CHAPTER 6

PRESENT POSITION OF THE MALAYSIAN AUTOMOBILE INDUSTRY
AND ITS SUB-CONTRACTING ARRANGEMENTS

This Chapter is devoted o diseuss the present position of the Malaysian
automobile industry and its sub-contracting arrangements. This pursues the argument
in the last Chapter that the government has targetted the development of the automobile
industry  and the domestically-based ENOs. Thus, this Chapter seeks to provide
evidences about the achievement of the promotional efforts in the sector as reflected by
the overall performance of auto market, production, parts manufactures and  sub-
contracting arrangements. The last sections of this Chapter discuss further details of the
patterns, trends and performances of Malaysian sub-contracling arrangements based on

the perspectives of three awtomakers and a number ol sub-contracting firms.

0.1 Domestic Market for Automobiles

The growing population coupled with the increase in income levels have
generated favourable demands for automobiles in Malaysia. The rate of passenger
automobile ownership increased from one passenger automobile for every 55 residents
in 1965 to one for cvery 25 residents in 1975 and one for 11 residents in 1985 (Torii
1991). Automobiles are no longer treated as a luxury, but an essential item, either to
transport people or merchandise.

Table 6.1 demonstrates the Malaysian market demand for automobiles based on
various makes. The demands for both passenger and commercial vehicles

fluctuates depending upon the prevailing economic cycle. Between 1993 and 1997,
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the market demand for passenger vehicles inereased  dramatically  from 121,504
units to 314,399 units. In contrast, it contracted drastically in 1998 due to the Asian
economic crisis and the tighter conditions for hire-purchase agreements. The crisis
resulted in an increase in unsold automobiles and the stock excess of both CKD and
CBU vehicles valued at about RM 1.8 billion as of December 1998 (MITT 1999).

The Malaysian market demand lies in passenger vehicles, rather than in
commercial vehicles as in the case of Thailand and Indonesia (Table 6.2). Its market
share also shows a changing feature. In the 1960s, the passenger car market was
dominated by European and American makes. 'rom the 19705 to the first half of the
19805, Japanese cars captured and dominated the market. In 1987, the lirst national car,
Proton Saga gained a majority share in the market. At present, Proton and Perodua hold
the first and the second largest share of the local passenger cars market respectively.
Lower prices attributed to lower taxes (lower tax ratio, see Appendix F) imposed on
national cars (than imported cars) have made national cars more affordable for
Malaysian buyers.

The market foree is also dependent upon small and medium passenger cars. The
production ol this type of passenger car (below 1000¢.¢c and up to 1550c.c) in 1998 was
92.6 per cent (see Table 6.7). This is largely contributed by the national cars, Proton and
Perodua. For commercial vehicle category, Toyota, Mitsubishi, Daihatsu and Ford are
among the most popular automobiles. Malaysian made commercial vehicles, HICOM

MTB, also grows in its popularity among the domestic consumers (see Table 6.1).
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Table 6.2

Asian Automobile Markets by Country and Region, 1990-1998 (Unit of Sales)
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Note:

Grand Total is calculated from the total of passenger and commercial vehicles.

The data are inclusive of passenger cars only and exclusive of 4x4 WD,

Source:

Terai (1999).
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Compared with the other Asian countries, the perlormance ol the Malaysian
domestic market is rather mixed. As shown in Table 6.2 and Table 6.3, the Malaysian
share of the market for both passenger and commercial vehicles in Asia is highly
insignilicant. The ratio of its passenger and commercial vehicle sales to the regional
total sales was far below than one during the period, 1990-1998 (Table 6.3). Comparing
the Malaysian total auto sales to the total sales of other single Asian countries, once
again, produces a rather mixed result. For passenger vehicles, the Malaysian domestic
market is much lower than that of the South Korea, Taiwan and India; but much higher
than that of most other Asian countries. FFor commercial vehicles, its market share is far
lower than that of the South Korea, China, Taiwan, Thailand, Philippines and [ndia; but

higher than that of other Asian countries (excluding Japan).

6.2 The Malaysian International Trade in Automobiles

The Malaysian automobile industry is characterised by higher imports than
exports in both unit and value. Exeept for the crisis period ol 1997-1998, imports of
both CKD and CBU increased drastically; whilst the exports fluctuated. Certainly, the
higher imports than exports account for the country’s trade account deficits over the
years (Table 6.4). It also means that Malaysia is the net importer of automobiles.
Though some protective measures were enforced to protect local producers and
suppliers, most specialised and functional components and, to some extent, materials
are still imported. Hence, the import of CKD increased steadily in the 1990s, except for

the 1997-1998 crisis period.
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Table 6.3

Ratio of Malaysian Domestic Market of Automobiles to Other Country’s or Regional

Markets
Countiy ‘Regron BT T R T A UL TTOws e 1907
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nda 0 o T 01 T oo o1 T w1 T a7 o1 0
Pakistan Lk 40 33 26 45 62 713 190 71
South Asia Sub-total 0 06 Tue oS T e T T oe 06 07 0
Towl nn? 007 005 T Th0s T T Tooe T 008 T 009 o1 o
B e e e ——" [—
RKorea T 0T 009 T o o T e T 02 0.3 ol
China 01 01 004 003 0.0:4 0ns 008 009 12
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Twwan 0s 04 02 01 03 (I 0.9 09 02
Fast Asian Sub-otal 7 noe 005 002 002 003 004 0.06 0.06 002
Thattand . 77T Ty T 0y T T o T 00 o 01 02 04 03
Indonesia 01 03 03 02 02 02 0.3 0.3 06
Philippines 25 299 14 12 10 I 1.2 = 06
Singapore 17 124 68 72 0y 83 17 I8 19
Vietnam 558 154 8 171 (] 133 202 293 376 12
Southeast Asian Sub-total 01 01 008 007 006 007 0.1 0 01
India 0y 03 02 02 02 032 02 03 0l
Pakistan 20 1.5 1.1 09 20 29 5.1 9.3 2.
South Asia Sub-total 03 0.3 0.2 02 02 02 0.2 0.3 10.0
Total 0.03 003 0.02 0.02 002 0.02 0.03 0.04 0.01
Grand Total 0.02 002 0.01 0.01 00l 0.01 0.02 0.02 001

Note:

The data are inclusive of passenger cars only and exclusive of 4x4 WD

The Ratio= Malaysian Domestic Sales/Respective National or Regional Sales

Source:  Calculated from Table 6.2
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Import sources of automobile products are dependent on its types. In 1998,
san, Germany and France were the top three sources of Malaysian import of
ssenger cars; while the top three sources of commercial vehicle import were the
rited Kingdom, Germany and France. The top three sources of imported component
rts were Japan, Germany and Taiwan (MITT 1999).

Export ol Malaysian awtomobiles is mainly for passenger rather than
immercial vehicles (see Table 6.4). Most export of passenger cars were sourced {rom
-oton, which constituted about 75 per cent ol the 23.700 units exported in 1998 (MIT1
299). Export of Proton cars increase steadily from 25 units in 1986 to 15,643 units in
999 (Proton, unpublished).

The top three markets for the export ol passenger cars were the United
Angdom, Germany and France. For commercial vehicles, the top three markets for the
xport were the U.S AL, Taiwan and Singapore. Between 1997-1998, the export value of
oth passenger and commercial vehicles increased about 61 per cent though the export
olume decreased by about 3 per cent mostly due to the favourable exchange rates that
enefited this country.'

Export ol component parts were relatively insignificant and were mainly to meet
narket demand in Singapore, Taiwan and the U.K. Their export value was about

RM226 million in 1997 and RM298 million in 1998 (MITI 1999).

6.3  Structure of the Automobile Industry
The automobile industry consists of two strands of manufacturing activities.
They are the down-stream production processes - consisting of sub-assembly and or

final assembly activities and the up-stream parts and component-system manufacturing
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ocesses. Whereas the former activity is much dependent directly on domestic and

ternational market demands, the latter is directly contingent upon the demand from

e production lines of the former.

The development ol a country’s automobile industry can be generally divided

o four stages (Torti 1991: 389):

. Import and sale of CBU automobiles;

2. Assembly ol imported CKD parts and localisation of parts which can be sub-
divided into three stages, defined by technical level and market size for
parts: 1) Local production of replacement parts, or components; ii) Local
production of original equipment manulacturer (O1EM) parts for automobile
assembly: iii) Local production of major and functional parts (OI:M), such

as engine and transmission components;

't

[ocal production of materials for cars and components; and

4. Local design of automobile bodies and other components.

According to Torri (1991), Malaysia went through the first stage between 1896-
1966 and the 2(i)-stage between 1967-1978. e asserts that Malaysia is now at the 2(ii)-
stage. But, if one follows closely the recent development of the Malaysian automobile
industry, one would find that the country has entered the 2 (iii)-stage and to a certain
extent, leapt to the fourth stage.

[t is estimated that the output of the automobile sub-sector accounted for about
5.0 per cent of total manufacturing output and 3.3 per cent of employment in 1995. Both
automobile producers and component manufacturers (suppliers) employed 12,304

workers in 1987 and 37,541 workers in 1995 (MITI 1996).
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0.3.1 The Automobile Production Industry

Besides the two national manufacturers, PROTON and PERODUA, there are a
number ol automobile producers (automakers or assemblers) in Malaysia. They include
Associated Motor Ind. (M) Sdn. Bhd., Assembly Services Sdn. Bhd., Asia Automobile
[ndustries Sdn. Bhd., Swedish Motor Assemblies Sdn. Bhd., UMW Dennis Specialist
Vehicles Sdn. Bhd.and TVR Sports (M) Sdn. Bhd. in Selangor; Tan Chong Motor
Assemblies Sdn. Bhd. in Kuala Lumpur;  Oriental Assemblers Sdn. Bhd. in Johore:
Auwtomotive Manufacturer (M) Sdn. Bhd. and Malaysian Truck and Bus Sdn. Bhd.
(MTIB) in Pahang; and Industri Otomotif Komersial (M) Sdn. Bhd (INOKOM) in
Kedah, Until recently, licences for the establishment of new assembling firms were
[rozen (as informed by a MIDA officer). Malaysian automobile producers and their
product hase are shown in Table 6.5

A large portion of the local automobile production is for domestic market. [n
1998, only about 18 per cent and 19 per cent of the total production of passenger and
commercial vehicles were exported respectively (caleulated from MIDA, unpublished
data). Some domestic demand is, in turn, met by the import of either used,
reconditioned or new CBU vehicles. In 1998, about 4 per cent of domestic demand
(based on sales) for passenger vehicles and 21 per cent for commercial vehicles were
also met by the imported CBU vehicles (calculated from MIDA, unpublished data).

Owing to the significant share of local consumption in the automobile
production, any changes in domestic demand would significantly affect the production
of the industry. Based on Table 6.6, the production of both passenger and commercial
vehicles has fluctuated regularly since 1980. The peak production year for both
vehicles was in 1997, when their production reached 335,030 and 108,140 for passenger

and commercial vehicles respectively.
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[able 6.5

Malaysian Automobile Producers and Their Product Base

Automobile Producers

Product Base

I’Z{;séngcr Commercial
1. Perusahaan Otomobil Nasional Berhad (PROTON) — Proton e
2. Perusahaan Otomobil Kedua Sdn. Bhd. (PERODUA)  Kancil, Rusa. Dathatsu
Dathatsu
3. Associated Motor Ind. (M) Sdn. Bhd. Ford, BMW,  Ford, Chrysler
Mazda, Jeep, Land
Proton Rover, Suzuki,
Scania, Tata
4. Assembly Services Sdn. Bhd. loyolta, Toyota, Hino
Daihatsu
5. Asia Automobile [Industries Sdn. Bhd.* Mercedes Mercedes,
Mazda
0. Swedish Motor Assemblies Sdn. Bhd. Volvo Volvo,
Daihatsu,
Suzuki
7. UMW Dennis Specialist Vehieles Sdn. Bhd. - Dennis
8. TVR Sports (M) Sdn. Bhd. TVR
9. Tan Chong Motor Assemblies Sdn. Bhd, Nissan, Audi, Nissan, Subaru
Peugeot
10. Oriental Assemblers Sdn. Bhd. Honda, Man
Mercedes,
Peugeout
1. Automotive Manutacturer (M) Sdn. Bhd. Citreon, Isuzu,
Proton Mitsubishi
12, Malaysian Truck and Bus Sdn. Bhd. (MTB) - MTB
13. Industri Otomotif Komersial (M) Sdn. Bhd - Renault
(INOKOM)
Note: - * [ checked with the company and was told that the company name is

the Cycle and Carriage Bintang Berhad.

- There are other minor companies, such as Bufori and newly joint-venture
firms producing automobiles; but the information on them is not available

at MIDA.

Source: MIDA (unpublished)
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Table 6.6
Malaysian Automobile Production by Utility, 1980-1999

Year  Passenger  Commercial  Automobile Total  Per cent of Total
Unit  “eChg  Unit % Chg  Unit % Chg Passenger Commercial
1980 81065 - 205187 - 106252 - 763 237
1981 §7.822 8.3 24,353 33 112,175 560 783 21.7
1982 85321 229 14,043 <423 99364 114 859 14.1
1983 100223 175 18,239 299 118462 192 8t06 [5.4
1984 96,301 3.0 28,555 6.6 124910 sda4 771 229
1985 69,769  -27.0 42,053 473 111822 -10.5 024 37.6
1986 42,180 2395 19814 =529 061994 446 080 32.0
1987 33,085 22000 15295 228 48980 -21.0 088 31.2
1988 61,338 821 23788 555 85120 738 721 27.9
1989 81,873 335 48,772 1050 130,645 535 027 37.3
1990 116979 429 75,054  S39 192,033  47.0 609 39.1
1991 136,184 1o 81,099 8.1 217283 131 027 37.3
1992 117773 -13.5 34,750 -57.2 152,523 -298 772 22.8
1993 123,521 4.9 34,929 0.5 158,450 3.9 78.0 22.0
199.4 157,536 275 43,834 255 201370 271 782 218
1995 227727 446 61,128 0 395 288855 434 788 21.2
1996 280940 234 92,733 517 373677 294 752 24.8
1097 335.030 193 108,140 16.6 443,170 186 750 24 .4
1998 128979  -61.5 18,370 -83.0 147349 -60.8  87.5 12.5
1999 260,000 101.6 40,714 121.6 300,714 1041 86.5 13.5

Fotal 2,624,310 850,850 3475160 S 755 '7"24‘.5

Source: Adapted tfrom MIDA (unpublished)
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I'he cconomic crisis that hit Malaysia since July 1997 resulted in the drastic
contraction ol the production of both passenger and commercial vehicles. A slowdown
in the construction and general business activities, the tightening of hire-purchasc
agreements and the increase ininterest rates have been the major causes for the
contraction ot the demund and production of automobiles. Further impact was the
contraction of” the capacity utilisation of the automobile industry from 88.2 per cent in
1997 to 35 per cent in 1998 (MITT 1999).

On average, about 75 per cent of the total production is passenger vehicles
(Table 6.0). A significant portion of the production of passenger vehicles is in the low
and intermediate classes in line with the generally intermediate incomes earned by
Malaysian. In 1998 for example, passenger vehicles (below 1000 c.c, 1151-1350 c.c.
and 13511550 c.c.) shared the highest percentage in the total production (Table 6.7),
certainly contributed mostly by the Perodua and Proton.

Table 6.8 provides the details of the passenger car production by makes. It is
clear that the significant part of the total production (over 80 per cent) comes from
Proton. For commercial vehicles; 4 x 4 (ATV), vans and trucks are the most significant
output since 1988, The lurgest production among the trucks is the smallest one which is
below than 3 tonne (Table 6.7). In 1999, the largest volume of commercial vehicle

production, in order, was Toyota, Nissan, Mitsubishi, Ford and Isuzu (see Table 6.8).

6.3.2 The Auto-Component-System Manufacturing Industry
‘The Malaysian auto-component-system industry is mostly influenced by the
government through the local content policy. Although several protective and

stimulatory measures® are implemented by the government, the Malaysian automobile
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component-system industry is quite undeveloped. The industry is weak in its own
structure. The local component industry is characterised by small-scale production and
low-technology products (UNIDO 1991). Morcover, it is heavily dependent upon
imported technology, particularly in design, engineering and R & D. Its trade balance is
always negative: in 1990 its trade deticit was RM763.2 million (MITT 1997).

This industry is directly contingent upon the domestic automobile production
industry. Its production increased dramatically during the cconomic boom at the end
1980s through the first half of the 1990s; but decreased unprecedentedly during the
economic crisis in 1997, led by decrease in local demand. Between 1997-1998, the
production of automobile component parts declined by almost 40 per cent due to the
contraction in the production of passenger and commercial vehicles by 68.4 per cent
during the same period (MITT 1999).

The proliferation of - different makes, models and variants as well as an excess
number of assembly plants competing for a small domestic market have hindered the
development ol local  component-system manufacturers. Under the condition of
diseconomies of scale, they are required to invest in new equipment (machine and tools)
and most probably technology for every change in auto model. It is more costly and
difficult when new process engineering, technical and technology have to be obtained
from foreign firms. According to a rcccnl.study, about 70 per cent of the suppliers were
dependent upon local market for their survival and most of them were also dependent

on foreign technology (MITI, undated).
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Due to slow progress of independent supplier firms in developing critical auto-
parts and component manufacturing, the government requested the two  national car
makers - Proton and Perodua - to develop their own parts industry. Following Maeda
(1998). Proton started casting in 1994 to internally produce crank shalfts and flywheels.
[t also entered joint ventures with a number ol companies of which it held at least 20
per cent ol the total share of cach of the joint venture firms.

These affiliated firms were to produce small and medium stamped  parts,
aluminum alloy cast wheels, intake manifolds, rubber molded parts, rubber hoses,
hydraulic brake hoses, power steering hoses, fuel hoses, seat fabric, manual clutches.
automatic transmission parts, cross members and rear suspension systems. Perodua
started to produce cylinder heads and intake manitold in May 1996 and 14 large
stamped parts in November 1997, Recently, the two automakers produced many more

critical parts: engine, transmission, chassis and brake parts.

6.4  Sub-contracting Arrangements: Some Fvidence from Three Automakers
Due to the request for confidentiality, the company names of the three
automakers would not be exposed throughout this study volume. For analytical
purposes, these firms are consistently referred to Automaker A, Automaker B and
Automaker C in accordance with their relative contributions to the Malaysian

automobile production and market share.

Although these sample firms were insignificant in number, they had special

implications on the future development of the Malaysian automobile industry due to
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several reasons. First, the two national automakers (Proton and Perodua) were
incorporated into the sample. Second, the government attention on  these  three
automakers was relatively high. Third. the majority shares of all the three automakers
were owned by Malaysian investors. Fourth, Bumiputera shares (individual and
institutional, particularly — government-sponsored institutions,  such —as HICOM,
Khazanah Holdings and Permodalan Nasional Berhad) were also significant in all the
automakers” firms. Finally, their management were controlled by Malaysians. But
technologically. the two automakers collaborated closely with Japanese firms, while the

other had technical collaboration with French and Korean firms.

6.4.1 Profiles of the Automakers

As shown in Fable 6.9, Automaker A was a public listed company, whilst both
Automaker B and Automaker € were  private limited companies. Automaker A
specialised in the production ol passenger cars, Automaker B manufactured passenger
and commercial vehicles and Automaker C produced commercial vehicles. Detailing
oul core manulicturing activitics ol the three automakers, it shows that all the
automakers did final assembly of automobiles and sub-assembly of auto parts and
components as well as manufactured individual parts in-house. Automakers A and B
did various types ol manufacturing processes, including stamping, painting, casting,
forging, plating and testing.

All the automakers also had own manufacturing plants to perform final
assembly of automobiles and sub-assembly of parts and components as well as to make

individual auto parts. Automakers A had two plants with four production lines to

327



‘A9AINS S I3OBISAI Y] UO paseg 200§

‘ajqeotjddy 10N 10 2[qR[IRAY 10N "PRI2MSUY 10N -BUON— N SRA —A 10N

S10}0B[UOD
N N A -gqns  21eUIPIONd 01 wASAs Ieu-nnuw  Sundopy 'S

001 08 6 < suwry Juapuadapuy

0 0¢ ¢> SULy pABIIY
(1u22 12d) Auedwod 3yl Jopun SIOPUIA JO STJEIS L
¢ t+ v (s)aurj uononpoid Jo IsqunN "9
[ [ < Kjquasse omne uuoyiad o1 (s)uerd jo zoqump g

X A A Suumioenuew spred oine [enpiAIpu]

A A X siuauodwod 10 siured [enpiaipul Jo Ajquiasse-qng

A A A Ajquuasse [eut
siue[d uumnjoejnuew UM() b

dunsaj “dunejd Sunsaj ‘duneid
‘Buidio.] “dunse) ‘Buidio “Sunse)

vu Bunured durdwieg ‘Bunured -suidwelg Buissaoold

A A A Fuumioeynuew sired oine [eNpIAIPU]

A A A siusuodwoo 10 sired [enpialpul Jo Ajquiasse-qng

A A A Ajquiasse [eut]
Auedwod 3y} JO SANIATIE 310D €

SARIY A [BIDIAUIWIO))
SI[IYIA [RIDIDWWO)) puE Ia5Uuasse| <ae)) 123uassed pasnpoud sajiqowoine jo sadA | i
PRI MEALL] palwy Mealy pais1] 21jqngd soruedurod jo snyess [e39] 1
D IyeWOINY g 1ayeWwoINyY Vv IoyewOINY

sIaYeWOINY SIUBLIE A “ON

SIAYRWOIMY 21 JO S91]01]
69 3I9EL



perform auto assembly, whilst Automaker B had one plant with four production lines

and Automuaker C owned one plant with three production lines.

Lach automaker had vendors or sub-contractors to out-source auto parts. Most
sub-contractors were independent firms, i.c. more than 95 per cent for Automaker A, 80
per cent Tor automaker B and 100 per cent for automaker C. Less than 5 per cent of the
sub-contractors was affiliated firms o Automaker A; 20 per cent affiliated to
Automaker B: and none of the firms was affiliated to Automaker C.*

Only Automaker A organised its sub-contractors into a multi-tier system as
practised in Japan, but it was rather shallow because it merely involved two tiers against
at least threee tiers in the Japanese sub-contractings. Based on personal interview,
Automaker A also organised its sub-contractors into a synchronised system because
ditterent models were assembled in the same production line. The sub-contractors of
bulky parts (for instance, auto scats and doors) were given tight schedules to deliver the
iems at the right quantity and the right time. This method enabled the automaker to

save space and the cost of keeping inventories.

6.4.2 A Governing Mechanism of the Sub-contractings

Table 6.10 displays the details of governing mechanism of the sub-contractings
among the three automakers. All the three automakers had purchasing departments to
do outsourcing, but their roles were slightly different from one automaker to another.
The roles of purchasing departments in Automakers A and B were to purchase materials
or components, to monitor, assess and select sub-contractors, to control number of sub-

contractors in operation and to inspect incoming parts, whilst its roles in Automaker C
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conlined to the first two roles, i.e. to purchase materials or components and to monitor,
assess and select sub-contractors.

For outsourcing, the purchasing department in Automaker A classilied auto
parts into special purchasing and specialty factory purchasing; Automaker B classified
them o general purchasing and special purchasing; whilst Automaker C classified
them into general purchasing only.

Except for Automaker C which did not provide the answers, the other two
automakers had given certain support to their sub-contractors. Automakers A and B
supported their sub-contractors (but to selected sub-contractors only ) by holding
equities in sub-contracting [irms, assisting in directorship and management, sending
technical or engineering as well as consultancy or advisory services and sharing
information refated to the automobile industry and parts production. Nevertheless, they
did not provide any loan facility to their sub-contractors.

Ihe three automakers had special communication in dealing with their sub-
contractors in production aspects. Except for price which was determined bilaterally,
Automakers 13 tended to source to authority in dealing with their sub-contractors due to
its preference for unilateral (top-down) communication in determining quality, quantity,
delivery, design or specification and materials composition of auto parts as well as
manufacturing process of sub-contractors.

Except for price and quality of parts which were determined unilaterally (top-
down), Automakers A preferred to horizontal (bilateral or mutual) communication in
deciding quantity, delivery, design or specification and materials composition of auto

parts as well as manufacturing process of sub-contractors. Automaker C also preferred
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bilateral commumcation in determining price, quality, quantity, delivery, design or
specitication and materials composition of auto parts: but preferred unilateral (bottom-
up) communication in deciding manutacturing process of sub-contractors.

Autonahers A and B owere advanced in terms of the standardisation system and
quality management bemng practised i coordinating its awto production system. These
two utonuakers had or practised legal contract, 1SO/MS 9000, TOM, TQC. bonus-
pemalty system For parts delivery, payment schedule, regular visits to sub-contractors’
plants, vonsultations  in managerial shills, regular mectings with - sub-contractors,
spectlic prading system tor sub-contractors, JI'T and SPC in coordinating their auto
production systems. Autonnker C merely had or practised a lew coordination elements,
such as lepal contract, ISO/MS 9000, TQC, regular visits to sub-contractors’ plants,
revuliar mectings with sub-contractors and SPC (see Table 6.10 for acronyms).

Comparing between the three automakers, Automaker B was more particular
about dealings with sub-contractors when it detailed out its legal contracts to cover all
items histed in Table 6,10 (item no. 6). Automaker A specified only certain items, such
as price ol parts, quantity of parts supplied, quality of parts, delivery of parts and
penalty for parts defects inits legal contracts; whilst Automaker C set items, such as as
price of parts, quantity of parts supplied, quality of parts, delivery of parts and sub-
contractors” obligation with automakers in its legal contracts.

All the three automakers made their sub-contractors involved (at least certain
vendors) in their product development stages. Automakers A and B made their sub-
contractors involved in all product development stages as listed in Table 6.10 (item no.

7). whilst Automaker C brought in their sub-contractors to be involved in several
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product development stages, such as developing basic concept, completion of lirst trial
automobile, pilot production and testing of automobiles.

Grading system was also practised by the three automakers to rank their sub-
contractors into core or periphery sub-contractors. Automaker A graded sub-contractors
based on quality, engineering or system, and delivery time of parts; Automaker B
graded them based on  price, quality, engineering or system, precision (accurate
specilication), and delivery time of parts; whilst Automaker ¢ graded them based on
quality and delivery time of parts.

Lo ensure efficiency of their auto production system, the three automakers had
quantified order times for auto parts which were divided into functional and general
parts. Order times for functional parts for Automaker A, Automaker B and Automaker
C were one monthly, three monthly and three monthly respectively. For general parts,
order times lor respective automakers were one monthly, three monthly and one
monthly.

Delivery frequencies for auto parts varied from one automaker to another and
that of one auto parts to another, For Automaker A. its delivery frequencies for body
and engine and emission parts were hourly; but daily for chassis and brake,
transmission, steering and clutch, electrical and electronics and standard parts. Delivery
frequencies for Automakers B and C were rather loose. For Automaker B, its delivery
frequencies for body and standard parts were weekly, and for chassis and brake,
transmission, steering and clutch, and electrical and electronics parts were monthly. All

deliveries of auto parts for Automaker C were made weekly.
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Except for Automaker A which did not provide its answers, Auwtomaker B and C
allowed their sub-contractors to adjust prices ol functional and general parts in the
future bidding due to unavoidable tactors., Automaker B allowed its sub-contractors to
adjust several price or cost items, such as material and tooling costs as well as direct
manufacturing costs (e.g. energy and labour costs); and Automaker C allowed
adjustments [or material and tooling costs and the costs for buying products from other
sub-contractors.

Furthermore, all the awtomakers provided room for their sub-contractors to
rectify any default in parts supply (quality, quantity and delivery time). In this
connection, all the automakers gave the sub-contractors an adjustment period, sent
technical expertise o sub-contractors’ plants and provided advisory or consultancy
services (see Table 6.10).

All the automakers admitted that economic and social capital factors played
their distinetive roles in the governing and binding ol buyer-supplier networks (network
relations between automakers and their sub-contractors). These automakers ranked the
levels of strength of certain variables in the networks. To all the automakers, economic
factors, such as contract, price and qualily assurance and institution, were either strong
or very strong in binding their network relations with sub-contractors.

However, their feeling about social capital influences on buyer-supplier
networks were different from one automaker to another. To Automakers A and B,
government’s role (power) was strong in governing network relations; but this had no
influence to Automaker C. To Automakers B and C, trust was strong in binding the

networks; but it was weak to Automaker A. Culture was a strong factor to Automaker B

338



in binding the networks; but it was weak to Automaker A and very weak to Automaker

C. By and large, social capital was not as strong as economic factors in governing or

binding network relations between the automakers and their sub-contractors.

6.4.3  Auto-Parts Production and Sourcing

All the three automakers sourced auto parts from both in-house production and
external firms. The difference between them was merely in the degree of their
involvement in the two points of parts sourcing.

Table 6.11 and Table 6.12 provide the details of auto parts production and
sourcing among the three automakers. All the awtomakers produced several individual
auto parts im-house. In this respect, Automaker A made door, hood, fender and front
deck: Automaker B omanufactured hood, back door, under body, fender, intake
manifold. exhaust manitold, camshaitl, cylinder block, cylinder head. flywheel and
chassis [rame; and Automaker C made partitions, reinforcement bars, power steering
and cooling tubes. This means that Automaker B tended to make parts in-house than
Automakers A and .

Besides making individual auto parts in-house, all the automakers performed
sub-assemblies for auto components, such as body, engine and emission, chassis and
brake, and transmission, steering and clutch. There were no answers provided for
electrical and electronics and standard parts assemblies because these components were
either assembled by their sub-contractors or imported. This proposition is reflected in
Table 6.12 in which local outsourcing for electrical and electronics parts was
substantial. For standard parts, local outsourcing and imports for these items were

sizeable.
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Automakers had their own reasons for making auto parts and doing sub-
assembly in-house. All the automakers admitted that in-house production for certain
parts was essential because these were specialised parts and were cheaper if made in-
house. Two automakers provided other reasons for doing in-house production:
Automaker A conceded that in-house production was important for high technology
items; whilst Automaker C did in-house production in order to secure higher local
content points.

With respect to out-sourcing, automakers classified auto parts into two broad
categories, either based on materials composition, such as rubber, plastics, metal,
electrical and electronies (Automaker A), or based on particular types of parts, such as
body, engine and emission and chassis and brake and so on (Auwtomaker C). Only
Automaker 13 used both methods to classily auto parts for out-sourcing.

here was a certain proportion for every automaker (o source auto parts, either
in-house or externally. Automaker A did not provide the proportion, but Automaker B
and Automaker C did. Since Automaker B produced passenger and commercial
vehicles, the proportions were rather different. In the production of passenger cars,
Automaker B was more dependent on in-house production. This is evident when it
sourced 75 per cent of its auto parts (calculated based on total manufacturing costs of
parts) from in-house production and 25 per cent from external firms (5 per cent from
local sub-contractors and 20 per cent from import).

[n contrast, Automaker B was more dependent on out-sourcing in the production
of commercial vehicles. Based on Table 6.11, 20 per cent of auto parts was sourced in-
house against 80 per cent was outsourced from external firms (5 per cent from local

sub-contractors and 75 per cent from imports). Automaker C was also heavily
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contingent upon external firms to produce commercial vehicles: producing only one per
cent of its auto parts requirements (calculated based on total manufacturing costs of
parts), while the remaining 99 per cent was outsourced from external firms, i.e. 25 per
cent from local sub-contractors and 74 per cent from imports.

Percentage values of outsourcing for auto parts and components were mixed
from one component and one automaker to another. As displayed in Table 6.12,
Automaker A sourced a large majority of its body (more than 90 per cent), chassis and
brake (more than 70 per cent), and electrical and electronics (more than 95 per cent)
components from local sub-contractors; whilst its engine and emission (more than 70
per cent) as well as transmission, steering and clutch (more than 70 per cent) parts from
Imports.

I the production ol passenger cars, Automaker B sourced a large amount of its
budy (80 per cent), electrical and electronics (100 per cent) and standard parts (80 per
cent) frony local sub-contractors. However, its engine and emission, chassis and brake,
and transmission, steering and clutch parts were substantially imported. For the
production of commercial vehicles, Automaker B had to  depend totally on import
sources ( 100 per cent) to obtain body, engine and emission, chassis and brake, and
transmission, steering and clutch parts. However, electrical and electronics as well as
standard parts were mostly outsourced from local sub-contractors, i.e. 100 per cent and
80 per cent respectively.

Automaker C also had to depend heavily on imported parts to produce
commercial vehicles. Body as well as engine and emission parts were 100 per cent
imported. Chassis and brake as well as transmission, steering and clutch parts were 80

per cent and 90 per cent imported respectively. Nonetheless, 90 per cent and 50 per cent
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of its total purchases of electrical and electronics and standard parts were outsourced

from local sub-contractors respectively.

The percentages shown in Table 6.12 are more reflective of net local content of
the Malaysian automobile industry because they show low levels of average value of
local sourcing for critical or functional parts. Obviously, all the automakers tended to
import higher value-added (surely higher prices) functional parts: namely engine and
emission; chassis and brake (with little exception for Automaker B); and transmission,
steering and clutch.

This finding may be applicable to all automakers in Malaysia. The net local
content of lfunctional components is low, because materials and sub-parts for making
them were substantially imported. The imported sub-parts in engine were rocker arm.
cylinder head, delivery pipe, connecting rod, thermostat, insulator, valve, piston ring
and o-ring, exhaust manitold cover, connecting bearing, injector and drain bolt (M1
1990).

Another study conducted by MITI also lTound similar results in which the net
local content for auto production in Malaysia ranged from as low as 11.1 per cent for
commercial vehicles to as high as 47.5 per cent for passenger vehicles (MITI 1999).
This was relatively much lower than that of reported gross local content which achieved
as high as 75.5 per cent for passenger vehicles due to the fact that import value of
critical components outstripped the value of locally-made non-critical components.
Following MITI (1997), the import value of CKD kits (mostly imported from principal
automakers in the home countries) in 1996 was RM956.1 million, or 13.1 per cent of

the overall import value of automobile products (excluding motorcycles and cycles).
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Referring to Table 6.11, the three automakers did outsourcing (turning to sub-
contractors) because of several reasons. All the recasons were based on economic
calculations. Except for Automaker B that cited all the proposed reasons as in Table
6.11 (item no. 6), Automaker A and Automaker C did outsourcing because ol some
selected reasons. Automaker A did outsourcing because of specialist technology,
cheaper cost control, work or task specialisation and experience and skills of sub-
contractors, whilst Automaker C made outsourcing because of specialist technology,
buffer against fluctuation, cheaper cost control and experience and skills of sub-
contractors.

In the selection of sub-contractors, all the automakers identified some criteria
which were mainly based on economic caleulations. Some social capital lactors
(government recommendation and trust, e reliability based on track record) played
their roles too.  The involvement of auto-parts manufacturers in the sub-contracting
arrangements  through  government recommendations is true under the Vendor
Development Programme (VDP) organised by the Ministry of Entrepreneur
Development.

Automaker A listed open tender, cost estimates to produce future parts,
experience and skills, manufacturing capacities and facilities, technological capacities,
trust (reliability) and other criteria (quality, delivery punctuality and development) on
the part of sub-contractors as important criteria to select sub-contractors. Automaker B
cited nearly all criteria as listed in Table 6.11 (item no. 7) to select sub-contractors.

Automaker C listed cost estimates to produce future parts, experience and skills and
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manufacturing capacities and facilities among sub-contractors as main criteria to select
sub-contractors.

Table 6.11 also shows the chances for the existing sub-contractors to be
reselected again in the next models of automobiles. All the automakers admitted that the
chances were, either quite high, or high for the existing sub-contractors to be reselected
in the next round of awto production. This is definitely true for the case of sub-
contractors that had a high degree of economic capabilities and trustworthiness (based

on the past reliability spelled out in the contracts).

6.5 Sub-contracting Arrangements: Evidence from Auto Subcontracting Firms

A detailed investigation into awto sub-contracting  firms  (sub-contractors)
provides @ clearer picture about the patterns, trends and performances of  Malaysian
auto sub-contracting arrangements; and henee the present position ol this arrangement.
In this connection, the following sub-sections highlight profiles of the sub-contractors,
demonstrates factors that influence supplicr-buyer networks in specific sub-contracting
arrangements and elaborates factors that influence the patterns, trends and performances

ol auto parts production and specialisation and auto parts market.

6.5.1 Profiles of the Sub-contractors
This sub-section discusses in detail the profiles of the auto sub-contractors
pertinent to their plants location, firm size, firm ownership, technical collaborators, auto

parts production and auto parts market.
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6.5.1.1 Plants Location

Table 6.13 shows that 72.9 per cent of the sub-contractors was located in
Selangor, 7.2 per cent in Kuala Lumpur, 6.1 per cent in Penang and 5.0 per cent in
Negeri Sembilan. The rest was scattered in some other states, particularly in West Coast
of Peninsular Malaysia. In Selangor, the districts which had a significant portion of the
sub-contractors were Shah Alam (28.3 per cent), Klang (15.8 per cent) and Petaling
Jaya (10 per cent).

The sub-contractors preferred to locate their plants in the central region (Kelang,
Valley) because of two reasons. First, most of their buyers, mainly automakers were
situated in this region. Following the information provided by MIDA, about 70 per cent
of the total number of automakers (nine out of thirteen automakers) was operating here.
Of the total, Nive awtomakers were operating in Shah Alam, Selangor; one in Petaling
Jaya, Selangor: one i Serendah, Scelangor, one in Kelang, Selangor: and one in
Segambut, Kuala Lumpur. Sccond, industrial estates (Free Trade Zones and Licensing
Manufacturing Warchouses) were well-established in this region, particularly in Shah

Alam, Kelang, Petaling Jaya, and Kuala Lumpur.

6.5.1.2 Firm Size

Most of the sub-contractors were relatively large in their size. As shown in
Table 6.14, irrespective of whatever definition is adopted, at least half of the sub-
contractors were in the large size category. The small sub-contractors constituted a

smaller portion from the total number of the sub-contractors, whilst the remaining was

of the medium sub-contractors.
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Table 6.13
Plants Location of the Sub-contractors

Variables Number Percentage

“Spatial Distribution by States 181 100.0
Selangor 132 72.9
Kuala Lumpur 13 7.2
Penang Il 0.1
Negeri Sembilan 9 5.0
Perak 4 2.2
lohore 4 2.2
Malacca 3 1.7
Ferengpanu 3 1.7
Kedah 4 [
Spatial Distribution by District’ 95 100.0
shah Alam, Sclangor 3+ 28.3
Klang (including Port Klang), Selangor 19 15.8
Petaling Jaya, Selangor 12 10.0
Sungai Buloh, Selangor 5 4.2
Nilai, Negri Sembilan 5 4.2
Bangi, Selangor 4 3.3
Prai, Penang 4 3.3
Batu Caves, Selangor 3 2.5
Kuala Langat, Selangor 3 r 3.
Seri Kembangan, Selangor 3 2.5
Cheras, Kuala Lumpur 3 2.5

Note: - ' Only the districts that had a significant number of sub-contracting firms are
shown in the table.
- Figures in bold are total number or percentage of each variable.

Source: Based on the sample survey.
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Table 6.14
Firm Size and Ownership of the Sub-contractors

No. Variables Number  Percentage
1. Firm Size
By number of employees 121 100.0
Small 18 14.9
Medium 37 30.6
Large 66 54.5
By annual turnover 122 100.0
Small 28 24.6
Medium 29 25.4
[Large 57 50.0
By paid-up capital 120 100.0
Small 9 7.5
Medium 40 33.3
Large 71 59.2
2 Fiem Ownership
By Fthnie Groups 106 100.0
Fully owned by Bumiputera (100% cequity) 27 255
Fully owned by Non-Bumiputera (100% equity) O 5.7
[Fully owned by foreigners 10 9.4
Joint-venture companics’ 63 594
By Lthnic Groups (individual majority sharcholdings) 106 100.0
Bumiputera 54 50.9
Non-Bumiputera 27 25.5
Foreigners 25 23.6
By Nationality (collective majority shareholdings) 106 100.0
l.ocal 85 80.2
Foreign 21 19.8
3. Ownership with or without Foreign Shareholdings 106 100.0
Firms without foreign shareholdings (0% equity) 60 56.6
Firms with foreign shareholdings (up to 100% equity) 46 43.4

Note: -# A joint-venture company refers to a firm which is owned by more than one
party. This joint venture may involve either Bumiputera and Non-Bumiputera
locals or locals and foreigners.

- Figures in bold are total number or percentage of each variable.

Source: Based on the sample survey.
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Judging from the paid-up capital, the parts industry is strictly capital intensive
when 592 per cent and 33.3 per cent of the sub-contractors belonged to the large and
medium size category respectively. The small sub-contractors formed only 7.5 per cent

ol the total number of the sub-contractors.

6.5.1.3 Firm Ownership

Lable 614 demonstrates that most of the sub-contractors were joint-venture
companics, k.e. 394 per cent of the total number of the sub-contractors. The remaining
was owned by many types of entreprencurs: 27 sub-contracting firms or 25.5 per cent of
the firms were fully owned by Bumiputera: 6 or 5.7 per cent of the firms were fully
owned by focal non-Bumiputeria: and 10 or 9.4 per cent of the firms were fully owned
by forergeners

Based on mdividual majonty shareholdings, a large proportion of the sub-
contracting lirms belonged o Bumiputera (54 or 50.9 per cent of the sub-contractors).
Ouite strikingly, toreigners had — signilicant sharcholdings in many sub-contracting
firms (in 25 or 23.6 per cent of the firms) which were nearly equivalent o non-
Bumiputera ownership (having sharcholdings in 27 or 25.5 per cent of the firms).

With regard to collective majority shareholdings, local entrepreneurs held
majority shares in a large number of the sub-contracting firms (in 85 firms or 80.2 per
cent of the firms). Foreign entrepreneurs held majority shares in 21 or 19.8 per cent of

the sub-contracting firms. Thus, by and large, the sub-contracting firms were mostly

owned by local entrepreneurs.
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Firms ownership can also be identified based on foreign equity participation ina
firm. As shown in Table 6.14, the sub-contracting firms without foreign ownership
totaled 1o 56.6 per cent; whilst the ones with foreign equity participation amounted to

43.4 per cent of the total sub-contractors.

6.5.1.4 Technical Collaborators

As shown in Table 6.15 the sub-contractors obtained technical support from
various sources. However, Japanese firms were the major technical collaborators to the
sub-contractors, i.e. 49 or 33.8 per cent of the sub-contractors had access to this
technical source.

he remaining 42 or 46.2 per cent ol the sub-contractors obtained technieal
collaboration rom various sources across the countries, i.e. a mixed combination of
Japanese and European firms and/or local instilutions, as for instance, SIRIM and

Rubber Rescarch Institute of Malaysia (RRIM).

6.5.1.5 Auto Parts Production

Table 6.15 reveals the patterns, trends and performances of auto parts
production of the sub-contractors. Most of the sub-contractors have diversified their
auto-parts production; more than 57 per cent of the sub-contractors produced more than
two individual parts. A majority of the sub-contractors confined their production
activities to individual parts making (a simpler level of parts making in the automobile

industry), i.e. 72 or 59.5 per cent of the sub-contractors compared with 49 or 40.5
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Table 6.15

Production Aspects of the Sub-contractors

No. ) Variables No. Percentage
I Technical collaborators 91 100.0
Japanesc firms 49 53.8
Mixed and other sources 42 46.2
3. Number ol auto-parts produced per firm 122 100.0
[-2 parts 52 42.6
3-5 parts 34 279
> 5 parts 36 29.5
3. [evels of parts making 121 100.0
[ndividual parts making 17 5493
ndividual parts making and sub-assembly 49 40.5
4 Fypes ol auto parts produced 122 100.0
FFunctional 24 19.7
General 55 45.1
Mixed (Functional and General) 43 35.2
5, Manufacturers Status 102 100.0
Original Equipment Manufacturers (OEM) 60 58.8
Own Design Manufacturers (ODM) 18 17.6
Mixed (OEM & ODM) depend on parts types 24 23.5
6. Sub-contractors’ position in supply chain 103 100.0
First-tier sub-contractors 75 72.8
Second-tier sub-contractors 28 27.2
% Integrating with automaker’s JIT system 103 100.0
Yes 72 69.9
No 31 30.1
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Table 6.15 (continued)

‘No.

10.

14,

15.

Variables

No. Percentage
O laving legal contract with automakers 103 100.0
Yes 98 95.1
No 3 4.9
Getling equity participation from automakers 103 100.0
Yes 3 2.9
No 100 97.1
Obtaining dircctorship/management support from 101 100.0
automakers
Yes 7 6.9
No 94 93.1
Gietting technical support from automakers 103 100.0
Yes 31 30.1
No 72 69.9
Obtaining financial support from automakers 101 100.0
Yes 3 3.0
No 98 97.0
Getting R&D facilities from automakers 103 100.0
Yes 23 223
No 80 71.7
Receiving consultancy support from automakers 103 100.0
Yes 37 35.D
No 66 64.1
Sharing information with automakers 103 100.0
Yes 102 99.0
No l 1.0
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Table 6.15 (continued)

No.

16.

* Variables No. Percentage
" Awarded with ISO/MS 9000 102 1000
Yes 71 09.6
No 3l 304
Dealing in price, quantity, quality and delivery of 103 100.0
auto parts
Direct with automakers 86 83.5
Indirect with automakers (e.g through other 17 16.5
sub-contractors)
Communication in determining price, quantity, 101 100.0
quality and delivery ol auto parts
Vertical (determined by aulomakers) ) 188
Horizontal (mutually determined) Sl 802
Both vertical and horizontal | 1.0

Note: - Figures in bold are total number or percentage of each variable.

Source:  Based on the sample survey.
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per cent of the sub-contractors which involved in both individual parts making and sub-
assemblies of auto parts.

Unfortunately, there was an insignificant number of the sub-contractors involved
in the manufactures of functional parts, such as engine and emission, chassis and brake.
and transmission, steering and clutch. Most of them tended to make general or standard
parts, the parts that were least strategic in auto making. A total of 24 or 19.7 per cent ol
the sub-contractors manufactured functional parts against 35 or 45.1 per cent ol the sub-
contractors who made general parts, such as body and standard parts. [here were 43 o
35.2 per cent of the sub-contractors diversified their production into making a mixed
product, i.¢. functional and general parts.

A general tendeney Lo produce general parts than functional parts 15 rather cayy
w understand due o the fact the Malaysian automobile ndustry s domunated by
foreigners. at least technologically. Hence these loreign partners prefer oo mpeost
functional parts from their home countries than make locally. At the same tme, they
encourage local-operated sub-contractors to make general parts. By domg so, they
would be able to ensure low levels of technology and knowledge transfer in auta
making and to mitigate the impact of potential competition lrom foreign countries, such
as Malaysia, on their own industry in the home country.

A majority of the sub-contractors were original equipment manutacturers
(OEMs) in which they made auto parts based on designs developed by automakers or
foreign collaborators. From a total number of 102 sub-contractors, 58.8 per cent was
OEMs, 17.6 per cent was own design manufacturers (ODMs) and 23.5 per cent was

both OL:Ms and ODMs,
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Referring to the network relations in auto parts production with Proton, 75 or
72.8 per cent of the sub-contractors identified themselves as first-tier vendors and the
rest (28 or 27.2 per cent of the sub-contractors) was second-tier vendors (Table 6.15,
No. 6). This means that the sub-contractors in the Malaysian automobile industry were
highly concentrated in top layer compared with the Japanese in which its sub-
contractors were spread out toward the bottom lines of the supply chain.

There are certain trends in the coordination or governing mechanism in auto
parts production between the sub-contractors and automakers. As displayed in Table
6.15, a large majority of the sub-contractors had legal contracts (95.1 per cent) and
shared information (99.0 per cent) with automakers in dealing with auto parts
production and transactions. A rather large number of the sub-contractors received
support [rom awtomakers; 3001 per cent received technical support, 22.3 per cent
acquired R&D facilities, and 35.9 per cent obtained consultancy assistance.  [n contrast,
an extreme minority of the sub-contractors obtained equity participation (2.9 per cent),
directorship or management support (6.9 per cent) and financial support (3.0 per cent)
from automakers.

A large majority of the sub-contractors achieved an outstanding performance in
auto parts production when they were awarded with quality certifications, i.e. ISO/MS
9000 (69.6 per cent of the sub-contractors). A significant proportion of the sub-
contractors dealt directly with the automakers pertinent to price, quantity, quality, and
delivery of auto parts. In this regard, 83.5 per cent of the sub-contractors dealt directly
with automakers, whilst 16.5 per cent of the sub-contractors dealt indirectly with
automakers (c.g. through other sub-contractors). From the communication perspective,

a large majority (80.2 per cent) of the sub-contractors admitted that they had horizontal
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communication (mutual negotiation) with automakers in the determination of price,
quantity, quality and delivery of auto parts; 18.8 per cent had vertical communication

(top-down determination) and 1.0 per cent had both types of communication.

6.5.1.6 Auto Parts Market

Table 6.16 unveils the patterns, trends and performances of auto parts markets of
the sub-contractors. A large portion of the sub-contractors sold their auto parts to local
market, i.e. 82.8 per cent of the sub-contractors sold their products to this national
market. Only 21 or 17.2 per cent of the sub-contractors were able to diversify their
markets by selling their products to both local and export markets.

Focusing on local market, a majority of the sub-contractors (69 or 56.6 per cent)
was able o diversily their parts market to various manufacturing industries, i.e. to
automobile and non-automobile industries. The remaining 53 or 43.4 per cent of the
sub-contractors confined their parts sale to the automobile industry.

[n the automobile industry, a large proportion of the sub-contractors (84 or 69.4
per cent) sold their parts to a wider market, i.e. to automakers and other auto sub-
contractors. The rest (37 or 30.6 per cent of the sub-contractors) marketed their parts to
automakers only. A majority of the sub-contractors (73 or 59.8 per cent) sold their parts
to more than five automakers. Only 8 or 6.6 per cent of the sub-contractors sold their
products to less than three (1-2) automakers. Combining these figures, it could be seen

that 49 or 40.2 per cent of the sub-contractors marketed their products to less than five

automaker buyers.
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Table 6.16
Marketing Aspects ot the Sub-contractors

No. » Variables

1. Broad auto pnrtéﬁmrkcts R

[ocal

Local and export

I~

I.ocal parts market in the manufacturing industry
Automobile industry
Automobile and non-automobile industries
3. Local parts market in the awtomobile industry
Automakers
Automakers and other auto sub-contractors
4. Number ol awtomaker buyers
[-2 buyers
3-5 buvers
-5 buvers
3. Number ol automaker buyers (combined)
Not more than 5 buyers
More than 5 buyers
b. [.ocal parts market for automakers
National

National and non-national

" No.

Percentage
122 100.0
101 8§2.8
21 17.2
122 100.0
53 43.4
69 56.6
121 100.0
37 30.6
84 69.4
8 0.6
42 336
3 598
122 100.0
49 40.2
73 59.8
121 100.0
38 3.4
83 68.6

Note: - Figures in bold are total number or percentage of each variable.

Source: Based on the sample survey.
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Most of the sub-contractors sold their auto parts to both national and non-
national automakers. A total of 83 or 68.6 per cent of the sub-contractors sold their
parts to this market. The remaining 38 or 31.4 per cent of the sub-contractors marketed
their products to national automakers only. A small domestic market for automobiles
has forced the sub-contractors to diversify their markets by relying not only on the
national automakers but also on non-national automakers.

Due to the fact that foreign sub-contractors have more experience, skill,
technology. and market connections to produce auto parts, these sub-contractors would
have more chances to sell their products to a wider range of buyers (local and export).
Tarilf and non-tarift barriers, the local content policy and the mandatory deletion
programme (as elaborated in Chapter 5) offered by the Malaysian government would
benelit not only the local sub-contractors but also the forcign counterparts since the
latter could broaden their market segments in the local parts market.

Ivpothesis 7: Foreign sub-contractors are expeciedly maore able to conquer a

broader market segment than local sub-contractors.

Based on the researcher's observation, sub-contractors with foreign equity
participation would be able to dominate broader market base since they have better
connections with local and international markets. This proposition is made because all
automakers (national and non-national automakers) in Malaysia have entered
collaboration with foreign firms in the areas of technology, design, production system,
management and entrepreneurship.

Hypothesis 8: Sub-contractors with foreign equity participation tend to

dominate a broader market base than sub-contractors without foreign equity

participation.
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6.5.2 Influential Factors in Binding Network Relations
This sub-section illustrates how influential factors, such as economic calculation
and social capital, that bind supplier-buyer networks in the Malaysian auto sub-

contracting arrangements may or may not vary from one firm size and firm ownership

to another.

6.5.2.1 Influential Factors in Binding Network Relations by Firm Size

Table 6.17 shows no special relationships between economic and social capital
factors and firm size, since a large majority of both the SMSCs (70.8 per cent) and large
sub-contractors (74.5 per cent) admitted that their networks with automakers were
influenced by economic caleulations rather than social capital.

his tinding proves that irrespective of firm size, economic caleulation is the
most influental factor in binding network relations between the sub-contractors and
automakers. This is similar to the West in which network organisations existed because
their rational cconomic pursuits rather than to fullill social obligations (see Chapter 3).
In the Malaysian context, sub-contractors would have had business opportunities with
automakers primarily because of the existence ol automobile production activities. For
automakers, they turned to sub-contractors mainly because of their aims to minimise
business risks and save in-house production costs. In addition, they would gain
economies of scale and economies of scopes through organisational specialisation.

When the sub-contractors were requested to rank the most influential factors
among social capital variables that bound their network relations with automakers, both
firm categories had the same feelings. A small majority of the SMSCs (56.3 per cent)

and the large sub-contractors (56.6 per cent) admitted that trust and culture were more
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Table 6.17

Influential Factors in Binding Network Relations by Firm Size

Factors ‘_* -

o Small and Medium Large

Economic 34 4]
(70.8) (74.5)

Social Capital 14 14
S 29.2) 25.5)

S Total 48 55

e C1000) (100.0)

Note:  Figures in parentheses are percentages.
Chi-Square is not significant, p = 0.05.
Source: Based on the sample survey.

[able 6.18
Influential Social Capital Factors in Binding Network Relations by Firm Size
Tactors __m o _ ) - ‘ ~ FimmSize

R . Smalland Medium Large

Power 21 23
(43.8) (43.4)

Trust and Culture 27 30
o - (56.3) (56.6)

Total 48 53
L (100.0) (100.0)

Note: Figures in parentheses are percentages.
Chi-Square is not significant, p < 0.03.
Source: Based on the sample survey.
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influential factors than power in binding their networks with automakers (Table 6.18),
Hence, there is no conclusive evidence that the SMSCs were more influenced by power
(government role) than trust and culture in their networks with automakers.

The insignificant differences between firm size in terms of social capital
influences were probably due to the fact that the sub-contractors, irrespective of their
size, were already long in the industry, so they felt that trust (reliability based on track
records) and culture (such as group-belonging and mutual obligation) were more
important than power in binding their networks.

A detailed examination into power factors reveals no significant differences
between the two firm size categories. As shown in Table 6.19, a majority of the sub-
contractors. irrespective of their firm size, felt that  protective measures were more
influential than stimulatory and investment measures in binding their networks with
automakers. However, the table also shows that a larger percentage ol the SMSCs (59.6
per cent) than the large firms (50.9 per cent) agreed with protective measures as the

more intluential factor in governing their networks with automaker.

6.5.2.2 Influential Factors in Binding Network Relations by Firm Ownership
Economic calculations were dominant in binding and/or governing network
relations between the local and foreign sub-contractors and automakers; 72.0 per cent of
the local firms and 73.7 per cent of the foreign counterparts expressed their agreement
with this factor (Table 6.20). On the other hand, only a small proportion of the local
(28.0 per cent) and foreign sub-contractors (26.3 per cent) agreed with the importance

of social capital in binding their networks with automakers.
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Table 6.19
Influential Power in Binding Network Relations by Firm Size

Power Factors I'irm Size

Small and Medium Large

Protective Measures 28 27
(59.6) (50.9)

Stimulatory and [nvestment Measures 19 26
N . O N (49.1)

Total 47 53
(100.0) _ (100.0)

Note: Figures in parentheses are pereentages.
Chi-Square is not significant, p < 0.05.
Source: Based on the sample survey.

lable 6.20
Influential Factors in Binding Network Relations by Firm Ownership

Factors o Firm Ownership

R N Local Foreign

Economic 54 14
(72.0) (73.7)

Social Capital 21 5
U . | SRS (26.3)

Total 5 19
_ (100.0) (100.0)

Note: Figures in parentheses are percentages.
Chi-Square is not significant, p <0.05.
Source: Based on the sample survey.
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With respect to social capital, most of the local sub-contractors (58.1 per cent)
and foreign counterparts (63.2 per cent) conceded that trust and culture were the more
influential factors than power in binding their network relations with automakers (see
Table 6.21). On the contrary, a smaller percentage of the local sub-contractors (41.9 per
cent) and the foreign ones (36.8 per cent) felt that power factor was more influential in
binding their networks with automakers.

In other words, there were no specific trends between [irm ownership in terms of
social capital influences on their networks with automakers. This unspecific pattern of
networks existed probably because the sub-contractors, irrespective of their ownership,
were already long in the industry, so they felt that trust (reliability based on track
record) and culture (such as group-belonging and mutual obligation) were more
important than power in binding their networks,

As displaved in Table 6.22, the Chi-Square value is highly significant at p =
0.03 to prove that power factors are mostly influenced by tirm ownership. In this
connection, a majority  of the local sub-contractors (61.6 per cent) agreed that
protective measures were more influential than stimulatory and investment measures in
binding their network relations with automakers. On the other hand, most of the foreign
sub-contractors cited stimulatory and investment measures were more influential in

binding their networks with automakers.

6.5.3 Auto Parts Production and Specialisation
This sub-section shows how the patterns, trends and performances of auto parts
production and specialisation are influenced by several factors, such as firm position in

sub-contracting arrangements, firm size, firm ownership, the levels of foreign
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Table 6.21

Influential Social Capital Factors in Binding Network Relations by Firm Ownership

Factors ~ _hi 5;;{ Ownership -
e L.ocal Foreign
Power 31 7
(41.9) (36.8)
Trust and Culture 43 12
R : 8D (63.2) )
“Fotal 74 19
i _ S _ 1000y (100.0) ]
Note: Figures in parentheses are percentages.

Chi-Square is not significant, p = 0.05.
Source:  Based on the sample survey,

Jable 6.22

Influential Power in Binding Network Relations by Firm Ownership

Power Factors

) ':‘lfi_Elz(_)wnership____

S o o Lecal o Foreign
Protective Measures 45 6

(61.6) (33.3)
Stimulatory and Investment Measures 28 12
e (38.4) (66.7)
Total 73 18

(100.0) (100.0)

Note: Figures in parentheses are percentages.
Chi-Square is not significant, p < 0.05.
Source: Based on the sample survey.
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participation in sub-contracting firms, and technical collaborators of the sub-contracting

firms. All the evidences in this sub-section are compared with the hypotheses set in the

earlier chapters and parts.

6.5.3.1 Auto Parts Production and Specialisation by Firm Position

Fable 6.23 reveals that the first-tier sub-contractors were given more important
production tasks, i.e. to make individual parts and to perform sub-assembly of auto parts
than the sccond-tier ones (Chi-Square test is highly significant, p = 0.002 as to confirm
Hypothesis 1), Most of the first-tier sub-contractors (51.4 per cent) undertook both
individual parts making and sub-assembly of auto parts. On the contrary, a large
majority ol the second-tier sub-contractors made individual parts.

Fable 024 also shows that the first-ticr sub-contractors were given more
important tasks in auto parts production by making functional parts and a mixed
combination of functional and general parts (Hypothesis 1 is confirmed with a highly
significant Chi-Square value, p = 0.028). With respect to functional parts, 22.7 per cent
of the first-tier sub-contractors was given by automakers to perform this important
production task compared to 10.7 per cent second-tiers. In contrast, most of the second-
tier sub-contractors (60.7 per cent) were involved in less important production tasks, i.e.
to make general parts. With regard to the mixed combination of parts, 45.3 per
cent of the first-tier sub-contractors was involved this parts production against 28.6 per

cent for the second-tiers.
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Table 6.23
Levels of Parts Making by Firm Position

Levels of Parts Making [Firm Position
First-tier Second-tier
Sub-contractors Sub-contractors

[ndividual Parts 36 23
(48.6) (82.1)

Individual Parts and 38 5
Sub-Assembly (51.4) (17.9)

Total 74 28
. (100.0) (100.0)

Note: [Figures in parentheses are percentages.

Chi-Square is significant, p - 0.002.
Source:  Based on the sample survey.

Fable 6.24
Types of Auto Parts Produced by Firm Position

Typcs of Auto Parts - Firm Position
First-ticr Second-tier
e Sub-contractors ____Sub-contractors

Funetional 17 3
(22.7) (10.7)

General 24 17
(32.0) (60.7)

Mixed Parts 34 8
(45.3) (28.6)

Total 75 28
(100.0) (100.0)

Note: Figures in parentheses are percentages.
Chi-Square is significant, p = 0.028.
Source: Based on the sample survey.
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6.5.3.2 Auto Parts Production and Specialisation by Firm Size

As shown in Table 6.25, there seems to be no relationships between auto parts
production and firm size since Iypothesis 2 is tested with insignificant Chi-square
value, p < 0.05). It shows that a majority of the SMSCs and large sub-contractors were
involved in individual parts making.

Nevertheless a closer examination into percentage values in the table, it shows
slight differences between the two firm size categories. A higher percentage of the
large sub-contractors (47.0 per cent) than the SMSCs (33.3 per cent) was involved in
both levels of auto parts production, i.c. individual parts making and sub-assembly of
auto parts.

Although the findings did not show special patterns, trends and performances of
specialisation in auto parts production between the two fiem sizes as in Japan, at least.
the laree sub-contractors were more able to undertake more production tasks, 1.e. to be
involved in the two levels ol auto parts production than the SMSCs.

The large sub-contractors were also more capable of undertaking more
production tasks than its counterparts, the SMSCs, by looking at the types of auto parts
produced. As shown in Table 6.26, Hypothesis 2 is tested with a significant Chi-Square
value, p = 0.047 confirming that the types of auto parts produced were largely
influenced by firm size. In this respect, a larger proportion of the large sub-contractors
(21.2 per cent) than the SMSCs (18.2 per cent) produced functional or specific parts. In
contrast, a greater percentage of the SMSCs (56.4 per cent) than the large counterparts
was more inclined to make general or standard parts. In the production of a mixed
combination of functional and general auto parts, 43.9 per cent of the large sub-

contractors undertook this production task compared with 25.5 per cent SMSCs.
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Table 6.25
Levels of Parts Making by Fiirm Size

Levels of Parts Making . FirmSize
. Smalland Medium Large
Individual Parts 36 35
(66.7) (53.0)
[ndividual Parts and Sub-Assembly 18 31
R ¢ 2.%) B (47.0)
Total 54 66
. (1000) 000
Note: Figures in parentheses are percentages.
Chi-Square is not significant, p - 0.05,
Source: Based on the sample survey.
Table 6.20
Fypes of Auto Parts Produced by Firm Size
Types ol Auto Parts - FirmSize
- small and Medium Large
Functional 10 14
(18.2) (21.2)
General 3 23
(560.4) (34.8)
Mixed Parts 14 29
(25.5) (43.9)
Total S5 66
(100.0) (100.0)

Note: Figures in parentheses are percentages.
Chi-Square is significant, p = 0.047.
Source: Based on the sample survey.
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6.5.3.3 Auto Parts Production and Specialisation by Firm Ownership

Based on the levels of parts making and the types of auto parts production as in
Table 6.27 and Table 6.28 respectively, statistical tests fail to support Hypothesis 3 as
the Chi-square values are insignificant, p < 0.0S.

However, in terms of percentages, a large majority of the local sub-contractors
(58.3 per cent) was involved in individual parts making. On the other hand, most of the
foreign counterparts (52.4 per cent) were involved in more important production jobs by
producing individual parts and performing sub-assembly of auto parts (Table 6.27).
Hence, it can be concluded that the local sub-contractors tend to undertake less
important production jobs, i.c. to involved in individual parts making, a simpler job in
auto parts production, than the foreign ones.

Fable 0.28 also shows that a smaller proportion ot the local sub-contractors
(I8.8 per cent) against the foreign ones (28.6 per cent) produced functional parts - the
critical parts in automobile production. A smaller percentage of the local sub-
contractors (38.8 per cent) also produced general parts vis-i-vis 47.6 per cent for the
foreign sub-contractors. By and large, the local sub-contractors actually undertook less
important production jobs than the foreign sub-contractors.
6.5.3.4 Auto Parts Production and Specialisation by the Levels of Foreign Equity

Participation

Table 6.29 displays insignificant differences between the two sub-contracting
firms with foreign equity participation and those without the foreign resources in
relation to job specialisation in auto parts production. This is revealed by the

insignificant Chi-square value, p £ 0.05 of the tested Hypothesis 4.
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Table 6.27
Levels of Parts Making by Firm Ownership

Levels of Parts Making I'irm Ownership

Local Foreign

Individual Parts 49 10
(58.3) (47.6)

Individual Parts and Sub-Assembly 35 11
R (G170 - (52.4)

Total 84 21
e (100.0) (100.0)

Note: Figures in parentheses are percentages.
Chi-Square is not significant, p £0.05.
Source:  Based on the sample survey.

Table 6.28
Types of Auto Parts Produced by Firm Ownership

Types ol Auto Parts ~ Firms Ownership

Functional 16 6
(18.8) (28.6)

General 33 10
(38.8) (47.6)

Mixed Parts 36 S
o (42.4) (23.8)

Total 85 21
(100.0) (100.0)

Note: Figures in parentheses are percentages.
Chi-Square is not significant, p < 0.05.
Source: Based on the sample survey.

372



‘ Table 6.29
levels of Parts Making by Foreign Equity Participation in the Firms

[evels of l’uL\.Mll—\mg Level of Foreign Equity

I"ir‘ms.without Foreign Firms with Foreign Equity
o Equity (0% equity) (up to 100% equity)

Individual Parts 35 24

A (59.3) (52.2)
[ndividual Parts and 24 22

Sub-Assembly o (40.7) (47.8)
Total 59 46

o (100.0) (100.0)

Note: Figures in parentheses are percentages.
Chi-Square is not significant, p < 0.05.
Source:  Based on the sample survey.

Table 6,30
Types of Auto Parts Produced by Levels of Foreign Equity Participation

[ypes of Auto Parts Level of Foreign Equity
Firms without Foreign Firms with Foreign Equity
. S 'Equity (0% cquity) (up to 100% equity)
Functional 7 15
(11.7) (32.6)
General 26 17
(43.3) (37.0)
Mixed Parts 27 14
- (45.0) (30.4)
Total 60 46
(100.0) (100.0)

Note: Figures in parentheses are percentages.
Chi-Square is significant, p = 0.027.
Source: Based on the sample survey.
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In terms of percentages, it was found that most of the sub-contractors with
foreign equity participation (52.2 per cent) and the sub-contractors without foreign
equity participation (59.3 per cent) were involved in the simple level of auto parts
production, i.c. to make individual parts.

A higher percentage of the sub-contractors with foreign equity participation
(47.8 per cent) compared to 40.7 per cent those without foreign equity participation
was involved in more important jobs, i.c. to make individual parts and perform sub-
assembly. This slightly shows that the sub-contractors with foreign equity participation
tend to perform more important jobs in auto parts production than their counterparts, the
sub-contractors without.

A detatled investigation into the production jobs based on the types of auto parts
produced provides a clear dichotomy between the two firm categories. The sub-
contractors with foreign equity participation tend to perform more important jobs by
making functional parts than those without foreign equity participation. This confirms
Hypothesis 4 with a highly significant Chi-Square value, p = 0.027.

As shown in Table 6.30, 32.6 per cent of the sub-contractors with foreign equity
participation made functional parts compared to 11.7 per cent those without foreign
equity participation, In contrast, 43.3 per cent of the sub-contractors without foreign
equity participation made general parts against 37.0 per cent those with foreign
resources. This evidence shows that the sub-contractors with foreign equity

participation tend to perform more important jobs in the auto parts production, i.e. to

make functional parts.
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6.5.3.5 Auto Parts Production and Specialisation by Technical Collaborators

The results in Table 6.31 and Table 6.32 offer no differences between the two
sub-contracting firms which entered technical collaboration with Japanese firms and
those which obtained technical support from the mixed and other sources in their
responsibilitics to auto parts production (Hypothesis 5 is tested with the insignificant
Chi-square values, p < 0.05).

Nevertheless, from the perspective of percentage analysis, there were some
differences between the two categories of the sub-contracting firms. It is clear that the
sub-contracting firms which entered technical collaboration with the Japanese finms
were able to take greater responsibilities in auto parts production by making functional
parts and a mixed combination ol functional and general parts. With respect o
functional parts, 24.5 per ot the sub-contractors that obtained technical collaboration
from the Japanese [irms made this type of parts compared to 19.0 per cent those which
had technical support from the mixed and other sources (see Table 6.32).

On the contrary, 52.4 per cent of the sub-contractors that obtained technical
collaboration from the mixed and other parties produced general parts in comparison
with 30.6 per cent those that sourced technical support from the Japanese firms. About
44.9 per cent of the sub-contractors that obtained technical collaboration from the
Japanese firms was involved in greater production responsibilities (producing the mixed
combination of parts) vis-a-vis 28.6 per cent those which had technical support from the

mixed and other sources (Table 6.32).
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Table 6.31
Levels of Parts Making by Technical Collaborators

Levels of Parts Making Technical Collaborators
___Japanese I'irms Mixed and Other Parties

Individual Parts 28 74
(57.1) (57.1)

Individual Parts and Sub- 21 18
Assembly &9 (42.9)

Total 49 42
S ¢ 2] R (100.0)

Note: Figures in parentheses are percentages.
Chi-Square is not significant, p = 0.05.
Source:  Based on the sample survey.

Table 6.32
Types of Auto Parts Produced by Technical Collaborators

Types of Auto Parts

~lechnical Collaborators
. _Japanese Firms ~ Mixed and Other Parties

Functional 12 8
(24.5) (19.0)

General 15 22
(30.6) (52.4)

Mixed Parts 22 12
o 449) | (28.6)

Total 49 42
(100.0) (100.0)

Note: Figures in parentheses are percentages.
Chi-Square is not significant, p <0.05.
Source: Based on the sample survey.
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Greater responsibilities in auto parts production were undertaken by the sub-
contracting firms which had technical support from the Japanese firms is
understandable due the existence of a large number of Japanese automakers operating in
Malaysia. Even the so-called national automakers, Proton and Perodua, had to
collaborate with the Japanese automakers, namely Mitsubishi and Daihatsu
respectively. Since the Japanese automakers were reluctant Lo transfer technology
directly, they would have recommended their suppliers to use imported technology from

their home country, amongst others, through collaborations with the Japanese firms.

6.5.4 Auto Parts Market

his sub-section shows the patterns, trends and performances of auto parts
market and how this market is influenced by several factors, such as firm size. firm
ownership and the levels of foreign equity participation in the sub-contracting tirms. To
strengthen the analysis, all the evidences in this part are compared with the hypotheses

set in the carlier chapters and parts.

6.5.4.1 Auto Parts Market by Firm Size

It is rather surprising when there is a slight difference between the SMSCs and
large sub-contractors in terms of auto parts market. In this regard, Hypothesis 6 is tested
with the insignificant Chi-square value, p < 0.05.

Instead of expanding their market base at the international level, the large sub-
contractors tended to market their auto parts to the local market, whilst the SMSCs were

more able to export their products. On percentage analysis, Table 6.33 shows that 84.8
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Table 6.33
Broad Auto Parts Market by Firm Size

Auto Parts Markets - Iirm Size

- Small and Medium Large

Local 43 56
(78.2) (84.8)

Local & Export 12 10
USRI - | BU— _15.2)

Total 55 66 -

U .| E— (100.0)

Note: Figures in parentheses are percentages.
Chi-Square is not significant, p < 0.05.
Source:  Based on the sample survey.

Table 6.34
L ocal Parts Market in the Manufacturing Industry by Firm Size

FirmSize

B Markets -

o smalland Medium o large
Automobile Industry 22 31
(40.0) (47.0)
Automobile  and  Non- 33 35
Automobile Industry (60.0) (53.0)
Total 55 66
(100.0) (100.0)

Note: Figures in parentheses are percentages.
Chi-Square is not significant, p < 0.05.
Source: Based on the sample survey.

378



per cent of the large sub-contractors and 78.2 per cent of the SMSCs sold their auto
parts to the local market. In contrast, more SMSCs (21.8 per cent) than the large sub-
contractors (15.2 per cent) marketed their auto parts locally and abroad. In this broad
market context, the findings go against Hypothesis 6 because it was not the large sub-
contractors, but the SMSCs had a broader market base.

IFocusing on the local market in the manufacturing as well as automobile
industries, it is once again saw the domination of the SMCSs and not the large sub-
contractors in this market. As displayed in Table 6.34, a majority of both the firm size
categories was able to diversity their local markets. However, a larger percentage of the
SMSCs (60.0 per cent) than the large counterparts (53.0 per cent) that was able to have
a broader market base, i.e. to sell their products to both automobile and non-automobile
mdustries,

Narrowing the tocus on the automobile industry itsell, Table 6.35 demonstrates
that a larger majority of the SMSCs (75.9 per cent) against the large sub-contractors
(63.6 per cent) had  a broader market base, i.e. to market their auto parts to both
automakers and auto sub-contractors,

On the contrary, Table 6.36 and Table 6.37 are able to support Hypothesis 6 that
the large sub-contractors are more capable of broadening their market base (particularly
in the local markets) than the SMSCs (Chi-Square tests on Hypothesis 6 are significant,
p = 0.04 and p = 0.026 respectively). Table 6.36 shows that a large proportion of the
large sub-contractors (71.2 per cent) sold their auto parts to more than five buyers
(automakers) compared to 45.5 per cent SMSCs. On the other hand, 54.5 per cent of
the SMSCs marketed their products to a smaller number of buyers (less than five

buyers) vis-a-vis 28.8 per cent for the large sub-contractors.
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Table 6.35

l.ocal Parts Market in the Automobile Industry by IFirm Size

Auto Parts Buyus Firm Size

3 Small and Medium Large
Automakers 13 24
(24.1) (36.4)
Automakers & Other 41 42
Auto Sub-contractors sy (63.0)
Total 54 66
(100.0) (100.0)
Note: Figures in parentheses are percentages.
Chi-Square is not significant, p < 0.05.
Source:  Based on the sample survey.
[able 6,30
Auto Parts Sold to a Number of Automakers by Firm Size
Auto Parts Buyers . TimsSize - B
oo Smalland Medium - large
Not more than 5 Buyers 30 19
(54.5) (28.8)
More than 5 Buyers 25 47
(45.5) (71.2)
Total 55 66
N (100.0) (100.0)

Note: Figures in parentheses are percentages.
Chi-Square is significant, p = 0.04.
Source: Based on the sample survey.
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Table 6.37 reveals the ability of the large sub-contractors to broaden their
market base with the nationality status of automaker-buyers since 78.8 per cent of these
sub-contractors was able to market their products to both national and non-national
automakers against 55.6 per cent for the SMSCs. In contrast, 44.4 per cent of the
SMSCs sold their auto parts to the national automakers compared to 21.2 per cent for
the large ones. This trend is probably related to the government’s policy which
promoted the involvement of Bumiputera SMSC's in the national automobile projects,

amongst others, through the Proton and Perodua’s Vendor Development Programmes.

0.5.4.2 Auto Parts Market by Firm Ownership

Table 6.38 shows that a larger percentage ol the local sub-contractors (87.1 per
cent) sold their auto parts to the local market compared to the foreign counterparts (66.7
per cent). On the other hand, the foreign sub-contractors were more able to conquer a
broader market segment, i.c. both local and export markets, since 33.3 per cent of them
sold their products to this market category vis-a-vis 12.9 per cent for the local
counterparts. This evidence is in line with Hypothesis 7 which is tested significant at the
Chi-square value, p = 0.020.

Referring to Table 6.39, a larger proportion of the local and not the foreign sub-
contractors marketed their auto parts to both automobile and non-automobile industrial
markets; 57.6 per cent of the former against 52.4 per cent of the latter sold their
products to this broad local market category. This small difference is denoted by the

Chi-Square test on Hypothesis 7 which demonstrates the insignificant value, p <0.05.



Table 6.37
Auto Parts Sold to Automakers with Nationality Status by Firm Size

Nationality Status of Automakers Firm Size

- ) Slﬁull and Medium f,argc
National 24 14
(44.4) (21.2)
National and Non-National 30 52
. o G636y (78.8)
Fotal 54 66
e . ooy o (100.0)

Note:  Figures in parentheses are percentages.
Chi-Square is significant, p = 0.0006.
Source:  Based on the sample survey.

Lable 038
Broad Auto Parts Markets by Firm Ownership

Auto Parts Markets

Firms Ownership

. o leal 0 Torcign
Local 74 14
(87.1) (66.7)
Local and F:xport Il 7
e w2y B33)
ol 85 21
(100.0) . (1000)

Note: Figures in parentheses are percentages.
Chi-Square is significant, p = 0.026.
Source: Based on the sample survey.
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[able 6.39
[.ocal Parts Market in the Manufacturing Industry by Firm Ownership

Parts Markets 7 Firm Ownership
S - local Foreign
Automobile Industry 36 10
(42.4) (47.6)
Automobiles and Non-Automobile 49 11
Industry o (57.6) (52.4)
Totl 85 I TR
(roo. (100.0)

Note: Figures in parentheses are percentages.

Chi-Square is not significant, p < 0.05.
Source:  Based on the sample survey.

lable 6.40
[ocal Parts Market in the Automobile Industry by Firm Ownership

Auto Parts Buyers » - © Firm Ownership
o o local — Foreign

Automakers 20 - 6
(30.0) (28.6)

Automakers & Other Auto 59 15
Sub-contractors 094 (71.4)

Total 85 21
0o o (1000)

Note: Figures in parentheses are percentages.
Chi-Square is not significant, p < 0.05.
Source: Based on the sample survey.
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In contrast, a slightly higher percentage of the foreign sub-contractors (71.4 per
cent) than the local counterparts (69.4 per cent) was able to sell their auto parts to both
automaker and auto sub-contractor markets (Table 6.40). Table 6.41 also shows that a
slightly higher proportion of the foreign sub-contractors (61.9 per cent) against the local
sub-contractors (60.0 per cent) marketed their products to more than five automaker-
buyers. The same trend can be seen in Table 6.42 in which 71.4 per cent of the foreign
sub-contractors and 67.1 per cent of the local sub-contractors sold their products to both
national and non-national automakers. Generally, despite the inability of the Chi-square
tests to conlirm Hypothesis 7, percentage analysis reveals that the foreign sub-
contractors were more able than the local counterparts to conquer a broader markel

segment.

6.5.4.3 Auto Parts Market by Foreign Fquity Participation

I'he sub-contractors with foreign equity participation tend to dominate a broader
market base than their counterparts, the sub-contractors without foreign equity
participation. As evident in Table 6.43 (confirmed by the Chi-Square test on Hypothesis
8 which has signilicant value, p = 0.05), 26.1 per cent of the sub-contractors which sold
their auto parts to local and export markets was the sub-contractors with foreign equity
participation against 10.0 per cent for those without foreign equity resources. On the
contrary, 90.0 per cent of the sub-contractors without foreign equity participation sold

their auto parts to the local market compared to 73.9 per cent for those with equity

participation,
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Table 6.41
Auto Parts Sold to a Number of Automakers by Firm Ownership

Auto Parts Buyers o Firm Ownership
s beeat o Toreign }
Not more than 5 Buvers 34 8 "
(40.0) (38.1)
More than 5 Buyers 51 13
600 ) (61.9)
Total 85 21
I L Q000) (1000)

Note: Figures in parentheses are percentages.
Chi-Square 1s not significant, p = 0.05.
Source: Based on the sample survey.

Table 6.42
Auto Parts Sold to Automakers with Nationality Status by Firm Ownership

Nationality Status of Automakers ) ~ Firm Ownership

o heel Foreign

National . ' 6
(32.9) (28.6)

National and Non-National 57 15
_ (67.1) - (71.4)

Total 85 21
- - (100.0) (100.0)

Note: Figures in parentheses are percentages.
Chi-Square is not significant, p < 0.05.
Source: Based on the sample survey.
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Table 6.43
Broad Auto Parts Markets by Foreign Equity Participation

Auto Parts Markets ~__ Levelsof Foreign Iquity —
Firms without Foreign Firms with Foreign Equity
B Equity (0% equity) (up to 100% equity)
Local 54 34
(90.0) (73.9)
[Local and Export ) 12
Total 60 46

Note: Figures in parentheses are percentages.
Chi-Square is significant, p = 0.029.
Source:  Based on the sample survey.

Fuble o.-44
Iocal Parts Market in the Manufacturing Industry by Foreign Liquity Participation

" Parts Markets .vl evels cj llgm lér} Equity

Firms without Foreign Firms with Foreign Equity
e Hquity (0% cquity)  (upto 100% equity)
Automobile Industry 23 23
(38.3) (50.0)
Automobiles and Non- 37 23
Automobile [ndustry (61.7) (50.0)
Total 60 46
(100.0) (100.0) o

Note: Figures in parentheses are percentages.
Chi-Square is not significant, p <0.05.
Source: Based on the sample survey.
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Once the focus is given on the local markets, the sub-contractors with foreign
equity participation were not able to surpass their rivals, the sub-contractors
without foreign equity participation. The former was less able to dominate broader
market base than the latter. This proposition is crystal clear when Table 6.44, Table
6.45. and Table 6.47 are examined. The Chi-square tests on Hypothesis 8 show
insignificant values, p <0.05, which are not in favour of the hypothesis.

Based on Table 6.44, a larger portion of the sub-contractors without foreign
equity participation (61.7 per cent) than those with foreign equity (50.0 per cent)
dominated a broader market base (automobile and non-automobile industrial markets).
In contrast, more proportion of the sub-contractors with toreign cquity (50.0 per cent
than those without the foreign resources sold their auto parts W a narrower market base,
Le. the automobile industry.

Table 6.45 shows that a higher percentage of the sub-contractors without foreign
equity participation (73.3 per cent) was more able to dominate both automakers and
auto-sub-contractors market base category than those with foreign equity (65.2 per
cent). Table 6.46 in turn reveals the domination of the sub-contractors with foreign
equity in the local market when 63.0 per cent of these sub-contractors was able to sell
their products to more than five buyers compared to 58.3 per cent for those without
foreign equity. Table 6.47 re-consolidates the previous findings with which more sub-
contractors without foreign equity (68.3 per cent) tend to dominate a broader market

base (national and non-national automakers market category) than those with foreign

resources (67.3 per cent).
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Table 6.45
Local Parts Market in the Automobile Industry by Foreign Equity Participation

Auto Parts Buyers ~ Levels of Foreign Equity
Firms without Foreign Firms with Foreign
Equity (0% equity) Equity (up to 100% equity)

Automakers 16 16
(26.7) (34.8)

Automakers & Auto 44 30
_Sub-contractors (73.3) L (65.2)

Total 60 46
s ~(100.0) ) (100.0)

Note: Figures in parentheses are percentages.
Chi-Square is not significant, p < 0.05.
Source:  Based on the sample survey.

lable 6.46
Auto Parts Sold to a Number of Automakers by Foreign Equity Participation

Auto Parts Buyers __Levelsof Forcign Equity
Firms without Foreign Firms with [Foreign
o o Equity (0% equity) ~ Equity (up to 100% equity)
Not more than 5 Buyers 25 17
41.7) (37.0)
More than 5 Buyers 33 29
(58.3) (63.0)
Total 60 46
(100.0) (100.0)

Note: Figures in parentheses are percentages.
Chi-Square is not significant, p < 0.05.
Source: DBased on the sample survey.
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Table 6.47
Auto Parts Sold to Auwtomakers with Nationality Status by Foreign Lquity Participation

Nationality Status

- Izvdsol Forei gn Equil;" B

of Automakers ~ Firms without Foreign Firms with Foreign
S . Iiquity (0% equity) _ Equity (up to 100% equity)
National S 19 15 4
(31.7) (32.6)
National and Non-National 41 3
(08.3) 074
ol | | 60 T
1000 (100

Note: Figures in parentheses are percentages.
Chi-Square is not significant, p < 0.05.
Source: Based on the sample survey.
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6.6 Conclusion

The increase in income levels and prosperity of the Malaysian population has
generated an encouraging market demands for national and non-national automobiles,
particularly for small and medium passenger cars. With the launch of the national car
projects (Proton and Perodua) initiated by the government, production for passenger
cars has increased unprecedentedly since the mid-1980s. Higher protection in the form
of tarift and non-taritf” barriers oftered by the government made these national cars
more affordable lor Malaysians. Therefore, these two national cars were able to
dominate the local auto market, but unable to compete internationally due to relatively
higher costs ol production. As a result of its inability to compete internationally,
Malaysia is the net importer of automobiles and auto parts (reflected in her trade deficits
in CBU and CKD accounts respectively).

A deeper investigation into the automakers and sub-contractors operating in
Malaysia provides more valuable information. I'rom the three automakers surveyed, it
was found that they had special production networks (sub-contracting arrangements)
with their sub-contractors. This special relationship was heavily bound by economic
calculation rather than social capital. Whatever it is, this network would benefit both
sides: the automakers were able to ensure constant {lows of auto parts from the sub-
contractors; the sub-contractors were in turn able to obtain supports from the
automakers in terms of market assurances and other forms, such as equity participation,
directorship and management, technical and engineering, R&D facilities, consultancy
and advisory services and information flows. As could be traced from the governing

mechanism, the three automakers, in many cases, preferred a two-way communication
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in dealing with their sub-contractors, particularly in making decisions about auto parts
production.

All the automakers had a certain proportion of parts sourcing to their total
manufacturing costs of auto parts. Besides making auto parts and doing sub-assembly of
the parts in-house, all the automakers outsourced auto parts from externai firms, either
locally or abroad. Unlortunately, most of the functional parts (the parts that enable an
automobile to move and control), such as engine and emission, chassis and brake as
well as transmission, steering and clutch were imported. In contrast, body, electrical and
electronies and standard parts were mostly outsourced from local sub-contractors.

This study found that a majority of the sub-contractors located their production
plants in the central region ol Peninsular Malaysia (particularly in Selangor and Kuala
[umpury, was large in their sizec owned by local entrepreneurs, original equipment
manulacturers and  first-tier suppliers. Most of the sub-contractors  had technical
collaboration with Japanese lirms, produced individual and general parts and diversified
their market segments, particularly in the local markets.

Ihe sub-contractors had an intimate relation with automakers through certain
governing mechanisms which tied their networks. A large proportion of the sub-
contractors had legal contracts and shared information with automakers. A rather large
percentage of the sub-contractors received support or assistance from automakers,
including technical support, R & D facilities and consultancy assistance. Nonetheless,
only a small portion of the sub-contractors received equity participation, directorship or

management, and financial support from automakers.
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Most of the sub-contractors dealt directly and had horizontal communication
with automakers in deciding issues pertinent to price, quantity, quality and delivery of
auto parts. This shows that the automakers realised the importance of mutual decision
making in auto parts production.

Irrespective of firm size and ownership, a large majority of the sub-contractors
agreed that their networks with automakers were mostly bound by economic calculation
rather than social capital factors. With the focus on social capital, most of the sub-
contractors believed that trust and culture were more important lactors than power
(government role) in binding their network relations with automakers. Pertinent to
power, a4 majority of the small and medium sub-contractors and the local ones agreed
with protective measures as the most influential factors than stimulatory and investment
mcasures i maintaining their networks with automakers.

he results of this study show the patterns, trends and performances ol auto
parts production which was influenced by the lirm position in a network, firm size, firm
ownership. the levels of foreign equity participation in - the sub-contracting firms and
technical collaborators among the sub-contractors.

The first-tier sub-contractors were given more important production tasks than
the second-tiers as evident in their higher involvement in both individual parts making
and sub-assembly of auto parts as well as in the manufacturing functional parts and a
mixed combination of functional and general parts.

The large sub-contractors were more able to diversify their auto parts production
and to undertake more production tasks than the small and medium sub-contractors.

This is evident when a larger portion of the former than the latter was involved in both
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individual parts making and sub-assembly of auto parts as well as in functional parts
and a mixed combination of functional and general parts production.

The local sub-contractors tend to undertake less important production jobs than
their foreign counterparts since they tend to produce individual parts and involve less in
the production of functional parts. On the other hand, the foreign sub-contractors tend to
involve in more important production jobs, i.e. individual parts making and sub-
assembly of auto parts as well as functional parts production.

The sub-contractors with foreign equity participation tend to perform more
important jobs in auto parts production than those without the foreign resources. This is
a fact when the percentages of the former involved in both individual parts making and
sub-assembly of auto parts as well as in functional parts production were higher than the
latter

[ 'he sub-contractors which had technical collaboration with Japanese firms were
able to take greater responsibilities in auto parts production by involving in more
important levels ol parts production (functional and the mixed parts).

The findings of this study also reveal the patterns, trends and performances ol
auto parts market which was influenced by [irm size, firm ownership and the levels of
foreign equity participation in the sub-contracting firms.

This study found that the relationship between auto parts market and firm size
was rather mixed. Instead of confirming the hypothesis that the large sub-contractors
had a broader market base, the study found that the SMSCs and not the large
counterparts were more able to broaden their market base on international basis and in

the local manufacturing and automobile industries.
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However, the study found that the large sub-contractors were more able than the
SMSCs to broaden their market base in two areas. They were more able to sell their
products to more than five automaker buyers and to both national and non-national
automakers.

With little exception for the local manufacturing market, the foreign sub-
contractors were more able than the local counterparts to conquer a broader market
segment. This proportion is true when a larger percentage of the foreign sub-
contractors was able to sell their products to both local and export markets, automakers
and auto sub-contractors, more than five automaker buyers, and national and non-
national automakers.

The sub-contractors with foreign equity participation tend to dominate a broader
market base than those without foreign equity participation. A Larger percentage ol the
former was able to market their products to the local and export markets and to more
than five automaker buyers in the local market.

On the contrary, the sub-contractors without foreign equity were more able to
dominate the local markets based on their domination in the local parts market (in both
automobile and  non-automobile, automakers and auto sub-contractors as well as

national and non-national automakers market categories).
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F.ndnotes

Ihe Malaysian currency depreciated drastically during the economic crisis from US$1.00=RM?2.50
prior the crisis to the highest US$1.00=over RM4.00 before it was pegged at US$1.00=RM3.80
during the crisis. Thus, the export value certainly increases when the export earnings in the U.S dollar
is converted to the Malaysian currency.

A well-illustrative literature on several existing auto-producers from historical perspective can be seen
in Torii (1997).

Most automobile components were gazetted as promoted products under the 1986 Investment
Promotion Act and hence qualified to apply for various investment incentives.

An atfiliated firm is defined as a firm in which an automaker had at least 20 per cent of the firm’s
outstanding shares.
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