CHaPTER IIX
PROBLEMS OF ESTABLISHMENT

The succescsful establishment of a motor vohicly asuonmbly
industry cnd the subsequent manufocture of parto (nd compononts ia
undoubtedly of congidorable interest to both tho pudlic .nd {he
would=bewnosenhlerse <he industry, to be sucecssful, rmust be
viable, vnd to bo viible, it must be basod on cound cceoncnils rece
ooninge The public ¢nd the motor trade are ineztricilly bound
togother by a ccuuon interest. The motor trade are vitilly intore
osted to the tune of some $50,000,000, which thoy oaro aslzed to |
"alnk® or "swin" into the propesed assembly industryid The publie
are ulso considerably intercsted - or they ahould bo = ag procont
cur owners and prospcotive cur owners are also polayy to be asiied
to invest - either a recsonadbly incressed unmount of purchuse mrice
in locully asscmbled cara, or, more than could be tomed &8 reasone
ably increasod prico to pay for the establishment of this industry,

To avoid any poasibility of the probloms oot out $n this
chaptor boing nmisconstrued, let me huaten to point out thut I =n
not giving reusons to support a conviction that thig Induatry chow
uld not be eabarked upon. Far from it, the provor devalomment of
such an industry c:n undoubtedly comsiderably enicnce the PrOSHOT=
ity of way industriazl econony.

This brinss us to tho first and most crucial problen
facing the industry, There is ocne eassentianl comion denoninator
which gpells success or fuilure for the motor vchiclo industyy
the world over, and this common denominator beconos zn oscsentiol
prerequisito for the successful est:blishment of a notor veohicloe
asscnbly industry such as we are considering. .ad this comrmoa
dononinator « this eassential prerequisite - is VOLDME,

Yolume of Production

Volume is the link in the chain o2 problens, and 45, in
itself, the soliution of these problemc.

Cano cbstacle to economic developuent i3 the small sicze
of the local market, that alwuys tends to keep down privste investe
nent incentives, This obstacle is especially 41lunminatoed in our
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motor vehicle asserbly industry. The joimt marlot of Milayola

und Sinsupore 1o estimated to be about 33,000, fThc rrosont proe
gr.one of the Qoveritient for this industry would cxcludo the rarizot
of Sincarorce According to the liulcyaisn Motor Vohiclo /oiecblara!
fosoclation the 5in pore murkot reprcuents 25 of tho ordginal
354000 unit nuriicte Therefore we have to deduct conmo 8,250 units
leaving on annual wirket of only 24,750 units.

7 In addition to this factor, howevor, this all import-
ant question of wolume becomes even more critic.l thca tho ro.l
crux of tho problen is uppreciuteds Trucks have bocn agsenblod
bhero in a knoci:icdedotm condition for sone timo. Ior this re.oon,
thorefore, tho GCovornment®s uscombly poldicy primarily af-ccts tho
sctting up of cosecbly plonts for passcngor e nne Shis finclly
reducos the oricin:l 33,0C0 minimil sized marccy for coononis
asscnbly to a totul of only 19,000 units per yo.r withim Moloyzia
on which to b:ise a car agscambly prosrommes According to Govorne
ment sources thore had originully boon 19 applicuticno_to asuscnble
heree This nsouns o mere 1,000 units por pluat snroad ovor the
original 19 uprlicautions « and even this 194,000 voluno sosumes the
ultinate iancluxion of ths Borneo territories in tho acsoadly :
progronnee

If, for any reason, the Bornec territorlioes wore not
included in locul assembly - and there are hichor costs involved
for them than anyone else= then we some down to a Stutos of lluloya
parkot of oome 16,000 units. /nd 19 applicaticns into 16,000
anits just "won't o", However, it hus becn s.id thut tho Borneo
torritories vill ultimately be included, and o we rcoct on 19,000
units, only a little over half the original 33,000 unit markoet,

It has boen snid that 33,00C vehicles por year is a
mininal aizod narket for economic assembly, and I have chown that
4n this Mlaysian (presuming ultimate inclusion of tho Dornmeo
torritorics) ucconbly progromame, we are really tolliing nbout a
mere 19,000 wohiclos per years The first question that oprings
to mind is, “vhy is 33,000 a minimail aiszed markot for ocononic
assonbly?®” Hore is the answer. ‘

It has deon knowm through actual assenbly exporience
that 3,000 vehicles per year is the minimum volumo nogessyry for
the scononic operation of an everage aized asccrdly plant®, ond
by average oize, we mean the average type of pliat thut vill hcve
to be erected for oporation im a 33,000 markets It micht de uddod
that, for one or two of the plunta, 3,000 units vould nean & below
bread-even, in ot!er words, a loss operation, IHovever, on the
othor hand, one or two others could posaibly operute ecomomlcally

at a figure below 3,000,

MQrt.heloas. 4t must be pointed cut that too snuil a
plant ccmnot turn out the quality of product thich the Govorancnt =
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and which $00 =rall o plaat could not uffords Hero oo dn I would
ggmtén;;ﬁ:;xmgieg vehirles can most dcfinitely match the
; 17ePRCQ Vedlcles nrovided, that tb h ' X

oy for the necoscury equipmeate . ét e ,Olme prurntel

/nd su, b.luncing the larger and gm.)l t¥d tho averaros
wo arrive <t n fiuce of B‘Mauts‘par aphua }‘{er oconcale | oY
operctionse Divide 3,000 fnto 33,000 und we ecie up ulth caly 11
pl'nts « even in thio 334000 murket, which includes & N3 DOr0e
BUT wo havo 19 vpnlications! rurther, 4f we euanider cho oizn af
n.rlcty ve ure roclly Lulking about Haluysla alonce the fiure of
195000 ~lready mentioned, J+0C0 dnto 19,000 « oo nov wo are dem
to 6 plantsl BUT, opudn, we have 19 applicationa, ~

; The autonobile industry in India, sccording to Horvey
Steckwin, is ut a croas-roads = either it eoxpands wund roduces the
cost of producticn Ly a larger volume of output, or eoniinuug to
stognote, even with o considerable redustion of iimortod com.onone
tse The Indiun cutonobile industry has gradually incrcaccd cutiput,
vith output to=d-y at about 70,000 units (passrconor surs znd
coeercial wchicles)e It is true that India's industry is not
confined €5 nsscibly alone but also of mamufacture of parta, so
that most of the mammfacturing vrocesses take pluce within incdia,
the foroi;a oloarnt being very small, But this cxtuumle would
servo to 1llustrite the faot that wvolume is of vital nacoustity for
a visble notor industry.

fow we t:ke the case of the Svenish notcr vchicle indupw
try, shose nroducticn figures are givea inm detuil for the year
1963 4a Toble 8, Tho economic journal *MOVOR BUGLULSL? exprecsed
that the ficures given in that eurvey sugzest thut the size of
plont and velvme of ontput of vehicles in Spuin is, with oae or
tuo excentions, below the economis optimum and nuch too onmull by
{nternation-l ot.ndards, This is particularly true of comaiarciud
voticle production, To ecounteract the tendency toucrds anall
scale production, tho Spanish authorities prescridbed o mininum
for the siza of now rlantse According to the Ofiiciil Gazette of
March 1903, now fretories for the mcnufacture of Lwlcr curs con
be establiched orly Af their production is over 75,000 units a
year (nore than doublo our total natienal, including Siugipores
consunrtion)s For trucks und buces the miniasum is 54000 uniis,

 Bdro, agadn, is enother example of a motor industry
vhich serves tc show that volume *g such ,,gm‘ mportametf? :he
econamic production of motor vehiclese Ihe averijo ouiput of a
model in tho commerciul vehiclos section is aboul 5450y and still
it 1s conoidered bolow the ecomoxic optimuml

~ Sur Sustern Econoulc Hpvivi, .pTil 28th, 1000




~ Coming back to the Maluysian scene now, porhups we ¢ :
soe why the quostion of volume u’abmuta; fa.t;lf e eaa’

. +VWe do not lnow who all the 19 applicunts for local
acserbly are = the Government had only indicated tho total nunber.
But 10 noobers of thoe Assechorst Asucociation dofinitoly want to
assenbley undy two others, although not members, have also indie
oatod tholr intention to ascezble. 2o here alono we huve 12
asgenblors « und 12 into 33,000 rives & per plunt potontial of
only 2,000 vohiclos psr yeur = below the minimum ccononic averw
age of 3,000 unital And 12 into 19,000 = it just “won't go"l

- Howy 1t has been s.id that some of tho orizinal 19
applications for ucoombly will probably fall away = will bo withe
drowvn due to clrcunstoncess tiith the atate of affoirs ao just
outlined, some of thoa aust be with-drawnj it is econonically
unteauble for all 19 to remain,

It has also been said that it may be nocessary to linmit
the number of agseubly plants to ba allowed into Muluysia to
assenbles This has only bheen suggested as a possibility and so
the motor trade d@@ﬂ not KNow sececovccesee

e 4f this will happen

» when 4t will happea

 what the linit will be

e who will be allowed in and who will be excluded.

There are questions of vital importance to the trade.
Despite what might be thought to the contrary, monbors of the
motor trade have been actively working towards asoanbly, as thelr
very existence in this economy might depend on ite Eut there aore
certoin factors vhich they must know in order to imnlencnt plange
948 factor of limitation of numbers or no limitation is one of

them, ‘

In August 1964, the trade spent a ytmanm mbm;mtdo!
tine compiling thoir original applications for asoonbly under
the (ﬁen) Joint policye It is mow August 1966 cnd a lo% of things
hoppen in the motor industry over a pericd of sone two years.

, "hicle costs and tooling coets change, models on the
narket m:eﬁ:?m been replaced, penetration or nuxriket shares
chonpe, franchises change, assembly techniques chanpe, and a host
of othor thinrse Ascembly is & very complicated and intricate
operatione Equipmont has to be ordered - such equipnont as welde
guns, plant installations and many, many =ore < und some of tm.:n
oquipment takes up to 12 months and longer to obtain after placing
of orders. ) S ‘




o theso factors, and many more, are ed ﬁw‘n:y‘ a’
t;g‘é::‘l’ attactad !33 m tms - and ﬁsyﬂil;‘lf cgv to :Lt;cw ,

The members of the Assemblers® Association have mecnw
while unwropped, warned=up, dusted off and gone through detail by
dotail, the ‘usust 1964 submiseions = which have to bo complotely
reevorkod 1f the nariet fulls below the mindmal 33,000 already
mnti::wd. a8 all cost date and everything was basod on such a -

The imnortunt point 1s that all these factors have a
direct beuring on the nsetting up of plonte. ~ Thoy offoct the aice
of the plant, tho typo of equipment to be instollod, otce, Otce
It is clear, thoreforo, that 1f the number of plints is going to
be linitod, it 1s vital for the wouldsbe assemblera to know, as

- m 4t will happen
e what the 2imit will be
_ = who will be allowed to assemble.

Then there 1s another problea we have which also re
settling, bescouce it olso affects the sotting up of plaontoe This
4s the definition of C.K.D. (Conmpletely Knocked Dowm) vehicles (as
announced in Custons Rotice No. 16 of 1964) which diffors on a =
nunbor of points from the Assemblers® Associztion’s viow of what
constitutes C.K.Dy (C.K.D. is merely all the vurious componont
parts sent out in a "pack" for assombly at the location,) .

 Various meotings, correspondence, etc. kave taken place
betwoen the motor trade and officials of the Customs and the Mine
istry of Conmerce :nd Industry, in an endeavour to cottle the
question of the definition of C.K.D. The firot mocting took
place in Junuary 1964, and now, cver 2} years lotore it is still
not sottled, Y

The preblm is quite aimple; the curront dofiniticns ia
the ossembly btusiness is known as a category "B" pack, whereas
in all locations all over the world thut have startod an asscenbly

industry, thoy started by using what is ternmod a category "i"

packke These two are defined as follows 3

A category “A" pack is a completely knocked down

 unit with the exception of certain aspociuliced components

_ subeasgesbled in the source supply countrye This onables

 average ascombly plants of the 3,000 volunc alreudy men=
~ tioned to obtain the advantages of cubic saving end




- local ascsoubly privileges, yet doos not entall tho hich
costs rol.ted to specialised personncl to check eriticul
manls&onal measurements und safety itono and the high
exponditure on product emgineoring and othor cquipmonte

~which 10 not justified at average volumo pl.ntse -

\ Gatorory "nr Pack 3

o 4 cutogory "D" pack is a cozmpletoly Imockod dotm
unit which is sourced to assembly plinis whouo high

- valumo (und by this is meant some 20,000 units por yoor)
Justifics oxpenditure on a complex and hislly alt:dlled
orpgunlgation with all necessury speci.lised cqulrconte
It 15 conrlotely selfesufficient 4n ull z2s5pocts of the
motor ascoubly operations relying only on source conpuny
for tic initiol declign and specificution of the products

' Aotuds of the definitions above will mako cloar the
fast that, as no plind hore is going to be set up to produce
204,000 vehicles o year, a category "A" pack 1s vhut is requircd,

- As further information, Ford of Britain currontly chip
out CoK.D. packs to 13 countrics all over the world, OCut of these
13, 10 countries take category A" packs, nanely [ollund, Elre,
Thailand, Pakigtun, Portugal, Philippines, Singupores Rhodesla,
Itoly ond Vemczuelae 4nd these countries have boon @sorbling for
aome timoe And ag we know, Italy ia one of the locding manufacte
urers of motor vehicles in GSurops. |

In othor words, a category A" pack is an intormntionally
recognisod paclkk for average assexmbly plants e Goneral Motors,
Chryaler, British Motor Corporatiocn (E.H.C.) aad othors all have
these packa, This boing so, the queatioa is oun wa not agree that
4n starting up an asoembly progromue, we olso sturt u» in the sune
way, and grodually move to more casplicuted and sonhlsticated
progronuese Tho aim, aguin, is to establish a vicble notor assome
bly industry uader the precent circunstances. This is importunt
because it affects the type of squipment that will have to be
installed in our plants, and it is important to know nowy bocouse
of the load or delivery time. ;

| Now, there 4s another subject which has an affinity with
the possiblo linitation of plants - thut subject 1s contruct
asgonblye This nouns a number of different mukos of cur being

. as moted frem the market figures dealt wAth curlier en,

even under the minimnl aised market for ecomomic ascorbly, this ia

a possibility, I mentioned 12 planta known to be intorcoted =

ons 12 into 33,000 is only mma.SGO vehicles por annum = below

the 3,000 minimal economic averages
 smere are difficulties in contract asoembly ~ technical

difficultics = but 4n s market of 33,000 it could possibly be donce

T



llowover, contrict asoonbly needs v . ‘
doco mot havo thut volures olume; a murkot of oaly 194,000

Thore ure tooling costs for exumple. Toolin: costa for
a new nocdel of ¢.r run arcund, and cometimes beoyond 0610
$7004000e T“ho mudol life muy only be (on the cwsrgge} ghrae
yeurce S0 this cost nust be writton-»2f at arQZLﬂ 5100 ¢ por
your « and thio t 50 of write-off tukes volume to n.i:o it paYye

Lot us look at the amall potentiul assoilor vk
have h2l2 his saleo in Singopore and half dn MH:l.jce Cgugiﬁig.
it nay bo posiible for him to join in a contract coosenbly consore
tiune In a dixdded rurket he may huve insufficical veluwe to
Juctify in cithor are:, hence he "goes to tho w.ile% 1t ornly
does ho "o to the widly"™ his busineas, the producty tha product
av:ilubility in tho vrea, the staff, and maay oilior olouonts
aosociated with his business also "go to the waulle."

Another proint « an outside independont comiuny nicht
poscibly consider corniing into business in contruct cuucabling for
sovoral mokes (ao mentioned in Chapter II, an Austruali.a fira is
cdroudy considoring this) « but only if the volusze o cufficicat,
Evon the totul 33,000 murket ia emull for an indepcnidonte It
vill bo intorestins to know on vhat basis the ausir.licn £im
nontioned is considering contract assembly in Malagsice

In nddition to the volume factor, therc is the question
of the various rckea combiuing themselvese Not 00 o.cdly dones
For ex.nple, Ford .nd General Motors would hate %o combine with
cach othep « noithcer of them would be happye

thot eloe Cepends on this alleimportunt wnd vit.l factor
of volune? local contente This mouns the use of lecidly nonufacte
urod componont parts in the locully assemblod curs .lnosl atove
21l else, docs locul part manufacture depend on volurice A Dotor
car conoists of about 154000 parte, ond, in lino vith our asseubly
pro;Time, would involve the putting together of about 14300 partae
At tho s.me time there are over 490 different tynca o2 nodsls of
cars znd trucks sold both im Maloysia und Singuore to=duye ID0e
ine & loc:l purt monufacturerts nightaure in sorting cub that lotl
The manufacturcr would have to munufacture Just a fou of evory
item, Hore again, such parts camnot be manufacturod unloss there
48 volunme to booic ite If these paris are manufaciured in aaclld
lots, it would only nosn higher costs. This is expericnced in
Indin, whore producors of cars and trucks complain that the prices
of indironous componcnts and aexcillaries are nourly double thoso
of impoftod itemse ‘he effect of these difiiculiicc on ko finad

product is discussed in the next chupters

Under ony cosembly progranme the ears th:t ccll aty say,
5 or 6 paer nonth c.anct be asscmbled for econoulc roaconss This
would be problem enough in a market of 33,000 unitse Dut thom hov
ruch more of o problon in a market of only 19,000? Ao though this



wvag not anoush of a Irroblemy yet tho acaemblers oiill hove to

neet 1ozl contents o ulrenment (et e
II)y or bo pon:dicods 8 laid down (as che 4n Chaptor

Conretition Fron Uin - rore

On tho 30th of May, 1966 s atn Cthosanes
ounced its oom loc: ) aaaembi; pzﬁ;ytgiﬂiiﬁﬁgmf.ngc@s:nzfz:t anlje
S e Jho Cingupore
aosenbly progrurrics 4n broad outline, in very clriloy to the
Hﬁiﬁysiaﬂ poosririioe  The rate or level of Tarisy Pr&toction is
cx:ctly tho cume «o the rate proposed for Hudeyoioe Sho lialaynian
incort duties are to effcctive mot luter thon 1. moninha fron M-
rusry 2ithy 1066, while Singipore's import dutf:s wro to Lo czfo-
ctivo mot liter thun 14 months frum Iy 0th, 1035, Tidp pats
both the prosremncs cn par with euch othere Urlcr tho curlicy
Joint venture it wue reulised thut, once tae ap:iic.ticns wero in,
a nzjority of tho assorbly plunts would be im Sins.nore or Jusong,
for recoons o2 costy convenience, better infrastructuro, an o{fie
cient port, etcs Lith the constitutional chan-e (coporation) end
with cich territory estublishing its own asserbly prosranno, they
are to be coasidored us competing aguinst each othcre Io doubt,
the wouldebe ascomblors would prafor to huve a jointen:riot, with
a free flov of vchiclos across the cuuseway, but poliiical conside
crations huve rendorod thie out of the queastion for ilio monente
Singupore still ret-ins this more advantagoous situctdon uznd thoree
fore is one Getter tham Maluysise But, agiain, lMulayciz has a fap
bettor load dn the lorger market « 24,750 unito, wo acczingt 8.230
units for Singaporee This factor alonc would induco most asscmbe
lera ¢to operate in Malaysia, rather than in Siniovorce I have
alroudy indicated wvhy volume 45 of such paramount cigalficance,
But then there would still be the marginal cases, whooo sales in
Singapore is jJust about the swme as that in Mulcysiag who ure to
be considerede 1504 in establishing thelr plints, the ascendblers
would have to project their pluns into the futures Thero night be
ox:ansion of morkots which could possibly be in fuveur of oney cr
both, of thcce territorim. For oxample, with the end of confronte
ation, Indoncaia mi ht be a poteniliul market. o0, Tith these
thoughts in mind, the assemblers will huve to decide, not by pro-
sent market considerutions alone, but the futuree and to seo if
the policy of one territory hus any udvantage ovor tho policy of
the othcr territorye 4#nd, indeed, when going through the detiils
of the two progrcmmes, we can see some distinct diftf'erences 3

. Prst of all, we know that a progressive asccombly tox
hss beon iutroducod in both territories in order to stirmlute the
progressive manufacture and utilisation of locud compoucant purtge
Thoze assemblers who foil to meet the Governzentts ulninum Toudrge
oents of local content for both passenger and comnorcizl vehicles

would be lisble to poy this tax.

~In the M&iaya&an progromme, locol contont iz neacurced
by the deletion allouance in C.K.D. und S.K.D. packs provided ¢to
the assecbler by the basic menufacturer. This dclotion sllovance
toeday,would moan the tyres, tubes and batteries that are absent



from the puck, heciune loc:lly made ones a

rom ° nesun: & re uscd, In the
Muloycdon pregromio, the only way to meet the lccll content
roquirenent would be by incorporating Ralaysian-ale parts, come
ponents und acceasorles into locully-ascmbled vehiclese

In the Sinzapore progrumme, local conica »
by the dolction =llicwince in G.X.D, ;nd S.K.De p;:zsigrigiggzego
the csietbler by th~ busie munufueturer sndfop s rwb (FeQuD,
vilue) of Singiporo-nide motor vehiclo parts, co imsutc o
accoscordese In olher words, Singirore ussemblors cou reot the
local eontont rejuircomonts in any ohe of the follsuing Z Vays e

8) By cxrorting an equivilent amcunt (FeCely v.luo)
of Sinz porcermode motor vehicle partso, ¢omponuats opr
acooscoriee (d.00 car rodios, air ecoxdiilcrars, etes)
for suprly to their ona overseus uscocicted organisute
ionay thelr overseas bisie manufacturcra or the assoe
ciated organizations of their basic minufzctures, or

b) By incorporating Singupore-made parts, ccnponsnts
and accessories into locally-sesembled veohislea, ox

6) By combining (a) and (b) to attain tho required
percentage of local content, ‘

This arrancement in the Singapore prosromne mokes 4t
nore attractive to vouldebe assemblers because it is easiler to
fulfill the local) content rsquircment. A present day assgenbler
may only have & items of local origin te incorpcrate in his vche
icle, and thias may not add up to the required percontigd in vuine.
But this need mot nccessarily penaulise him, deccuuso ho ¢an stlill
escape the asuembly tax by exporting some tyres, tubos and buiter-
408 to his bagic nanufaocturer or thelr associatece In Singupore,
thorefore, the ascembler has a bettaer choace of fulfilling the
conditions laid dovm by Govermment. Further, this urrangezent
olso stirmulates the esport of locully made parts, componcats cnd
accessoriese This, therefore, acts oguinst the liclaysion assembly

programnes

Next, wo will find that assembly tax in Sing .pore would
probably be lower thun in Maluysia. The assembly wculd bo bascd
on the *value of the vehicle's The razte © be charged ls the sume
for both territories, while the value of the wchiclo is bound to
be lower in Sincurore, beccuse im Singupore the *lircct Materials
cost of Vehicle® will consist of the following clemeants of direct

manufacturing costs §

i Costs of raw materiuls and of semi~-finiched or
tlniehed‘articles delivered at the asscmbly plunt; and

1 ’, Costs of fuel, other utilities and mcteriala
iigcessary for uanuzacture delivered at thc asseubly

plant. : '



444)  vages und othe

T workers' b -
participuting direc enefits for l:bour

tly in the producticn of tho vohicle,

viith this additi?nal itea, the total *v.lue of vehiclo' would be
]if;;;il’..‘r' «nd s8¢ tie tux payuble would be propgrtien&tcly kif’,hfér‘
Thicy sgudn, is unather setback of the Hulaysion assenbly i)rotra.
mmgg d!nladditign to ::15 POOr compuarison aguinst Sinmwpbré. our
netloed <180 works eg.inst the employment of 1.bour k seml
would be compelled to employ as fawy o § tke ascenblers

as possiblc, .nd » vher
absolutely neccssury wnd irrepluceud b ’ ey

‘ le by muchinerye Uiz in tuprnp
would work ag.inst the aim to ¢reate employment opportunities in
the cconouy,

cu.the other hund we find that the percentupe of local
coatent required by the Mulaysiun progrumme 1a lower thon thut
required by the Sinsupore programme ;
/8L

I0C/L COMT iR RECUIRELELT IN MaLaYSIA 3 SITIG iCRG

sSoeazgEsson mut:u:ataaamn:un-aatusucnsmnnmﬂam-mamuaaam snmenno

7 Percentage of Local Cone Percentage of lLocal cone
Haximm Time tent That Must Be Attain< tent That hust Fe Attain~

Permitted From Ifed, ed,
232:::3:2:21 Meleysia Sing.pore
| Passenger | Commercial Passenger |Commercial
2 years & 176 | & 17:
& yoars 12 275 137 2!
€ years 16 2l 8% . 26
8 years 20% 28% 225 30%

- This would, at first sight, give the improsolon that the
Kalcysian prospects would be alightly enhanced, becuuse tho demands
on the assemblers is slightly restrained as com?ared to thut of
Singapore, But a study of the method of computing the percentage
of local content in the two territories would ealighten ug as to
the true picture, ‘

the Malaysian programme, the percentage of loczl
content iszzqual to the total deletion allowunce divided by the
total vehicle vilpee The pefcentage of locul content will de

¢alculated thua '

Toval value of deletion allowance . 444
~ . Qotal value of vahicle )

P
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This 48 very simple and straightatorward. and should pose no

probleds The Sinsinore programme calculetes tho porcentogs 4n a

rore complicated ws \ ~
nonthe o Ys ond which is tq be done once every three

(Total export F.0.3, vilue of )
(Singupore-made 2rt3, conpone)
(ente 104 accessaries during )
the 3emonth merind, ;
Number of vehicl.o wesonrble

(during the 3-mcnth noricd, )

o

( Total v-lue of )
(deletion sllowange ) *

T

Totul direct materiale cos: of vehiclea,

In the Singarore method we Bee that considerution is
given (us mentioned curlier) to rarts, components und accessories,
of locul origin, thut are exdorteds This raises tie vulue of the
puzerutor in the formulas. At the sume time the v.lue of the vohie
cle is lower bec:use lubour costs are omitted, und thorefore, the
denominator is reduced in v.lue, This two~fold process of increae
sing the vulue of the numerator und reducing tho v.lus of tke
denozzinator helps to increaee the percentage of locul coantent in
the Singapore programme,

Therefore, though ths percentage requirencat for local
sontent in Singapore is higher, the formula for couputing the
locul content percentage mukes up for the disadvuntares Ia fact,
I think, with a wodest export of parts, compconents or accessories,
Sing.pore assemblers can more than make up for the higher perconte
age reguirement,

Tais is unother factor that can affect the Maleysicn
assenbly programme adveraecly.

We come now to the quantitative restrictions that the
tro Govermments huve imposed to protect their reunective asserbly
industrieses Ioth have based their quotas om their 1904 and 1965
average imports, but thu quotus imposed vary - vexry alig%tly. ‘he
quotu for commerciul vehicles for both territerics is 80 of the
average semie-annual proved retuined imports during the ycars 1964
and 1965, 7Tne difference lies in the quoba for puscenger cars;
Halaysia's quota in 110%, while that of Singupcga @s 100, of the
inporterts sendiecnuual proved retained imports during thg years
196% cnd 1965, 7These restrictions are to be based aver O-month
Periods and to be reviewed periodically. Looking at the res@yict-
dons as they stand to~day, wo see thut, for pasielor cursy giiga-
pore gives greater protection to assemblers thunm iulaysiue W :‘
the future situatioa will be, we caanot say, bat wouldebe assem
leras are likely %o fuvour Singupore for'tho greator prptection .
that they would eajoye Here ugain the Haluysian ?msriﬁﬂ:h_ﬁ a
a disudvantage, though it will be easier to make good is case,

7 . . . . . - . il . but
: aiun programme has called for applieations
has not ,@thzagaizgstinopli::t. Even whether there will actuallx



p ¢ 4]
:;ﬁ:.iab:hat :gg gumger of assembly plante that nay bo establische
ay ‘limi € J Government, if necessury.® Sas fur no indie
cations Vouldsbe ascerblers in Singupore have to nubait thoiy
plons and project proposuls to the Singupore iconcmic Develomment
Beord (ED3) not later than three montls from thc date cf the otatow
pert (Moy 20thle It hus wlsc been stated that *ia rushar of usacube
ly pluats th.t noy bo estubliched in Singapore will bo limited by
Governzcnte Thuu we cee that the Singupore Governzent scems to be
roro delinite ~bout their planc. At the cume tinmc, though Sir oe
rore has & very auall murket, the fact that the nuubor of plunts
is golng to be 1inited und that thero 4s a tine lindt Jor cubnicge
lon of rling, indicuitce that there would prebably Ve jJust. s am-lil
nunber of uncenbly plants in Sdngupore; und these Tow night bSe
Juct as vcll off us the 12 or 19 eageublers in loycize UAth thig
situation, the advuntage of wolume in Malaysia mry nct be such a
great adv:nt:ge after alll And potential sscezblers who have two
thoughts sbout assendling in Singupore, might be induced to grub
the opportunity while they czn, or else lose their focothold DEriine
entlye The indofinite nature of the Malaysian usscnbly progromse
is another problen to the estaobliching of the industrye

Pinrlly, we xill consider the rcte of 24 Volorem Regine
tration Fees of the two territories. Tables 9 (2) zn 9 (b) give
the A.VeReF. rates for Sinmgupore and Maluysia respectivelys For
both territoriesy the ~.V.R.7F. ratea for loc.lly cosculled vwehdclas
and imported C.B.U, vaehicles of non-Commonwealth oricin, are the
sanees Therefore they sre at par with one another up to that point,
Cozirz to imrortad C,B.U. vehiclos of Comaonwealth oridn, we
notice the differsnce between the territories. “hile Hulaysia
charges the sizme rate for imported C.B.U. vehicles of “Yommonwoulth
origin as sho chargos for her locully assembled wvehiclos, Singa-
pore chavges §7 extru for both passenger ard comualrcicl vehiclas,
This has a tyo-fold effect in Sinzapore. First, it discourugas
ispert of C.B.Ue vchicles of Comnonweaulth origin becuuszo of higher
AeVeeFe td be paid = the same elfoct that a "turiif aaldl" would
produce. Secondly, it acts as an inducement for Cormnonwealih
nznufactursrs to asaemble in Singapore to take advantage of the

lovey A.V.R¢?,

Thess advantages are not realized in Muluysias Tho
AJVoR.P. 18 not utilised aguinst Commonwealth motor vokicle mamue
fasturers to induce thea into locazl assembly in iluluyoia,

and thut was the last advantage that assomblers would
find in Singapore over Halaysia.

Hav £inished with the problem of comrotitien frem
Singapore, I iggi proceed to other probleas of leuser statura,
but still bearing groct eignificunce to the econcay und the

reople involved. |



Einancial ind Technic ) Problems

tioney tu finonce plant
‘ oy , operaticns is a necesait: a
indUbtriga rﬁ@ulre such lerge investzents that cnly rrcat?;ornzif
aticns eon alferd to finonce them, In genersl, ¢ it i nubile
a2 “ v

«nd will becouwe aviilible ot locati Ry :
a prefite ong where it c¢.n to invocied ot

X AL - -
| ?t::,e g-z¢ tims, the asserbly industyy Lbeing very intre
Lcate, tec*“;%ﬁl Inotehow 43 a muct, Thias industry e n bo clugssd
u-n\.}*};‘ ht::‘v.ﬂ’ ..,31»‘&:‘:1-:;, Lnd a:’)re th:,\a fin:{whﬂre Ql:( ;f,{i iyt e Y }'i“ . .
1 d = t &% t'b‘ At e 1 SR ,‘v--ubval wiliyee
ed e ub e tuciuiwsiun's level, but Lluo at the renagerdal level,
in order to ect Llich 2 guccoesful Gosenmbly inductry.

It 1o vory imtort:nt for the Coverament to rconer:te
locs) finuncl. 1l roucurces by estuhlichine fininein) institutions
wvhich could lcon funds ot rotes thit would be within tho moeuns of
the inductrys xce;t 4n Singupore, the g8cope ¢i present induustire
1.1 promotion rolicies oné imstitutions is still quite lindted in
this regicne Inuver, the Muliuysiun Goevernment hos niode lecn ex
equity cupitil eav.ilille to private firms throush cutonomous or
senl-uutonczous institutions. Such cupital funds are chuareled
through the Hiluyin Industrial Development Fin:nco Itde (iiIDFL)
in Haloyue (ad tho Dorneo Developrent Corporation Ltde (BDCL) in
the Bornea states,

Hlogovery the tendency 4s towards motor dcalers to estobe
1ish »l.nts in ceajunction with the basie manufucturerse Experw
ience hus shown that, due to lack of finuncial znd technical reso~
urccs, certuln undqredevelored .nd develoziznz countrics roly on '
Furopean and liorth ‘'xzerican firms, B.M.C., Rictesy Cenercl Hotors,
‘ord. and m.ny others have found foot-kclds in nmuny narte of the
world, llk» Sp.in, Irndia, Thailand, Singuvore, otce On cn inter=
nutisnal level, Govarament should resirict the luncrt e forecimm
cupit:1 and contrsl by foreign companies.

T¢ {1lustrute this point let ue examinc the exverience
of Sy2ine Spoin lucks the financial and technicol rasources nece-
stuly fer tio feveclonment of an efficient motor ipduatry, and nost
Sprnich rotor ranufosturers rely in one or both these rcspecﬁ§ ca
assistunce frc: Luropesn or Korth Americam firmne, Rogolties sor
knou-how, patent richts and licences are estimated tc reuresent
bolri of the n»rcducticn ccst of the €00D seat mecdel, By compsfznon.
the equiv.lent averuge figure fnruthe United Kingdor motor induse

try is oatinatcd to be only 2.8%.

Lgreeﬁcnt with stronger and larger goraig§ comp;nic; uzo
undoubtodly necessary in the initial stuges of develorments lo-
duy, howevgr, Spain:zn progreasing beyond this stago, gnd the dis-

A
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oy onbeses of dr wing too heuvily um technicul tal finn.ll uid
pen o nopufueturcra in the more udvunced couniid s are Logine
Ling to be eppreclatods : ‘G

In the {irst rluce, there is no guarunico th .t the rew

wicite proportd 'n of the eurnings of the associ ;:&‘¢§““SC‘6
voonies vAll Le re-invested so us to improve Ll cf:i;if":y .nd
o u.owd vp the develojment of the locul industs, R

Soeondly, a the local dndustry proves vu o :rofilible
e nrunber of wgrenronts with forelsn compunies tonao tB ineraune
5 loroe Purope n and liorth .mericun motor munuf cuiuwing crawni¥
4% ns ooeilr eno bty one to asecure a foothold in Ly couatrye 8
Cposult thero &3 o dionger thut the industry wiil »ouin bivhen
+n 4nto ok unduly large number of unitas,

Lustly, =lthough the high Spunish im-oxe t.rilf ic the
¢ An re.con wvhy foreizn firma are trying to lin vy wilh lued
sirasy thoir succeos in Jumping the tariff wall h 5 luscened the
~resvura &nd the desire tec see the tariff reducsde iltara 13 &

2 n-ep that the Cpanish turiff may outline its uisiviluncs «nd
renodin tco high for too long. Spandsh motor welicle aonufactur
~rgy theltored by the high protective turiff, lcii sulily to the
lonestie market, u«nd the time is upproaching whon tho indualry
pu Lt to be exposed to the hurcher wind of intern:tiond conpet=
st4on ..nd b-ocome lecs parochinl.

Hare we sco how luck of finuncisl and techinic.d rosours
cos could drive one ts foreign aid. Dut this fo. ?gn oid 45018
brinzs with it certuin urdecir.ble factors thut cre Bad foX the
country .nd industry in the lcng rulie

Technicinns
AR, Sl

“he l:bour force of the automobile in uslzy i§ comprisua

to a surprising degsree of unskilled or semi~-gkillzed uarxcra.sfog
~ N . ~ 14} .e < g -y tr\d g

n.ny oyor. Liuns of the indusiry ore st leuat s”u;f\atuAJ cde”
the o xe Lime it is nout all that e:tye L8 Mre I.L._Hcpwoffh 0.Y¥8y
nasenLly is a vory ccnplicated ond intricate opir..lula Tlg eu®
hus to Le prepurly assembdled to the exact speciiic ticns of the
sourse munulascturere

o we find thut thoueh moot technici. ro dg not rogulire
intonsive 2:&1:133 for long periods of time, thoy cidll ;qc?ﬂﬁome
oxperience before they veach some level of efff.;':icncy. 3 w;c&-
bly industry is a new feuture in the scozomys =% ighnat emzytﬁg
find workers with knowledge of vhat it iovolvess - ore sre !
n.4n sources of tcchniciuns b the momente Firsilys ?“?Fl‘ ?Q:
uere provioucly employed im firms thut deal in 8.103 oad Fep
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of motor vehicles, like venrne Brothers, Cycle .ni Carrlage, etc.

or froz the wvuricus emall moch:
urbun arcuas, schonic vorkehops scottorcd .11 over

The next source, is certuin henm .
Schoel where certuin orphans and juvenileeseiigiuzgg gigtizfgred
fromra Jouag age in wurious skills, like carpani;'y m;%“l ée;k
:nd mechnic:l cevicea, 1In fact, the Cycle ~nd C;;rixra gruck
assenbly plaA§ in Petuling Juya have contacts with the Hontfort
School froem where they recruit thoir techniciuns,

These arrangemants are all ri t for a sl
techniciins ro- unired, but once many firgi undert:lic ¢o g:zzzgl:f
lociilly, these meagre sources will be unatle to maot ithe dem.nd
of the industry. As a result of this, workers em:loyed by the
plunts will t.ke some « about 2 months = before thoy get the
hang of its This will of course meun inefficioncy indtially, with
the reoultant high coats of production,

Prejndice

One of the most difficult problems th:t will be faced
by the industry is that of prejudice ag.inst loc:lly acsemblod
vehicles. Hothirg ie as good us that mude in the home country
(country of origin) is the general attitude. \

For exampley many Jupaness makes of motor vohicles are
found in the country. aind until quite recently, woot purchucos
of zotor vehicles were prejudiced sgainst tham Lec.use the focle
ing was that nothing vas us good as that produced by the whiteman,
Lower prices of Japanese makes were not much of un incentive,

Agiin, we have Volkswagon cars, one of tho noct ponulay
nodels in the country, that are assembled in . uotrulia which are
sold 4in Malayaia, Purchases of the Volkswugon usually asiz for
vehicles which hzd beon mssembled in Germany, foeling thot the
rustrzlinne are not eo skilled at assemdling theso cure as the
Germany themselves,

Thig &8 one problem thut cemnot be handled physicully
with ascurance of results., Only time snd expericnce cun got rid of
these feolingse The workings of time is seen in tho growing
popularity of Japanece vehicles, especially coacercicl vehicles.

That sums np the salient problems that the Mulaysiua

essen industry is faocing or would face in the ncur future. I¥
¥iil :§§§ a har;?;trusglc to breuk through victordouse



by the Econcmist Intelligence Unit,

TABLE 8

PRODUCTION OF SPANISH MOTOR VEHICLSS, 1963

Paeaenger Cars 3

Seat 48,000
Faga 25,000
Citroon lllspania b,231
Munisa 2,500

Total o

Commercial Vehicles 3

Enasa (Pegaso) 6,500
Motor Iberica (bbro) 5,483
Barreiros 44439
Sava 24750
Razapy 1,122
Karpetan 50
Citroen 15,200
Imosa DXW 5366
- Fadisa Alfa Romeo 2,000
Isc Borgwurd 1,000
Alsa 1,720
Enmasa Me Bens koo
Roa Tenmps 1,000
Total
Special Vehicles ¢
Land Rover 54250
Viasa WALy L5
Total

Total Vehicle Production

Source § "Motor Busine

.-52-

79,731

48,030

4,80

¢ 132,565 units.

ss' No. 37, Japuary 1964 Xssued
Londone.



TABLE 9 (a)

AeVeR.F, RATES FOR SINGAPORRE

BEEAENNEE SN SRRSO RER R ANEES PR ER NN USSR AR LT TN NCC RS TN BT OND

Description | Passenger Cars Corimercial
o1 ‘ ; > Vohicles

Motor Vehicles éaaeablté o
in Sing.pore | 10% u43,

Imported CeBeUs vehicles
of Commonvculth origin 15% 59

Inpsrted C.B.Us 7ehicles '

of Non=Commonweulth origin 25% 154
(.¢. Less than 505 Commone
weulth contoat)

W e A SRR I

TABLE 9 (b)

AJV.R.F. RATCS FOR MALAYSIA

mmmnmmﬁmm‘snusim -snm:-an:nmaﬂmnawﬂn-m“

X Passenger Cars | Cammorsial
Deneriptiea & Vehicles
(1) (2) _(3) _
Motor Vehicles Assenbled
4in Malaysia 10% ) .54
!Iporteﬂ CeBela vehizles ‘
of Commonwealth origin 10% | R

orted C.B.U, vehicles
fgpﬁen-cozmo;sealth origin 25% 15%
(4.0. Lass than 50% Common=
wealth conteat)

. i
- OGRS
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