Perhaps at more
than any other
time in its 20-year
history, Proton is
facing issues that
L couid have a

PIX BY'RAZALI MOHAMED

significant bearing
onit. Howwillit
ride out the
bumps?
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Stories by Clarence Y K Ngui

-
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HEN the first model of the Malaysian-
made Proton Saga rolled out in 1985,
it was a historic moment for the
nation. The Saga, based on the
Japanese Mitsubishi Lancer, marked
the nation’s ascendancy to the ranks
of less than a dozen car-manufacturing countries.

While many Malaysians saw the event only as the
making of an affordable passenger car, former Prime
Minister Tun Dr Mahathir Mohamad saw more. For
him, the Saga represented a grand vision of making
Malaysia a centre of automotive design, engineering
and manufacturing.
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Dr Mahathir: The nation stands proud

To date, Malaysia has invested more

than RM2o billion in developing

infrastructure and support services for
the national automotive industry. Some
350 automotive parts and component
makers have been established and Proton
and its vendors directly employ more
than 100,000 trained personnel.

With Proton Holdings Bhd celebrating
its 20™ anniversary this month, it can be
said to have come of age. It is no longer
the new kid on the block and has long
moved beyond the assembling of licence-
built Mitsubishi Lancers and the French
Citroen AX.

The national car company has acquired

its own designing, engineering,
manufacturing and testing
capabilities. Since 2003, Proton has
been launching home-grown
models such as the Waja, Gen-2
and more recently the Savvy.

‘It is a very considerable feat,’

of automotive companies that can build
a car from scratch to full-road worthiness.
“The nation stands proud,” he says.

But, with all its successes, Proton is also
ata crossroads. While once every eight out
of 10 new cars on Malaysian roads were
Protons, now that figure is closer to four.

Do you know how much spin-off was
created from the automotive industry? Most
countries have a 40-year protection period
for any new industry. The Malaysian auto
industry is only 20 years old. — Dr Mahathir

says Dr Mahathir, now Proton
advisor, in an exclusive interview
with Malaysian Business. He
believes Proton is one of a handful

Will Proton’s market share continue to
slide or can the Waja, Gen-2 and Savvy
address the problem?

Proton’s eroding market share is not its
only predicament. There has also been
much speculation over the position of its
chief executive officer, Tengku Tan Sri
Mahaleel Tengku Ariff. At the time of
writing, his position seemed secure and
it was business as usual for him.

He refused to comment on the.
controversy, saying that he did not want
to stir up any more excitement (see
interview with Mahaleelon DAge33).

Creating an engineering base

Without doubt, Malaysians now have a
wider choice. For instance, the Proton
Wajanow finds itself priced competitively
against rivals such as the Hyundai Accent,
Kia Spectra and Hyundai Getz.

But are Malaysians paying a higher
price for their cars?

Mahaleel says Proton is already selling
at very competitive prices. ‘The Gen-2 is

Proton’s new a much superior car to the Wira, but we
generation Gen-2 are still selling at almost the same price.’
Is powered by the Dr Mahathir says it is disappointing
Lotus-designed when people do not see the complete

Campro engine picture. ‘Do you know how much spin-off

was created from the auto industry?’ he
asks. ‘Most countries have a 40-year
protection period for any new industry
they’re trying to nurture. The Malaysian
auto industry is only 20 years old.’

For him, the pride of having a
successful automotive sector naturally
comes at a cost. But he believes that in
the long run, it is Malaysians who would
gain.
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Wan Mohd: We must not be impatient

to subsidise their automotive
industries?” he asks.

So, are Malaysians prepared to
pay to support a national car
manufacturer like Proton?

Wan Mohamed says it will be
almost impossible for Proton to
make an about-turn. ‘There is so
much at stake. Without Proton, it
would be almost impossible to
support the local auto-parts
industry,” he says.

‘We are looking at spare-parts,
ceramics and audio-visual
manufacturers. They might lose
everything. You cannot deny that
Proton and its vendors have
created a vibrant economy for
Malaysia.’

Malaysian Automotive

Association (MAA) president Datuk
Aishah Ahmad agrees. ‘Proton has come
along way,” she says.

Economies of scale

If Malaysia must move forward with
Proton, shouldn’t it help Proton lower
production cost through economies of
scale? For Proton’s long-term sustainability,
the industry must achieve cost savings
through large-scale production.

For now at least, even if Proton
produces 250,000 vehicles a year, it may
not be enough. Automotive standards
demand atleast 500,000 vehicles per year
to achieve optimum efficiency.

The Sawy is
‘We must not be impatient,” says Proton Pr [Zon 7( qz‘temﬁt
Vendors Association president Dr Wan o break into the
small-car market }

Mohamed Wan Embong. He believes that
if the South Koreans and Japanese paid a
price for their successful automotive’
industries, why are Malaysians not
willing to make the same sacrifice? ‘Do
you know how much the Japanese and
South Korean governments were willing

THE THAI EXPERIENCE
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SAGA TO SAVVY: PROTON'S 20-YEAR JOURNEY FROM
ASSEMBLERTO FULL—FLEDGED CAR MANUFACTURER

19585-1995. THE START-UP YEARS

Proton's Start-up Focus
To master vehicle assernbly

investment into'basicautomotive
manufacturing infrastructure

Deve!opmg Local Industry : ;
Vendors produce components according to
specifications and design by Proton
1985: First Saga rolls out at 18% local
content
1985: Proton cars have on!y 228 locally’
sourced components
1990: Proton cars have some 1, 200 local
components from 110-home- grown vendors

- RM500 million

Export Sales
1986: First exports compr e 2'5 cars to
Asian country

1995: In.a'bid to.go mternatlonal 20,836 unlts :

-are exported; with dlscounts

Engine
‘Proton did'not have the capability. 1o deslgn
and engmeer its own engme AII englnes

:Sourcei Proton Holdings Bhd,

But at least Proton seems to be on the
right track. For example, within 12 years
of rolling out its first car, it acquired the
capacity to design its own platform and

1996 2005 THE ROAD TO INDEPENDENCE

‘:Proton s Upgrading Focus...
To achieve fully |ndependent world c)ass

design-and-build capability-

Investmeritinto advanced R&D engineering
capabilities and-infrastructure

Developing Local Industry

Proton’s véndor.development programme has
created expertise in‘advanced manufacturing
2002: Local content purchase‘amounted to
RM3.69 billion

2005: New-generation Protor cars fike Waja,

- Gen-2 and Savvy have more than:90% local
content
~2005; Over 5,000 local components supplled by

247 vendors and 3,000 sub-vendors

Engme
i1

models. ‘How can you compare Proton
with other companies that have more
than 50 years of designing capabilities?’
asks Mahaleel.

Perhaps, for now at least, Proton must
depend on its various strategic alliances
to achieve economies of scale. This best
answers why the Proton Savvy sources its
engines from Renault. ‘If we
manufactured engines for only 50,000
units, the cost would be sky-high,” says Dr
Mahathir.

Even without full economies of scale,
Proton isa profitable company. For FYE
March 31, 2005, it recorded a net profit

What Proton lacks
in economies of
scale, it makes up
in low cost of
creative
engineering... We
have among the
most competitive
pricing for fuel and
personnel costs in
Malaysia.
—Mahaleel

of RM810.1 million on the back of revenue
of RMS8. 5 billion. Amazingly, according to
Mahaleel, Proton has never incurred a
loss, even during the financial crisis of
1997/98.

What Proton lacks in economies of scale
it makes up in its low cost of creative
engineering. Says Mahaleel, ‘The cost to
fully developed and test a car in Malaysia
is much lower than in Europe, Japan or
the United States. We have among the
most competitive pricing for fuel and
personnel costs in Malaysia.’

Perception of quality

Among Proton’s biggest hurdles today
is how to address the adverse perception
of its quality. With more than two million
vehicles sold, perhaps it is not surprising
that Proton would have a numerically
higher number of complaints.

‘All cars have problems. But we have
reduced our defects from 15 defects per
car in 1996 to four or five defects
currently,” says Mahaleel.
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A CAR FOR RM11,0007

PIX BY MOHD JASMIN RAMLI

Aishah: Proton has come a long way

‘Do you think other cars do not have a
quality problem?’ asks Wan Mohamed.
Interestingly, he owns a spanking new
Mercedes Benz S-class and he recently
forked out some RM20,000 for repaiis.
Tm not complaining that my Mercedes
has faults,” he says.

Wan Mohamed says Malaysians have
to look beyond quality, at least for the
short time-frame. “This is not only about
Proton. It is about the creation of a whole
new industry in Malaysia. We are
developing a community of component
manufacturers.’ (See box story on Proton
vendorsonpage30.)

For him, every stage of development  This is not only about Proton. It is about the
et o come with some lessons - creation of a whole new industry in Malaysia.
; ’ We are developing a community of component

need time,” he says.

Soon, Proton will phase out models manul:acturers. — vvan MOhamed

more than a decade old. Dr Mahathir

confirms that the Iswara model (avariant ~ Proton’s export potential determinant for its sustainability will be
of the original Saga) is at the end of its While Proton can improve its market  its export potential. Can it widen its
product cycle. standing locally, the long-term external market?

The late 1990s and early 2000s saw

Proton having a tough time exporting its

FIV,E"YEAR FlN‘ANCl;A!“ H'GHL'GHTS . e models. ‘Tt was difficult,” says Mahaleel,

EYE Mar 31 (RM mil] 2005 = 2004 2003 ‘but the Iswara and Wira still managed to

penetrate competitive markets such as the

United Kingdom. Even with the old Saga,
we did not do badly.’

In the 1980s, the rationale behind

Proton’s exports was the acquisition of
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KEEPING THE VENDORS ALIVE

market share. Dr Mahathir says Proton
made losses on each car sold abroad then.
Obviously, it was not a policy the company
could implement indefinitely.

Proton later changed this and started
exporting its cars at a profit. In 1997, it
shipped out 27,000 cars. However, the
exports were not managed by Proton but
by its then parent company, DRB-Hicom
Bhd.

Afta and fair competition

Both Dr Mahathir and Mahaleel are
requesting a fair deal for Proton. ‘If you
must compete, it has to be on a level
playing field,” says Dr Mahathir. ‘If other
car companies need only 40% local
content, Proton can also do likewise, but
what about the vendors and the economy
atlarge?’

And that’s not the only problem. Dr
Mahathir claims that Proton’s loss of
market share is partly caused by the
under-declaration of its competitors. ‘Tt

Approval of new assembling
licence to be granted only if
applicants can bring in added-
value services such as R&D. The
country of origin should also
reciprocate to allow similar
faciliti ton and Perod

CBU passenger cars older than
fi hould be i

Rebate/discount on excise duty for
Proton and Perodua should

national car manufacturers and
local vendors.

Y .

Making the Gen-2 at Proton’s new state-of-the-art plant in Tanjung Malim

is unfair competition,” he says (see box
story on the APcontroversy onpage 29).

Wan Mohamed shares Dr Mahathir’s
concerns. ‘Doyou think there is perfect free
trade? he asks. ‘Why is Malaysia opening
its market when our neighbours are
imposing a barrage of tariffs and
restrictions on Malaysian-made products?

‘If foreign makes have an easy access
to Malaysia, Proton should also have
equal access to markets such as China,
Japan, South Korea and Thailand. Why
are these markets creating barriers to
Proton’s and Perodua’s entry?’ (Perodua
is Malaysia’s second national car
project.)

However, MAA’s Aishah believes
liberalisation of the Malaysian
automotive market is a natural
progression. ‘Things change. Proton must
be able to make the necessary changes,’
she says.

A new Proton in the making?

‘We are changing with the times,” says
Mahaleel. ‘For example, Proton buyers
now have a wider choice of which
distributor to buy their cars from. If they
dq not like Edaran Otomobil Nasional
(EON), they can buy from Proton Edar.’

Continues on page 35
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Challenging road ... from page 30

CHRONOLOGY OF EVENTS

He insists that all Proton foot soldiers
at its retail outlets have also changed. ‘T’'m
sure no Proton salesman would today
force you to buy accessories.’

Aishah believes what Proton needs now
is to regain a strong branding position.

Dr Mahathir however believes in

looking beyond Proton’s
immediate woes. He
saysin thelong term, the
company is planning to
make a hybrid car. But
progress is slow due to
constraints such as

With Lotus and
MV Augusta in
its stable,
Proton's drive

partnership with its Japanese partner,
Daihatsu Motor Co. I believe Proton will
also benefit from this partnership,” she
says.

Mahaleel believes Proton’s joint
venture with the German marque would
be a win-win situation. ‘We can tap their
technological experience
while VW will gain an
immediate base in
Malaysia,” he says.

The question remains
whether Proton’s main
shareholder, Khazanah

limited funds for forward mi ht Nasional Bhd, would

research and come Iarge y take the bold step of

development. g = selling Proton’s shares to
from its strategic .,

The Volkswagen {)’a rtnershlp WIth  Dr Mahathir cautions

alliance against an outright sale.

With British sports OIkswagen' ‘You can sell Proton like

car-maker Lotus and
Italian motorcycle-maker MV Augusta in
its stable, Proton’s drive forward might
come largely from its strategic
partnership with Volkswagen SA (VW) of
Germany.

Aishah believes this tie-up can herald a
new development for the national car
company. ‘Perodua has benefited from its

how they sold Skoda or
Seat, but what will happen to Proton and
its vendors?” he asks.

All said and done, these days Proton has
alot of thinking to do. Twenty years after
its inception, things are still not all
assured. On the contrary, they have
become more challenging. Will Proton
rise to them? I
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