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THE Asean Free Trade Area (Afta), conceptualised in 1992, is the first
conpr ehensi ve programe to reduce trade barriers in the region - to 0.5
per cent by 2003 for menber countries. (The deadline has however been
extended for the new y-joined nenbers of Vietnam Laos and Myanmar.)

Afta will certainly have an inpact on the |local scene, with the
autonotive industry expected to be anobng sectors that will be seriously
af f ect ed.

A local anal yst says that since the main objective of Afta is free
trade, it would translate into higher quality products at conpetitive
prices, sonething which would ultimately benefit consuners. Manufacturers
woul d t hus have to buck up and churn out quality goods at reasonabl e
prices.

So what happens to the Mal aysi an car-nmanufacturing i ndustry?

Proton and Perodua, the two nmain players, will have to gear up for
direct conpetition with foreign marques. They will have to adopt nore
aggressi ve marketing strategi es and provi de nore conpetitive pricing
structures.

I ndustry observers say renoval of the tariff advantage will certainly
bring foreign car prices down, naybe to | evels |ower than that of
Mal aysi an nodel s. Consuners will al so have a wi der range to choose from as
car-makers, fromJapan's Honda, Toyota and Ni ssan to continental
manuf acturers |i ke Citroen, Vol kswagen and Fiat, step up their presence in
t he region.

I ndustry sources warn that this additional range will significantly cut
into Proton's and Perodua's nmarket share. "Wth the cut-throat conpetition
inpricing that is likely to result, Ml aysians may choose foreign over
| ocal since they equate foreign with quality, be it product-w se or
pertaining to after-sal e service.

Anot her anal yst asks: "Wuld you buy a Proton if you had other choices?
Qoviously the local industry has been protected thus far, allowing it to
keep prices lower than those of inports, but when prices are conpetitive,
qual ity becones the major criterion for buying.'

He says as far as the national cars are concerned, Ml aysia cannot
afford to fail. ~The consequences are far greater than just |osing narket
share to foreign conpetitors. Apart fromthe massive outflow of foreign
exchange, other issues of manpower and unenploynment will step in,' he
says.

Proton has created over 6,000 jobs directly while spinning-off 100, 000
enpl oyment opportunities in sectors like distribution, service and auto
parts. These figures portray the extent of the car-maker's involvenent in
the | ocal econony.

Sone i ndustry sources however believe that Perodua will actually benefit
fromtrade liberalisation. Perodua, selling snmall and highly affordable
cars, caters for a niche market. Being the only manufacturer in the mcro-
cars segment for the Asean region thus puts it on a strong footing to face
Afta.

According to the Mal aysi an Autonotive Association (MAY), Proton sold
87,115 cars from January to June 2000, representing 65 per cent of total
passenger-car sales. This was slightly | ower, percentage-w se, than the
70,126 units sold in the sane period | ast year (66 per cent).

Total sal es of Perodua passenger cars in the first half of this year was



36,203 units, a market share of 27 per cent, conpared with 28,223 units or
26 per cent in the first half of 1999.

Forei gn-car sales stood at 10,760 for the first half of this year
conmpared with 8,491 units last year, with market share bei ng maintai ned at
8 per cent.

MAA reports that overall production (including assenbly) for the
national and foreign makes in the first half of 2000 i nproved by 30 per
cent to reach a total of 175,110 units conmpared with 134,486 units | ast
year.

Whi | e production of |ocal cars increased by 22 per cent to 143, 768
units, foreign nakes registered a hefty increase of 93 per cent or al npst
double to reach 31,342 units in the first half of this year.

Despite the 30 per cent increase in total production, only 64 per cent
of the installed capacity was utilised in the first half of the year. MAA
forecasts that total nmotor vehicle sales will be naintai ned at 350, 000
units for the year 2000 (see Tables 1 and 2).

One of the main concerns expressed is the possibility of the coll apse of
Proton or Perodua. Should this happen, the results woul d be disastrous,
perhaps with unenploynent rising in a chain reaction. Even Prinme M nister
Dat uk Seri Dr Mhat hir Mhanmad has voi ced concern over the inpact of Afta
on the national car industry. The problemarises not |east because of the
| ack of conpetitiveness by Proton and Perodua.

In econonies of scale, the | ocal autonotive industry lags far behind the
bi g boys in passenger-car production. In fact, Datuk Mahathir even
suggested, and got, a defernent of two years, from 2003 to 2005, for the
i npl ementation of Afta in Malaysia's car industry.

MAA president Aishah Ahmad reiterates, "W are still not clear to what
extent the tariffs are coming down... the ways of liberalising the |oca
autonotive industry also remain unclear. W are still waiting for

directions on certain matters."'

Whet her the two-year defernent will rmake a difference remains to be
seen. In the meantinme, other issues that need to be sorted out include the
threat of gl obal car conpani es taking over the |ocal car industry and
whet her the Ml aysi an Governnent shoul d continue tariff protection for
Prot on and Per odua.

I ndustry sources concede that protectionismfor core sectors is vital
so far the [ ocal autonotive industry has been enjoying a |iberal dose of
that. But the question is, howlong should protectionist policies be
conti nued?

An extrene exanpl e of such policies gone awy would be India' s car
i ndustry. Hindustan Mdtors Limted has been churning out inprovised 1954
Morris Oxfords as new Hi ndustan Anbassadors for decades with the thene
“New Technol ogy, Enduring Val ues'.

Lack of conpetition has |left the Indian autonotive industry conpl acent
and | acking in research and devel opnent, with mi ni nal changes bei ng
incorporated in the manufacturing of autonobile parts and nodel s.

Proton is certainly far fromthis scenario but the question that cones
uppernmost in mind is, can we afford the luxury of stagnating, a quality
that protectionismtends to breed? The obvi ous course of action for the
i ndustry's success, naybe even survival, is to be able to change with the
times, to be conpetitively priced, and to offer quality and good after-
sal e service ained at wooi ng the wi der, global market.

A recent Ml aysi an Autonotive Industry Report highlights that
protectioni st policies have transforned and strengt hened the position of
nati onal assenblers but concurrently pronote inefficiencies anbng | oca
producers and deprive consuners of affordable inports of higher quality
and better variety products.



A new phenonenon is enmerging in the auto industry - the Asian or Asean
Car. This project, which has been going on for quite sone tine, involves
di fferent conponents bei ng manufactured and assenbled in different Asean
countries. Future exenptions in tariffs would increase the conpetitiveness
of the Asian Car

Honda City, N ssan AD Resort, Ni ssan Serena and N ssan Terrano are sone
exanpl es of the Asian Car. Wile the AD Resort, Serena and Terrano are
conmpeting in different segnents, Honda City is a major success in the
passenger - car segnent.

Oiental Holding (distributor for the Honda car) figures show nmarked
increase in the sales of Honda City, nmarketed as a niche product and an
alternative to Proton Wra and Proton |swara.

“Perodua and Proton should learn fromHonda City's Asian Car progranme.
They shoul d resort to manufacturing parts at the cheapest |ocations and
then assenble the final product locally to take advantage of | ower
production costs,' says Ai shah.

For the Asean region, Ml aysia has to conpete agai nst three other
nations - Thail and, | ndonesia and the Philippines. Wile Indonesia s and
the Philippines' autonotive industry remain |acklustre, Thailand is set to
conpete head-on with Ml aysia. Recent press reports even tout Thail and as
"the Detroit of Asean.'

Conmpared to protectionist Malaysia, Thailand has a free-for-all policy.
Car manufacturers fromJapan and the United States have made it the
regi onal headquarters for sone of their nodels. The US Big Three (Genera
Motors, Chrysler and Ford) have set up assenbly plants in Thailand, a
recognition of the country's potential as an export hub to the Sout heast
Asi an region (see Tables 3 and 4).

On the bright side, Afta presents an excellent opportunity for Ml aysian
car manufacturers to venture nore aggressively abroad. The Asean narkets
of Thailand, the Phillipines, Vietnamand |Indonesia offer some strong
prospects of sales for Ml aysi an- made cars.

Sal es figures for the Asean region | ook very prom sing this year
conmpared with 1999. Aishah projects a total figure of 1,059,913 notor-
vehicl e sales in 2000. Proton could benefit fromthe opening of the
regi on.

"Proton is fortunate to share Mtsubishi's platform' explains an
anal yst, referring the tie-up between Proton and the Japanese car-nmaker.
"M tsubishi's exports to the Asean region is relative | ow conpared to
Japan's Big Three - Nissan, Toyota and Honda. This allows Proton to
conpete head on with other nakes directly. Imagine a Mtsubishi Colt-
Lancer and Proton Wra conpeting together in Asean nmarkets. Wio woul d have
the better |ead?

Currently, Proton is aggressively looking for tie-ups with foreign
manuf acturers to give it the edge for the future. Apart fromProton's
partnership with Britain's Lotus, the conpany is exploring other avenues
with carnmakers |i ke of Honda and possi bl e new engineering tie-ups with
Dai m er Chrysl er, Ford and General Modtors.

Afta presents nenber countries an excellent warmup as preparation for
gl obal i sati on under the Wrld Trade Organisation (WIOQ. Wth keener
conpetition, Proton and Perodua will be forced to inprove efficiency,
| ower production costs and i ncrease exports.

Besi des triggering inproved sales strategies, stiff conpetition would
i nduce better research and devel opnent (R&D). Surely this would result in
a slimrer Proton but certainly one | eaner in nmany aspects.
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