to the national interest or to
expoits are given special privileges as “pioneer companies”. Pioneer companies are eligible

for reduced income tax rates, investment tax deductions, and other incentives.

In pursuit of more advanced industry, high-tech industry stimufation measures were
launched in 1994, and various incentives were established, including five-year income tax
exemptions, invesiment tax deductions, and so on.  High-tech enterprises are defined as
companies whose R&D expenditures total 1% of gross annuat sales, 7% of employees are
engineering speciatists, and so on.  The following ten sectors have been designated as high-
tech industries. Malaysia also offers income tax and investment tax incentives for R&D

companies. The few sectors are:

semiconductors, medicaliscientific devices, bio-technology, automation technology, fi-
ber optics, new materials, opto-electronics, software development, new energies, and

aireraft

Foreign ownership limits are determined according to export ratios. For instance, compa-
nies which export 80% or more of their product can be 100% foreign owned. Invesiment

incentives are selective depending on the industry sector.

As part of its Bumiputra policy (policy to boost the status of the indigenous Malay ethnic
group), the government implemented a plan to nurture local vendors, and is soliciting the
cooperation of local foreign-capital companies in developing approximately 100 companies

with Malay ownership of 70% or more.



4.2.3  Investment and Export Promotion Policies in the Philippines

Foreign direct investment in the Philippines is regulated by the “Omnibus Investment Law”
of 1987 and the “Foreign Investment Law” of 1991. Incentive programs difter depending
on which agency has jurisdiction-- the Board of Investment (BOI) or the Economic Zones
Agency (PEZA). In the case of companies registered with the BOI (divided into pioneer
companies and non-pioneer companies), pioneer companies are eligible to receive a number
of incentives, including exemption from income taxes for the first six years of operation, ap-
plication of reduced tariff rates on imported capital goods, duty exemptions on imported raw
materials, approval to hire foreign workers, and so on. Companies registered with PEZA
(export companies) are also given attractive incentives, such as exemption from income
taxes for up to eight years, exemption from import duties on capital goods and components,
permanent resident status for foreign investors and their families, and repatriation of profits

without the approval of the central bank.

In addition, pioneer companies, non-pioncer companies with export ratios of 70% or higher,
and companies located in export processing zones are all allowed to have 100% foreign
ownership. Companies in the automobile industry are required to achieve a phased in-
crease in domestic content ratios, and automobile assembly companies must obtain foreign
currency by exporting automobile components equivalent to a designated percentage of the

value of their component imports.
Finally, PEZA was established in February of 1995, and absorbed the Export Processing

Zone Agency (EPZA). In addition to managing the existing export processing zones (EPZ),

PEZA also has jurisdiction over newly-created “special economic zones” called ‘eco-zones'.
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5. MATERIAL PROCESSING INDUSTRIES IN ASIA

5.1 CASTING INDUSTRY

5.1.1  Thailand

Official statistics on the casting industry in Thaitand have been poorly organized, just as is
seen with other ASEAN countries.  According 1o a survey by MIDI, the number of compa-
nies in the casting industry is approximately 500. Many of them are small, and concen-

trated in Bangkok and its outskirts.

The casting industry used to serve chiefly the agricultural machinery industry and the mining
machinery industry, but the customer industries have been gradually shifted to the automo-
tive related industry and the construction machinery industry. The production volume has
shown a very rapid growth in recent years with a rapid increase of foreign investments into
the industry.  Today, the total domestic output is estimated at around 560 to 700 thousand

tons per year, which is the largest in the ASEAN countries.

Foreign casting companies have begun to produce automotive parts and components such as
engine blocks and cylinder heads, and contribute to the localization of automotive parts and
components. However, most domestic casting companies have not reached the level that
can satisfy the requirements of the automotive industry because they still have probleins both
in production facilities and production technology. In addition, the casting industry does
not have cost competitiveness as the cost of energy is relatively high, and many raw materi-

als are imported.

5.1.2  DMalaysia

There are about 160 casting companies in Malaysia based on the directory of FOMFEIA, an
industry organization. Roughly half of them are located in Kuala Lumpur and the state of
Selangor. The total supply of casting products in the couniry is estimated at around 70

thousand tons per year, and a part of them are exported to Singapore and Indonesia.
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The majority of casting companies use old-fashioned single function machines, and they are
far behind in the adoption of automated processing systems as well as the mechanization of
production. Most companies except for some large scale companies and those who pro-
duce autoniotive parts have little interest in quality, and few have established a strict quality
inspection system. Sand and scrap are available in the country, but pig iron is imported

from China, Brazil, Japan, etc.
5.1.3  Philippines

There are approximately 150 casting companies in the Philippines according to the member
list of PMAI, an industrial organization. About 100 of them are actually in operation.
The majority of companies are located in Luzon island where the capital of the counlfy, Ma-
nila, is located. The annual production of iron casting is about 60 thousand tons, and cast
products are used for automotive parts (except for engine parts, and ase used mainly for af-
ter sales service parts), various kinds of machinery, bearings, propellers, etc. A little more
than 10 companies including some companies related to giant industrial families have a
monthly production capacity beyond 100 tons, but the majority of companies have a small

production capacity of less than 50 tons per month.

Few companies have proceeded with the mechanization and the automation of production
facilities. Employees also are not conscious about safety, quality, or cost. In addition,
only a few managers and engineers are familiar with the basic technology of casting. Asa
result, the quality level of casting products is, in general, very bad. However, casting prod-
ucts made by several companies who produce casting parts for the automobile industry are
not bad.  Sand and scrap are mainly imported from Taiwan although these materials in poor
quality can be procured within the country. Pig iron is chiefly impotted from Brazil and
China.

S.1.4 Vietnam

The casting industry in Vietnam is concentrated in Ho Chi Minh City and Hanoi.  In Ho Chi
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Minh City and its outskirts, there are about 300 casting companies, and they turn out

roughly 3,000 tons per month.

There are few specialized casting companies in the country. In most cases, machining
companies have casting shops within the factories, and produce casting products for them-

selves.

Many production facilities are very old, having been made in the 1970s, and have beea nei-
ther well maintained nor renovated. Machines made in the Soviet Union are widely used.
Most factories are nol equipped with adequate machinery, and lack inspection equipment.
The quality of main and auxiliary materials is not properly managed, but is narrowly con-
trolled by the experience which has been accumulated at the casting shops.  In recent years,
because the market has been invaded by Chinese products, the demand for domestic casting
products has not shown an increase. Raw materials are imported since domestic inaterials
have problems both in quality and quantity. Pig iron is mostly imported from Brazil and

Korea.
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5.2 FORGING INDUSTRY

5.2.1 Thailand

There are about ten major forging companies in Thailand.  Most of them are relatively new,
having been established in the last several years. The total output of forging products in the
country is estimated at around 50 to 60 thousand tons per year. The forging industry in
Thailand has grown to become the largest among ASEAN as the automotive industry in

Thailand has expanded very rapidly in recent years.

Most production technologies have been introduced from Japanese affiliated automobile as-
semblers and Japanese affiliated forging manufacturers. Most production facilities are used
ones, and dies are supplied by customers or imported from Japan and Taiwan.  Steel mate-

rials are also mostly imported from Japan.

The government encourages automobile assemblers to increase the localization of parts and
components, and Japanese afliliated automobile assemblers are trying to localize automotive
parts such as crankshafts, connecting rods, and axle shafts.  Subsequently, technical col-
laboration between domestic forging companies and Japanese forging companies is becom-
ing active. Japanese forging companies are also accelerating direct investments into the

country.

52.2  Malaysia

In Malaysia, the forging industry has not yet developed.  According to MIDA, several forg-

ing companies have been authorized, but they have not yet come into being.

5.2.3  Philippines

There are seven major forging companies in the Philippines according to research conducted
by MIRDC. Among them, only two companies are solely engaged in forging while the

other companies do forging as a side job and are producing parts such as bolts, nuts, and
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grinding balls.

The total production volume of forging products in the Philippines is about 60 thousand tons
per year, and a wide range of products including automotive components, heavy industrial
parts, and hand tools are curcently produced. Large-sized forging products have not been

produced.

Only three companies have press machines, and conduct pattern forging.  These companics
are cquipped with heat treatment facilities for dies, and the quality level of their products is

considered to be miedium.  Steel miaterials are all imported.

Aichi Seiko of Japan plans to buy Philippine Forge, and expand the production 1o 5,000 tons

per year in 2000 in order to meet the demand for automotive forging parts in Southeast Asia.

5.2.4 Vietnam

There are no modern forging factories in Vietnam because the machinery industry on the
whole has not yet been developed. The state-owned machinery factory has in-house forg-
ing shops, and they produce a small amount of forging parts such as diesel engine parts, bi-
cycle parts, and textile machinery parts. There are some forging companies who are spe-

cialized in forging. They chiefly produce cutlery and agricultural implements.
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5.3 METAL PRESS WORK AND DIE MAKING INDUSTRIES
5.3.1 Thailand

Most press work products produced in Thailand are automotive related parts. A substan-
tial number of automotive parts except for external panels for passenger cars and large-sized
buses have been localized.  On the other hand, precision press parts used for electric and
electronic parts are small in quantity.  For that reason, the production of precision dies and

the fictd of high speed precise machining are substantially behind.

Most press machines are impoited used ones and are very old. Most small- and medm-
sized press machines are also old, and the quality of products is not stable since the basic
technology on press work is lacking. There are many press machine manufacturers in the

country, and they produce chiefly old fashioned mechanical press machines.

There are approximately 160 press die manufacturers in the country. About 80% of them
are small scale companies with not more than 100 employees. Japanese press die manufac-
turers have actively invested in this countey recently, and today large-sized press dies for the
automotive industry are produced locally. On the other hand, domestic press die manufac-
turers import expensive die materiats from Japan, and produce press dies using machines im-
ported from Taiwan, Singapore, China, etc. They lack engineers who can design dies. In
addition, they are not able to invest in new production facilities because of their relatively

small business size.
5.3.2 DMalaysia

The press die industry in Malaysia is in striking contrast wilh that in Thailand. Most large-
sized press dies for automobile assemblers which include PROTON are imported from Japan.
The degree of localization of dies in Malaysia is much lower than that in Thailand. How-
ever, in the ficld of precise press work, i.¢., progressive processing with progressive dies,
Malaysia is ahcad of Thailand. Major products of precise work are medium, small, and

very small in size. In this field, Malaysia may be the most advanced country among the
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ASEAN countries.

There is not a press machine manufacturer in the country. Die making facilities, press ma-
chines, and their auxiliary equipment are mostly made in Japan. Most press parts are sup-
plied to Japanese afliliated electric and electronic manufacturers and Japanese afliliated tele-

communication equipment manufacturers.

Die related manufacturers are concentrated in Kuala Lumpur and the state of Selangor.

There are approximately 380 companies, including press dies and plastic molds, in the indus-

try.

Domestic press dies and stamping dies are used for products which are small in size and do
not require critical accuracy, while large-sized press dies with high accuracy and complex
structute used for antomotive bady parts are produced in-house by foreign afliliated press

die manufacturers or are imported from Japan, Taiwan, etc.

The production level of press dies is very high at a Matsushita afliliated dic manufacturer,
followed by foreign affiliated die manufacturers, and then domestic die manufacturess.
Some factories have the latest type of machine tools, but few are equipped with three-
dimensional measuring equipment. Materials for dies arc all imported from countries such
as Sweden, Germany, and Japan. Most standard dic parts are also impotted from Germany,

Japan, etc.

5.3.3 Philippines

The press industry in the Philippines is behind that of the other ASEAN countries except for
in-house press work within foreign alifiated companies. The press work industry is going
10 grow as major customers of the press products, i.c., the automotive industry and the con-

sumer electric and electronic industry, maintain their sound expansion.

A variety of press parts from small to large in size are locally produced, and the demand is

also expanding. However, these parts are not good, quatity-wise. Many old obsolete
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press machines are still operating.  Most press dies are block type with single function. In
addition, most dies are not properly heat treated. There are two press machine manufac-

turers, and they produce small old fashioned machines.
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5.4 PLASTIC MOLDING AND MOLD MAKING INDUSTRIES

5.4.1  Thatland

Tn Thailand, more factories than in any other country in ASEAN are engaged in plastic injec-
tion molding and mold making. However, the technology level has not reached a level
which fully satisfies the specifications of customers.  This is considered to be attributed to
the tack of trouble shooting capability, the underdeveloped education system of mold main-

tenance skill in the country, and so on.

At present, standard resins are widely used as the material of plastic injection molding.
However, plastic injection products which use engineering plastic resins such as PBT, POM,
PC, and PAG6 are predicted to increase in the future.  Therefore, plastic injection technol-

ogy and mold design technology to use engincering plastic resins would be needed.

54.2  Malaysia

In Malaysia, the plastic injection molding industry and the motd making industry have been
actively developed by the government to reach the top level in the ASEAN countries as Sin-
gapore has done. Especially, the introduction of plastic molding technology for electric
and electronic parts has been encouraged, and the development of human resources has been
attempted for a long time. As a result, many excellent plastic molding companies have
grown up in Kuala Lumpur, Penang, Butterworth, and Johor.  Engineering plastic molding

companies have also emerged.

Mold makers are located in the same arcas as plastic molding companies. In Malaysia, the
localization of molds for plastic molding started earlier than dies for metal processing.  In
recent years, molds and dies for the production of parts such as cabinets and back covers of
ordinary TVs, and automotive wheel covers are produced locally. However, molds for
plastic cabinets and covers of large-sized TVs, automotive bumpers, and instrument panels
are not produced by domestic companies but by foreign affiliated companies at their in-

house die and mold making shops, or are imported from Japan, Singapore, etc.
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5.4.3  Singapore

In Singapore, there are approximately 270 companics and 3,000 employees in the mold mak-
ing industcy.  Among them, 50 companies are said to be exclusively engaged in mold mak-
ing. The major customers of molds are press work companies and the plastic molding

companies in the electronic industry and the light industry.

Mold making companies, in general, are capital intensive with a high technology level
Most of them are equipped with the latest production technology such as CAD, CAM, and
CNC machine tools, and are considered to be at a high level in Asia. Many companies
which receive technical assistance from overseas comipantes export molds for plastic injec-

tion molding to Asia, Europe, and the U.S.A.

The preduction of molds in Singapore is small, covering about 50% of the whole domestic
demand. The country depends on imported molds for the rest of the demand. By size,
small molds which weigh less than 1,000 kgs are produced locally, but large molds which
weigh more than 10,000 kgs are mostly supplied from Taiwan and Hong Kong.

The most critical problem for the mold making industry is high production costs, and the
production is being transferred to foreign countsies such as Indonesia, Malaysia, and China.
The high production costs are caused by the lack of experienced specialists. The govern-
ment is trying to improve the leve! of techniques especially in the fields of mold making and
CAD/CAM.

SPETA is the industrial association in the industry in Singapore. The association is func-
tioning actively, collaborating with mold making industries all over the world.  There is a
vocational school of mold making, PEL.  PEI owns the latest machine tools, and grants its

graduates certificates in technical skall.

As shown in Table 8-5-1 which summarizes the wages of Singapore companies by the type

of job, those of technicians are higher than those of office workers. Table 8-5-2 compares
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the present situations of mold making industries in Asia

Table 8-5-1 Wage Level by Type of Job in Singapore (30 years old)

(Unit: Singapore 3)

Type of Job Final Education Average Monthly Wage
Oftice clerk Junior high school 1,038
High school 1,116
Technician Vocational school 1,097
L Two-year college 1,494
Enginger Two-year college 1,868
College 2,227
Office supervisor High school 1,701
Two-year college 1,723
College 2,199
Manager Junior high/High school 2,863
Two-year college 2,962
College 3,181

Note: The above wages inchide food allowances and regular attendance allow-

ances.
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Table 8-5-2  Mold Making Industries in Asia

Arca Size Structure Characteristic
Year: 1994 300 exclusive mold makers |- The industry began expansion in late 1970s.
Korea Prod.: US$ 1,200 mill. [83%: less than 20 employess] In 19805, technology was improved, and
Expo.: US$ 210 miil. |12%: 20 to 49 employces siarled the exportation to Japan and the
Tpo.: USS 190 mill. |5%: more than 49 employeesf U.S.A.
Total employment: 26,000 |- Financial combines produce high level molds
for themselves.
- Lack of talented people.
Year: 1994 3,500 mold makers - Large-scale mold factorics afliliate large-
Taiwan [Frod: NT$ 356 bill.  |70%: less than 11 employees] scale companies.  60% of the (otal produg-
Expo.: NT$ 8.7bill.  |26%: 11 to 30 employees tion is used internally.
Impo.: NT$ 3.4 bill.  |4%: more than 30 employces{- Import raw material.
Total employment: 19,600 |- Lack of talented people.
Year: 1988 2,400 factories - Domestic production covets 60% of the total
Hong Kong Expo.: HKS ! bill. [65%: less than 11 employees| demand.
Total employment: 20,000 |- Level of molds is low because of the absence
of heavy industry in the country.
- Insufficient financing to purchase the latest
machines.
- Expansion to China is in order to seck lower
labor cost.
Prod.; USS 90 mill.  |270 mold makers - Major customer is the electronics industry.
Singapore Tolal employment: 3,000 |- Most mold makers are small-scale and capi-
1al-infensive.
- Domestic production covers 50% of the iotal
demand.
Year. 1987 (estimate) |60 mold makers (one half of |- Import raw material.
Malaysia Prod.: M$ 201 mill.  [them do plastic injection - Lack of skilled workers.
Expo.: M$ 2,549 molding) - Matsushita’s vendors have the same technol-
Impo.: M$ 105,630  [80%: 20 to 30 employees ogy level as Singapore companics.
thousand - Large-scale molds are imported.
Year: 1921 500 factories - 60% of the mold makers were established
Prod.: B L8 bill. 70 to 80%: less than 11 em- | about 10 years 3go in ling with governmental
Thailand Expo.: B 168 r_nill. tployees industry developmeat.
Imipo.: B 3.6 bill. - Majority of mold makers are located in
Bangkok and its outskirts.
- Many companies use Taiwanese and Chinese
machine (00ls.
; - Lack of engineers.
Year: 1987 Major molding makers: 17 |- Except for a few foreign affiliated compa-
Indonesia [Expo: USS 20 thou- [{Qout of 17 scll molds to nies, there are a few exclusive miold makets.
sand outside companics) Their technology level is low.
Impo.: US$ 21,140 - Domestic molds are mainly used for the pro-
thousand duction of sundry goods.  High level molds
are imported from Taiwan and Korea.  The
highest level molds are imported from Japan
and Australia.
Year: 1993 200 exclusive mold makess |- There are a few exclusive mold makers.
China |Prod: USS 2.1 bill.  |{in addition, there are mold | Foreign investment in the field is expanding.

makers who produce molds
for themselves)

- Lack of managentent capability and technol-
ogy, which is necessary for modernization.
- Precision molds are imported.

Source: “Asia Molds and Dies Conference”, Molds and Dies Association
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In the meantime, there are approximately 500 plastic molding manufacturers in Singapore,

and they employ around 16,000 people.

The size of plastic molding manufacturers is relatively small.  They mostly produce items
for the electric and clectronic industry.  In recent years, as electric and electronic manufac-
turers continue to move to Indonesia and Malaysia, plastic molding manufactucers are shift-

ing their factories to these countries.

The demand for plastic molding products in Singapore is regarded as being saturated, and
further expansion cannot be expected. In addition, under the situation where labor inten-
sive industry is subject to a higher level of tax in Singapore, the plastic molding industry, ex-
cept for those companies who produce engineering plastic products, are considered to de-

crease gradually.

a. Plastic parts for electric and electronic products

The computer market in Singapore is saturated. In addition, the production of audio
visual products such as radio cassette players is moving to Malaysia. As a result, the
domestic demand for electric and electronic plastic padis is considered to decrease.
However, the total production size of plastic patts in terms of value is forecast to stay as
it is now because the demand for engineering plastic parts, such as swilches, relays,

stoppers, holders for household electric products and audio products, is increasing.

b. Plastic sundry goods and toys

Approximately 10% of the plastic sundry goods needed are produced in the country, and

the rest of the demand is filed by imports.
The trade development commission of Singapore invites designers of plastic products,

and tries to improve the technology level of plastic sundry goods manufacturers so that

they can export their products.
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6. EVALUATION OF RELATIVE SUPERIORITY AND INTERNATIONAL
COMPETITIVENESS OF INDONESIA'S PARTS MANUFACTURING INDUS-
TRY

6.1. RELATIVE SUPERIORITY OF MACHINE TRADE BY ASEAN COUN-
TRIES IN THE ADVANCED NATIONS MARKET

In regards to machine trade with the advanced nations by the four ASEAN nations plus Ko-
rea, Taiwan and China, for a total of seven nations, relative superiority can be viewed by

item (SITC 2 digits category) for exports by country using OECD statistics.

Relative superiosity is determined by comparing trade specialization coeflicients, that is:
[(OECD import value - QECD export value) divided by (OECD impert value + OECD ex-
port value)] x 100.  Trade specialization coefficients can range from 100 to - 100. A coef-
ficient in the range of 100 to zero indicates that in the realm of OECD trade the ASEAN na-
tions are exporting nations of the product being considered. From zero to - 100 indicates

that they are importing nations.

Since OECD statistics are being used, imports and expoits, as denoted in the figures and ta-
bles, are imports and exports from an OECD standpoint. OECD imports thus denote ex-

ports by developing countries.

6.1.1  Competition among East Asian Nations in Machine Trade in the Advanced

Nations Market

From a comparison of the major items of machine trade by east Asian nations with the ad-

vanced nations, the following distinctive features can be noted (See Table 8-6-1).
(1) Power Machinery and Parts

As of 1993, none of the developing countries were net exporters of power machinery and

parts, but China achieved substantial growthin its exports from the 1980s.  In 1993, the
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value of its exports in this category reached approximately 500 miltion US dollars, mak-
ing it the largest exporter of power machinery and parts among the seven nations. Ex-
ports by Thailand and Malaysia increased rapidiy in the 1990s, but export values still re-
main low. Export capacities of Taiwan and Korea dropped, exhibiting negative growth
in the 1990s.  Exports by Indonesia and the Philippines have grown, but monetary sums

are still low.
(2) Industrial Machinery and Parts

As of 1993, the advanced nations had extensive export capabilities in this category but
there were no net exporters among the developing nations.  Exports by Taiwan ac-
counted for an overwhelmingly large portion of total exports by the developing nations,
but Taiwan's exporling capacity has been declining somewhat. (The value of its exports
in 1993 was approximately 865 million dollars.) From 1985, Thailand's exports contin-
ued to grow at an average annual rate of over 60 percent, but the value of its exports has
remained low. Among the ASEAN nations, however, Thailand is the greatest in terms

of export value.

In this categéry, the growth in exports by China has been substantial, and in terms of ex-
port value, it ranks in third place after Korea, but of the seven nations, China is the larg-
est in terms of import value. There are almost no exports of industrial machinery and

parts from Indonesia or the Philippines.
(3) Metal Processing Machinery and Parts

In this category, the value of Taiwan's exports was farge at 340 million dollars in 1993,
but overall growth in such exports in the 1990s turned negative for Taiwan, as it did for
Korea. Taiwan's imposts of metal processing machinery and patts expanded so that the
nation shifted from net exporter to net importer status. The growth in China's exports
also stagnated in the 1990s while imports increased extensively. This is ascribed to ex-
panded investments in plant and equipment in line with the advancements of foreign capi-

tal invested in China.
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From the year 1985, Thailand's exports have continued 1o expand at an average annual
rate of well over 30 percent, making Thailand the leading exporter in this category
among the ASEAN nations. Nevertheless, the value of Thailand's imports has reached
over 17 times the value of its exports.  The three nations of Indonesia, Thailand and the

Philippines still have no export capacity in this category.
(4) General Machinery and Parts

In this category, Taiwan's exports were the largest in 1993 at 1,660 million dollars, but
the margin of growth in this export category has been shrinking.  China's exports in-
creased dramatically from the 1980s, reaching 960 million dollars in 1993, placing China

ahead of Korea and just behind Taiwan in this category.

Among the ASEAN nations, Thailand's exports were the largest, but so were its imports.

Indonesia and the Philippincs have almost no export capacity in this category.
(5} Business Machines and Parts

As of 1993, all of the seven nations except Indonesia were net exporters of business ma-
chines and parts. ‘Taiwan's export capacity was the greatest, reaching an export value
of 11, 060 million dollars in 1993. Tis share of the total OECD import value is also

large at 8 percent.

Among the ASEAN nations, Malaysia and Thailand exhibit substantial export capacities.
In the 1990s, Malaysia, in particular, showed an average annual growth rate of 96 per-
cent. Indonesia’s average annual growth in the 1990s has been about 360%. Accord-

ingly, only a tittle more growth is needed for it to become a net exporter.
(6) Communications Equipment and Parts

As of 1993, each of the seven nations, including Indonesia, was a net exporter of com-
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munications equipment and parts. In 1993, Malaysia became the largest exporter
(export value of 5,300 million dollacs), outstripping Korea, Taiwan and China In the
1990s, growth in this category of exports by Korea and Taiwan turned negative. This

trend is ascribed to more and more transfers of production bases to ASEAN nations.

Exports by China have continued to expand, reaching a value of 4,700 miltion dollars in
1993. Every year since 1985, Indonesia's exports in this category have continued to

double or increase even more, swelling to 780 million dollars in 1993.

(7) Electrical Machinery and Parts

Korea and Taiwan are the two leaders in this category, but Malaysia achieved a compa-
rable scale in 1993,  (Export values were: Korea: 6,800 million dollars; Taiwan: 6,100
miltion doltars; Malaysia: 5,700 million dollars). Exports from Korea are increasing but
Taiwan has shifted from net exporter status in the 1980s to being a net importer in the

90s.

Indonesian exports exhibited substantial growth at a yearly average of 72 percent in the
19903, but export values are still low. The three net exporters in 1993 were China, Ko-

rea and Malaysia.

(8) Automobiles and Parts

Except for Korea, all the countries under study were impoiters of automobiles ang parts
in 1993. Korea became an exporting nation in the 1980s because it had implemented
import restrictions on automobiles in order to protect its own national industry.  Ex-
ports of passenger cars, in particular, have been substantial.  The value of exports from
Taiwan reached 2,300 million dollars in 1993, surpassing the figure for Korea, but the
export ilems were mostly parts. Nevertheless, the value of Taiwan's imports in this

category has surpassed that of its exports.
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Among the ASEAN nations, Malaysia, which has been promoting exports of the
“Proton” passenger car, has had the largest volume of exports in this category. Iis ex-~
ports stood at 250 million dollars in 1993, but imports were also large at 1,150 million
dollars. Indonesia’s exports have been increasing but the nation is still a net importer in

this category.

6.1.2 Competition among ASEAN Countries in Electrical and Electrenic Products

Trades with the Advanced Ceountrics

L.ooking at the growth in exports of machine products (excluding parts) by the ASEAN na-
tions to the advanced nations, the following distinctive features can be noted from a com-
parison by item, in view of the status of competition, using OECD trade statistics (SITC 3-

digits category, REV. 3).

Comparisons were made of a total of six nalions, the four ASEAN nations plus Taiwan and

Korea. China was not included. (See Tables 8-6-2 to 8-6-6 and Figures 8-6-1 0 8-6-16.)

g

(1) Business Machines

In the 1980s, Taiwan and Korea had great capacities for exporting business machines,
but in 1989, exports from Malaysia and Thailand increased substantiatly, and in the 1990s,
there has been a reverse in the exporting capabilities of Malaysia and Thailand as op-
posed to Taiwan and Korea. Exports from Indonesia also increased in 1991 and 1992,

and the country became a net exporter in 1993.

(2) Computers and Peripheral Equipment

Taiwan and Korea were the first to become net exporters of computess and peripheral
equipment, but in the 1990s, the ASEAN countries, except for Indonesia, also became

exporters. Indonesia increased its exports in 1992 and 1993, establishing itself as a net

exporter in 1993
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{3) Radios and Televisions

In the case of radio, all the ASEAN nations, including Indonesia and Thaitand, had been
importers, but they became net exporters in 1989, Taiwan and Korea were early in be-

coming exporters, but in the 1990s, Taiwan has been losing its exporting capacity.

With televisions, Taiwan's loss of exporting capacity is even more evident. It switched
to being a net importer in 1993, This is seen as the result of Taiwanese companies shift-

ing their production bases to ASEAN nations.

Indonesia has a high capacity for exporting not only radios but also televisions. It be-

came a top-class exporter in 1993.

{4) Tape Recorders and Videos

Taiwan and Korea were the first to achieve growth in exports of tape recorders and vid-
eos. Among the ASEAN countrics, Malaysia was the first to become an exporter, in
1988. In this field also, Taiwan's exporting capacity has been dropping during the
1990s.

Thailand became an exporter in 1989; the Philippines in 1991, and Indonesia in 1992
Foreign capital investments accounted in large measure for exports from each of thesc
nations. The time periods mentioned above reflect the different periods when foreign

investments were made in each nation.

(5} Communications Equipment

Taiwan was earliest in achieving growth in exports of communications equipment but
Korea expanded its exports in this category to the point that it overtook Taiwan. Nev-
ertheless, Korea's export capacily in communications equipment is small in comparison
to other AV equipment. Among ASEAN nations, Malaysia and the Philippines were

the first to expand exports of communications equipment, becoming net exporters in
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1989, but now imports and exports are balanced.  Thailand's exports swelled dramati-
cally from 1989 to 1991. Indonesia increased its exports in the 1990s, but its export

capacity is still weak and the country is still a net importe.

(6) Home Electrical Appliances

Korea and Taiwan were earliest in expanding exports of home electrical appliances, but
in the 1990s, their cxport capacities have been trending downward. Among ASEAN
nations, Malaysia was the first to boost exports, but thereafter its export capacity
dropped, while Thailand's exports increased rapidly from 1988 to 1989. Indonesia has
been the latest o export such appliances, and in 1993, its exports and imporis became

balanced.
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2. Trade specialization coeflicients ase determined as follows:
[(Exports—Imports) + (Imports+Exposts)] x 100

Source: OFCD Statistics and ITI (Internationat Tra

d¢ and Investment Rescarch Center), Japan
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Fig. 8-6-1 ASEAN Countries’ Competitiveness in Electrical and Electronic
Equipment among Developed Countries (Conlinued)

v

e
~J
o~

JusIolgec)) uonezieoads spe
f=]

100
20
30
70
60
30
40
30
20
10
0
-10
-20
-30
-10
-50
60
-70
-30
-90
-100

mam_gaog uonrziroadg spes

Category: SITC761 (TVs)

e

l'—lx,unlnﬁn_/,nx\

e

—g——Indonesia

= o = Malaysia

« « o » s Thailand

=« 06 « Philtppines
e 0% = L alwan
—o—South Kerea

¥-n

R P
',A-u--lré‘"

84

——Indonesia
w0 o= Malaysia

» » oy » s Thailand

= 6= » Philippines
- o = Taiwan
—o—>South Korea

35 86 87

89

90 91 92

MNote: 1. Categories are according to SITC 3 digit classification.
2. Trade specialization coefficients are deteninined as follows:
[(Exports—Imports) + (Imports+ Exports)] x 100
Source: OECD Statistics and 1T {International Trade and Investment Research Center), Japan

93

i



JUSIDTLID07) uonezIRIads Spes),

UDIIR0)) uoneziewads spel)
)

Fig. 8-6-1 ASEAN Countries’ Competitivencss in Electrical and Electronic

100

-90

100
90
80
70
60
50
40
30
20
10

0

-10

-20

-30

-40

-50

-60

-70

-80

-90

-100

Equipment among Developed Countries (Continued)

Cai»gor\ SITC763 (Tapc, Recorders/ VCRs)

{ & Indonesia
o= = os Malaysia
wsefyexslhailand

= « s ez Philippines

Fd
Y «sTaivwan
e ~—South Xorea ‘){‘ L s

84 85 86 87 88 89 90 91 92 93

Catepory: SITC764 (Tc!;commumcations Equipment)
.............. ~——g—Irdonesia

.~ « =l = Malaysia
B asedaenslhailand
o -:.K-—Philippines
" - e e saTaiMAN
&""'—,’“-.\ —0—South Kozea

. -
- Ch)
-
a=*

Dnnnuﬂndﬂ_’fgh_aafﬁ'l--”&":kﬁ
'h, h.lﬁ-llw]]’lllll

rd -
R e
el . a’
- - -, “'.
~~ap” W Lo
', »
P .
i . 3
', '.
’ .
.__..-l*l-.._".x' ..&:
-t
LA..--""‘I. e

2nsar el & - - [

84 85 86 87 38 89 90 21 92 93

Nole: 1. Categories are according to SITC 3 digit classification.

2. Trade specialization coeflicients are determined as follows:

{(Exports—Imperts) + {imports+ Exports)] x 100

Source: OECD Statistics and 1T (Intermational Trade and Investment Reseasch Center), Japan

8-85



Fig. 8-6-1 ASEAN Countries’ Competitiveness in Electrical and Electronic
Equipment among Developed Countries (Continued)
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6.1.3

Generally speaking, the developing countries import parts from the advanced nations, as-
semble themy, then export them as finished products.  Exports of parts to the advanced na-
tions, therefore, are not very extensive. Usually, the bulk of parts exports by developing
nations are directed at other developing nations.  Once into the 1990, however, there have
been cases in which parts are unported from developing nations and assembled in advanced
nations, so that parts exports have slowly started to climb. Multinational corporations have
invested in developing countries in order to have parts, such as semi-conductors, assembled

in these countries, and then exported.  The nature of their investments, therefore, has varied

with particular parts.
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in regards to the major machine parts, the unique features of exports by the ASEAN nations

to the advanced nations can be noted as follows.  {See Fig 8-6-2t0 4)
(1) Automotive Parts (Not Including fingines)

Taiwan, Korea and the Philippines were the first to achieve growth in exports of automo-
tive parts, but imports in these countries are still greater than exports. The other coun-
tries are complete importers. In the wake of political instability in the Philippines, its
exports dropped from the second half of the 1980s, but in the 1990s they have begun to

exhibit steady recovery.

Indonesia is a net importer but its exporls increased in 1992 and 1993. In Malaysia and

Thailand as well, the percentage of imports is overwhelmingly large.
(2) Electrical and Electronic Parts
a. Electrical parts {switches, printed boards, resistors, etc.)

Taiwan's imports and exports of ¢lectrical parts are even in volume. Korea also ex-
ports large volumes but its imports are still larger.  The four ASEAN nations are all
nei importers of electrical parts, but large volumes are exported from Malaysia and
Thailand, while exports from Indonesia and the Philippines are spatse. Indonesia is

the largest importer but its expotts increased in 1992 and 1993.
b. Electronic parts {cathode ray tubes, semiconductors, etc)

As of 1993, Korea, Malaysia and the Philippines were exporters while Indonesia,
Thaitand and Taiwan were importers of electronic parts. Despite the breakdown
into importers and exporters, the margins of diffecence were not as great as with
other parts. During the second half of the 1980s, Indonesia and Thailand shifted

from exporter to imporler status.
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¢. Business machines and computer parts and accessories

In this category, Taiwan's export capacity stands out from that of the other nations.
Korea became an exporter in 1992 and 1993, Malaysia shifted from exporter to im-
porter status in 1986, but then became a net exporter again in the 1990s. Thailand
also became an exporter in the 1990s, but imports by both these countries are exten-
sive. In 1993, Indonesia and the Philippines were importers, but Indonesia's imports

have been the greater of the two.  Indonesia’s exports increased from 1921 to 1993.

(3) Machine Parts

a Internal combustion engines

Taiwan and Korea are importers with little capacity to export internal combustion
engines. All four ASEAN nations are also importers, but Thailand's export capacity

is somewhat large.

b. Pumps and compressors

In 1989, Taiwan shifted from exporter to importer status in this category. Korea
also has little o5 no export capacity. All the ASEAN nations are importers, too, but
Thailand and Malaysia have some degree of export capacity. The Philippines and

Indonesia are complete importers.

¢.  Non-electrical machine parts (cocks, valves, molds, etc.)

Taiwan and Korea arc importers but Taiwan's export capacity in this category is large.

Among the ASEAN nations, Thailand's export capacity is farge. The Philippines,

Malaysia and [ndonesia are complete importers.
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2. Trade specialization coefficients are determined as follows:
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Fig. 8-6-3 ASEAN Countries’ Competitiveness in Electrical and Electronic Parts
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Fig. 8-6-3 ASEAN Countries’ Competitiveness in Electrical and Electronic Paits
among Developed Countries (Continued)

Category: SITC739 {Parts for Computers and Office Equipment)
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Fig. 8-6-4 ASEAN Countries’ Compelitiveness in Machinery Paits
among Developed Countries

Category: SITC713 (Intemal Combustion Piston Fngines)
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"~ among Developed Countries (Continued)
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6.2. MACHINE PARTS TRADE IN INDONESIA - COMPARISON WITHH
OTHER ASEAN NATIONS BY EXPORT ITEM

Using trade statistics by country, the capacity of each ASEAN country to export machine
parts is compared by item based on the coeflicient of trade specialization. For item cate-
gory, HS 6-digits (equivalent to SITC 5-digits category) was used. The time periods of
comparison are 1990 and 1994, but for the Philippines alone, 1991 statistics {SITC RIV.3)
were used. The reason is that the item categories in 1990 statistics, at SITC REV. 2, were

somewhat varied.  The results of comparison are shown in Fig. 8-6-5t0 9.

Concerning automotive parts, clectrical and electronic parts, and machine parts, product
groups of export items and exportable items as of 1994 are listed by country.  Export items
are those with a coefficient of trade specialization ranging from zero to 100 (items of greater
export value than import value). Exportable items are those with a trade specialization co-
efficient anywhere from zero to minus 50. The coeflicient of trade specialization does not
necessarily always indicate development of exports in stages, but as noted above, there are

products that serve as development indices by item.

After the item name, an indication is given of whether or not conditions are the same as in

1990. If conditions are the same, the item is ranked as an export item.

6.2.1  Automotive Parts (18 Target Items of Comparison)

Among the ASEAN nations, Thailand has the greatest export capacity in automotive paits.
Indonesia recently has been increasing its exports of internal combustion engines, ol filters,

wire harnesses and other items not included here.

(1) Indonesia

Exporl items (No items in | Wheels, radiators
1990; two items in 1994)

Exportable items (One item | Body-related parts
in 1994)
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6.2.2

(2) Malaysia

Export items (One item in
1990; two items in 1994)

Bumpers, steering wheels

Exportable items (Two
items in 1994)

Body-related parts, radiators

(3) Thailand

Export items (Two items in
1990; cight items in 1994)

Safety belts, brake linings, brakes, non-driving axles,
shock absorbers, radiators (same item as in 1990), ex-
haust pipes, clutches

Exportable items (Four
| items in 1994)

Body-related parts, drive-axles, wheels, steering
wheels

{4) Philippines

Export items {(One item in
1991; five items in 1994)

Brakes, gear boxes (same item as in 1991), wheels,
radiators (same items as in 1991), exhaust pipes (same
item as in 1991)

Exportable items {One item
Lin 1994)

Passenger car bodics

worldwide export base.

(1) Indonesia

Electrical and Electironic Parts (53 target items of comparison)

In etectsical and electronic parts, Malaysia's export capacity has been large since the 1980s,
but in the 1990s, Indonesia's exports have exhibited dramatic growth. Export capacity is
also large in Thaitand and the Phitippines. Foreign capital has contributed greatly to ex-

poits of electrical and electronic parts, and the ASEAN nations are now establishing a

Export items
{One iten in
| 1690, thirteen

Word processor and prinler parts, electronic calculating machine
parts, computer parts, speakers (same item as in 1990), head-
phones/earphones, pickup cartridges, magnetic heads, potentiome-
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items in 1994)

ters, resistor paits, piezoelectric cryslals, transistor parts, mono-
lithic ICs, other ICs.

Exportable
items (Seven
items in 1994)

Amplifiers, parts for amplifiers and speakers, TV and video parts,
tantalum fixed capacitors, variable capacitors, fixed resistors, con-
nectors

{2) Malaysia

Expost items
(Twelve items
in 1990; twelve
items in 1994)

Word processor and printer parts (same items as in 1990), elec-
tronic calculating machine parts, microphones, speakers, amplifiers
(same items as in 1990), CRTs for color TV, CRTs for black and
white TV, transistors (same items as in 1990) thyristors (same
items as in 1990), piezoelectric crystals (same items as in 1990),
hybrid ICs (same items as in 1990), other ICs {same items as in
1920)

Exportable
items (Fifteen
items in 1994)

Other parts for printers, etc., parts for telephones, ete., amplifier

and speaker parts, TV and video parts, magnetic heads, fixed ca-
pacitors made of ceramic or plastic, fixed resistors, other variable
resistors, printed boards, fuses, automatic circuit breakers, other

breakers, connectors, other CRTs, monolithic ICs

(3) Thailand

Export items

(Nine itens in
1990, fourieen
items in 1994)

Other computer paris/accessories, speakers (same items as in
1990), headphones/earphones {same items as in 1990), amplifiers,
magnetic heads (sane itemis as in 1990) fixed capacitors {(same
items as in 1990),other variable capacitors (same items as in 1990),
printed boards, other electrical switches {same items as in 1990),
other electrical breakers, relays and thyristors (same items as in
1990), piezoelectric crystals, monolithic ICs

Exportable
items (Thirteen
items in 1994)

Parts for word processors/ printers, computer patts, microphones,
TV and video parts, 1antalum fixed capacitors, fixed capacitors
made of ceramic or plastic, variable capacitors, electsical capacitor
parts, electrical switches, CRTs for color TV, amplifier valves and
tubes, transistors, other ICs

(4) Philippines

Lixport items
{Seven items in
1991; ten items
in 1994)

Speakers (same items as in 1990), headphones/earphones, amplifi-
ers, fixed resistors, CRTs for black and white TV, transistors {same
items as in 1990) thyristors, other semiconductor devices (same
items as in 1990), transistor parts (same items as in 1990), other
1Cs
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gy

Exportable Speaker and amplifier parts, TV and video parts, fixed capac‘itors
items (Six made of ceramic or plastic, variable capacitors, printed board, pie-
items in 1994) | zoelectric crystals

6.2.3  Machine Parts (33 Target Kems of Comparison)

In all the developing countries, capacity to export machine parts is low.  This is ascribed to
the fact that advancements by international corporations have not been widely noted.
Among the machine tool makersin J apan, it is believed by some that the high yen can be oft-
set with technological capacity, without advancing into developing countries. In general,
there is not much enthusiasm about investing in developing countries, and there has been lit-
tle transfer of production to them. This is what distinguishes machine parts from elcctrical

and electronic parts.

(1) Indonesia

Export items {No items in
1990; one item in 1994}

O1i! filters for internal combustion engines

Exportable items {Two
items in 1994)

Air filters for internal combustion engines, check
valves

{2) Malaysia

Export items (One item in
1990; the same single item
in 1994)

Compressors for refrigerator (Same ttem as in 1990)

Exportable items (Four
items in 1990)

Manual air pumps, mold patterns, other metal dies, ball
bearings

(3) Thailand

Export items (Two items in
1990; three items in 1994)

Marine engines (Same items as in 1990), ail filters for
internal combustion engines, ball bearings (Same items
as in 1990)

Exportable items (Three
itemis in 1994)

Air filters for internal combustion engines, pressure
reducing valves, valve and cock parts
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{4} Philippines

Export items (One item in
1991; one item in 1994)

Qil filters for internal combustion engines

Exportable items (Three
iteins in 1994)

Drinking water purification filters, air filters for inter-
nal combuslion engines, check valves

8-98

‘J'z ey



Fig. 86-5 Export Competitiveness of ASEAN Countries for Automotive Parts in Terms of Trade Specialization Coefficient (1990)
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Fig. 8-6-6 Export Competitiveness of ASEAN Countries for Automotive Parts in Terms of Trade Specialization Coetlicient (19943
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Fig 8-6-8 Export Competitiveness of ASEAN Countries for Elestrical and Electronic Parts in terms of Trade Specialization Cocfficient (1994)
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6.3. EVALUATION OF PRICE COMPETITIVENESS FOR REPRESENTATIVE
CASTING PARTS

The case study was conducted by selecting representative casting patts for automobiles as

shown in Fig. 8-6-10 in order to evaluate the price competitiveness of Indonesian producis.
6.3.1 Evaluation Method
The evaluation of price competitiveness was carried out according to the following steps:

Step 1. To select products 1o be evaluated and set conditions for evaluation, such as
production conditions.

Step2:  To calculate ex-factory prices in cases where they are produced in several
countries.

Step 3:  To compare the results and consider major reasons for differences.
Ex-factory prices in several Asian countries are calculated by foundry specialists working in
foundries in Japan, based on accumulated data concesning production in these countries.
These specialists have more than ten years of experience in foundry production and more
than five years of experience in the purchase of casting parts for machinery from overseas.

6.3.2 Conditions for the Evaluation

{1}  Selected Products for the Evaluation

- Name of parts: Hubs for automobiles
- Weight: 13kg
- Materials: FC250 and FCD450

- Shape and size: As shown in Fig. 8-6-11.
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Fig 8-6-11 Shape and Size of Selected Products

I

U

270 —=150
(2) Production Conditions

- Production volume: 500 pieces per month

- No. of pieces per molding box: 2 pieces

- Yield: 85% for FC250 and 70% for FCD150

- Molding method: Greensand mold for main mold and shell mold
for core

- Machining of casting products: Machining is not carried out.

- Expenses for patterns: They are not included assuming that they are
separately charged.

6.3.3 Resulis of Evaluation

Ex-factory prices calculated for subject products in major Asian countries are shown in Ta-

ble 8-6-2.
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Table 8-6-2 Comparison of Ex-factory Prices of Selected Products
FC250 FCDA50
Producing Price Price Comparison Price Price Comparison
Country per kg pet Picce | of Prices* perkg per Piece of Prices*
{¥ixg) (¥/piece) (Yikg) (V/piece)
Japan 165 2,145 100 185 2,405 160
3 (160~170) {180~190)
| Indonesia 120 1,560 73 135 1,755 73
(115~125) {130~140)
[ Thaitand 120 1,560 73 135 1,755 73
(115~123) {130~140}
China S0 1,170 53 103 1,365 57
(85~95) (100~110)

Note: * Japan = 100

Source: JICA Study Team

From the above results, the following are pointed out:

i, Products manufactured in Indonesia and Thailand are approximately 30% cheaper and

products in China are more than 40% cheaper than those in Japan.

ii. The main reasons for Chinese casting products having the cheapest prices are as fol-

fows:

Indonesia and Thailand import major raw materials such as iron and alloys, al-

though they procure casting sands domestically.

Their costs for raw materials

are higher. However, raw materials are available in China and its costs are

cheaper.

Labor costs in China are low.

Capital investments by Chinese foundries in local areas are small and thei in-

vestment cost is small.

iii. Chinese foundries, in many cases, decide their prices flexibly responding to the market,

and do not decide their prices based on the manufacturing costs of products.

It is not

clear how to include such expenses as depreciation expenses, sickness allowance for

employees, allowances for infants, and pension allowances. Therefore, there is a

possibility of future rise in prices of Chinese casting products.
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iv.

V.

Vi

The products evalvated are small sized products for mass production, and they are
produced by hand molding  As for medium and large sized parts such as balance
weights for forklifts and large specials tubes for water pipes, the cost advantages of
Indonesian products against Japanese products are larger and the expori potentials to

the Japanese market are also larger.

Indonesian casting products will face more severe competition from other east Asian
countries. It is necessary for the Indonesian foundry industry to make progress with
the localization of major raw materials and production equipment and increase its

price competitiveness.

Transport costs to Japan from harbors in Asian countries are as shown in Table 8-6-3.
When a Japanese buyer purchases Indonesian products, prices at the delivery to the
buyer are ¥150 per kg (¥120 per kg + ¥30 kg) for FC250 products. 1€ such a buyer
is located far from a Japanese harbor, and therefore, the cost of inland freight in-

creases, there is no cost advantage for impaits of casting products from Indonesia and

Thaitand..
Table 8-6-3  Transport Expenses to Import to Japan
Items Amount
- Freight ¥s5 - 7/kg
- Import Buty ¥3/kg
- Inland Freight ¥8 - 13/kg
- Commission to Trader ¥9 - 12kg (7 - 10%)
Total ¥25 - 35/kg (¥30/kg on average)

Source: JICA Study Team
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