22 MAR 1996
PROTON TO GAI N FROM ECONOM ES OF SCALE FROM 2ND PLANT

By: Arshi Daud

KUALA LUVPUR, March 22 (Bernama) -- Perusahaan O onpbil Nasional Bhd's
(Proton) second plant near Tanjung Malimw || provide the conpany with
econom es of scale and the edge for it to scale new heights in both the
| ocal and export markets, anal ysts said today.

There is no doubt that with the new plant, which some had liken it to a
possible "Detroit of Ml aysia", Proton car buyers can expect a shorter
delivery period in the future. The waiting period nowis a frustrating five
to six nonths.

"But the true benefit lies in fixed cost reduction," one of the
anal ysts said.

The second plant, which forns a segment of an integrated autonobile

township, will increase Proton's production of 180,000 per annumat its
exi sting Shah Alamplant to 500,000 units per year by the year 2000.
The whol e township, said to cost RMA billion, will be constructed in

Behrang U u. To be known as Proton City, the township will occupy an area
of 1,600 ha.

Besi des Proton's second factory, the area, will anong others, consi st
of a proving ground, an autonpbile technol ogy centre, staff housing,
war ehousi ng and vendor industrial areas.

Tonmorrow, the prine mnister, Datuk Seri Dr. Mahathir Mhamad, will
performa ground-breaki ng cerenony for the township.

The autonobile industry anal ysts said Proton was set to gain from cost
reducti on when the new plant was fully operational in four years.

One anal yst, who said better econonies of scale could be obtained by
havi ng annual production of 200,000 units per nodel, went on to say that
barring any unforesen circunstances, Proton m ght see its fixed cost
sl ashed by nore than half.

"Wth the cost reduction, we can hope Proton to transfer the benefit to
its buyers in termof |lower prices," said another anal yst.

Wth such cuts, Proton can al so expect better returns fromits sal es,
he sai d.

"The nost inherent benefit, however, will be for the export market,
where now, in a bigger part of the market, Proton receives marginal to near
zero margin," the first anal yst clai ned.

Proton currently exports around 18 to 20 percent of its annual out put
to about 30 countries. It is now gearing up for better market penetration
as the world econonmies nmarch to an open market scenario |ater.

Describing the situation as a Catch 22 situation, the anal yst said,
"It's a situation whereby one has to trade short termbenefits for |ong
termgains."

"Proton definitely needs a second plant for output expansion to cope
with the high waiting list in the donmestic market," said another anal yst.

But she questioned whet her Proton cars can expect to receive the sane
terrific response donestically as it has been getting till today,
especially as conpetition gets nore aggressive with the entry of newconers
as the |l ocal market becane |iberalised.

For that reason, Proton's managi ng director, Datuk Mohd Nadzm Salleh,
had said that it needed to expand its export market as it was the best
option for its viability.

"But to be able to conpete overseas, Proton needs a price advantage by
selling cars cheaper than its conpetitors. This requires spreading the



fixed cost to a | arger nunber of cars produced," one of the anal ysts said.

"And in spreading the fixed cost, Proton has scored a plus by allow ng
econom es of scal e anbng the vendors by relocating themwi thin Proton City
and guaranteeing a | arge order," he said.

Such benefits woul d be passed back to Proton in terns of |ower parts
prices, he added. --BERNAMA
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