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Since its early beginnings in the sixties, the automotive industry of Thailand experienced alternating feats of expansion and contraction. This paper reviews the policies and market environment that have shaped the development of the automotive industry in the last three decades.

1. History of Boom and Bust

1.1  The Era of  Protecting Automotive Industry (1961-1989) 

The import substitution policy during the 1960s ushered the beginnings of the automotive industry in Thailand. To encourage domestic production, tariff rate on completely knocked down (CKD) vehicles was set at 40 percent, while tariff on completely built-up units was 80 percent. As a result, production increased from 525 units in 1961 to 12,140 units in 1969, and sales rose from 6,806 to 65,445 units in the same period. 

The investment promotion policy attracted investments from Europe, United States and Japan. At least nine assembly plants were set up from 1961 up to 1969. But because of weak domestic demand, most of these plants were underutilized. Moreover, continuous importation of major auto parts contributed to the deterioration of trade balance. In 1969, the Thai government was forced to raise the tariff on CKD kits from 40 percent to 50 percent to reduce the trade deficit. And to boost investments in domestic production of automotive parts, the government imposed minimum local content requirement of 25 percent on automotive assembly. This policy encouraged Japanese automotive assemblers to bring in their parts suppliers to Thailand.

A major obstacle to the development of the domestic auto parts industry during this period was weak domestic demand. The absence of scale economies raised production costs and resulted in high automotive prices. Domestic demand was further reduced by a fourfold increase in oil prices in 1973 which caused automotive sales to contract by as much as 50 percent of its 1969 level.

By 1975, the Thai economy started to pick up, growing at 4.95 percent in 1975, then 9.17 percent in 1976 and 9.86 percent in 1977 (Figure 1). Automotive sales likewise increased by 29 percent, reaching 101,323 units in 1977 although domestic production was only 65,875 units. The wide gap between sales and production meant that demand was being satisfied by imports, hence trade balance on automotive was worsening. In order to reduce the trade deficit and boost the domestic industry, importation of CBU vehicles with engine size of 2300 c.c. and below was banned. In addition, the government raised the tariff rates on CKD kits from 50 to 80 percent, and on CBU (Completely Build Up) vehicles with engine capacity over 2300 c.c. from 80 to 150 percent. Other measures to boost capacity utilization included limiting the number of automotive models and higher local content requirement on passenger cars, i.e., from 25 percent to 50 percent for 5 years. The latter measure may be attributed to the lobbying efforts of the Thai Automotive Parts Manufacturers’Association (TAPMA). But despite the import ban, domestic production of passenger cars in 1979 dropped only from 21,869 units to 21,602 units due to the high cost of imported parts.

Figure 1: Real GDP Growth, Automotive Production and Sales, 1961-1999

Real GDP Growth (percent)
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Source: The Federation of Thai Industries

Although sales of automobile improved slightly in 1977, the market remained sluggish until 1982. This was due to the slowdown in the agricultural sector, which in turn eroded the purchasing power of a large segment of the population. Thus, despite attractive marketing campaigns such as free interest charges or longer leasing period at lower interest rates, automotive sales remained flat.

The recovery of the Thai economy in 1983 provided an opportunity to launch new vehicle models as a way of stimulating demand. However, the government had to impose limits on the number of models to be produced in order to arrest the increasing cost of production and to enable the domestic parts producers attain economies of scale. To further boost the development of the parts industry, the government raised the local content requirement to 54 percent. This policy gave rise to new investments in automotive parts. It also facilitated the transfer of modern technology to the domestic industry.

In 1985, sales of automobiles suffered another setback following the economic slowdown caused mainly by a dramatic fall in world agricultural prices. To cushion the impact of the slowdown, the government implemented several tax measures. The tariff rate on CBU vehicles with engine capacity of 2300 c.c. and less was raised from 150 percent to 180 percent. Ditto the tariff rate on CBU vehicles with engine capacity over 2300 c.c. from 180 percent to 300 percent. As expected, the price of imported automobiles soared. In addition, the appreciation of the Japanese Yen pushed up the cost of major auto parts imported from Japan. These twin pressures raised the average prices of passenger cars by 40,000-50,000 baht per unit, while the average prices of pick-up vehicles increased by approximately 10,000 baht per unit (Thai Farmer Bank 1986).

Apart from raising the prices of imported parts, the appreciation of the Yen triggered the relocation of the Japanese parts producers to Thailand in order to reduce their costs of production. Consequently, during the 1980s, the number of foreign auto parts suppliers that have moved to Thailand increased dramatically.

1.2 Partial Liberalization (1990-1996)

Since 1987, sales of automobile have been bolstered by strong economic growth. From 1987 to 1990, the economy expanded at an average rate of 10 percent, peaking at 13.29 percent in 1988. Since then automotive sales remained buoyant. In 1989, automobile sales rose by 43 percent from 145,360 units to 208,243 units. Within four years, 1990-1993, sales of automobiles grew by 15.2 percent, compared to 8.2 percent growth during 1961-1989. Demand was so strong that automotive production could hardly keep pace with its rapid growth.

In 1990, sales grew at an unprecedented rate of 46 percent from the previous year’s level. Given the strong demand, the Thai government allowed the assembly plants to expand their capacity and also relaxed the importation of passenger cars with engine capacity of 2300 c.c. and less. The limitation on the number of automobile models was also lifted to provide consumers with more choices. Such promising developments were thwarted, however, by the Persian Gulf crisis in August 1990 and the Thai political interregnum in February 1991 that caused a sharp contraction in automobile sales.

Nonetheless, the 1990s saw the market opening up after more than 30 years of protection. The pressure to liberalize came from the General Agreement on Trade and Tariff (GATT) that demanded a reduction in tariff rates on both CBU vehicles and CKD kits. A new tariff structure was put in place. Tariff rates on both CKD kits and CBU vehicles were reduced by more than 50 percent. Specifically, the government reduced the tariff on passenger cars with size over 2300 c.c. from 300 percent to 100 percent while the rate on passenger cars with size 2300 c.c. and below was reduced from 180 percent to 60 percent. For CKD kits, the tariff rate was lowered from 112 percent to 20 percent. The reduction in tariff on both CKD and CBU bridged the gap between domestic and the foreign automotive prices (Rangsan 1993).

By 1992, the government reduced the tariff rates anew. Tariff on CBU with engine size of 2400 c.c. and below was reduced to 42 percent, and on CBU with engine size over 2400 c.c. was reduced to 68.5 percent. Thus, lower domestic automotive prices, combined with economic expansion, spurred the rise in sales during the period 1991-1996, reaching a peak level of 589,126 units. 

Several factors account for the the strong automotive sales between 1993 and 1996. First, the liberalisation of taxi registration boosted the demand for passenger cars with engine capacity of 1600 c.c. Second, the government imposed a requirement that all vehicles to be sold beginning January 1993 should have a catalytic converter. This compelled producers to dispose their stocks before the deadline. To do this, various sales promotions were launched. The sales promotion campaign offered low down payment and interest-free financing schemes. Third, during this period, automobile producers introduced low-priced vehicles because of tight competition in the market. For example, the Toyota Corolla, model introduced in 1996 was priced only at 423,000 baht. Strong demand resulted in some 10,000 unserved orders. Toyota also introduced Soluna model priced at slightly over 300,000 baht. Honda used the same strategy by introducing the City model which is priced lower than their other models. The Korean automakers followed this lead but was unsuccessful in challenging the Japanese dominance in the market.

To keep pace with an unprecedented rise in sales, the assemblers expanded their capacity. Toyota set up a new plant with a capacity of 50,000 units per annum at the Gateway Industry Park in Chachoeng Sao province. Honda also put up a new plant with a capacity of 60,000 units per year in Ayuttaya province.

 In the mid-1990s, the American big three (General Motors, Chrysler, and Ford) announced their decisions to set up their own assembly plants in Thailand, recognising the country’s potential of becoming the export hub in the Southeast Asian region
. The decision to locate in Thailand was also motivated by the fact that Thailand has a relatively well-developed automotive parts industry compared to its neighbors. Thailand’s commitment to trade liberalization in the face of a rapidly globalizing economy also served as a strong attraction to these multinationals. The reintroduction of the Thai government’s industrial promotion policy in 1994 further boosts its chance of becoming the future hub in Southeast Asia
.

 As more assembly plants were set up, a significant number of foreign automotive parts manufacturers also established their production bases in Thailand. This movement is reflected in the increasing value of foreign investment projects approved by the BOI. In 1994-1997, the value of BOI-promoted projects was four times higher than the recorded value in 1990-1993. In particular, the value of such projects reached 15,070 million baht in 1997. The increased foreign investment in the automotive industry brought in new line of auto parts that had never been produced in Thailand such as the transmission system. In terms of foreign participation, Japanese investors played a crucial role with a 65 percent share in total investment in 1998 equivalent to 7,995.5 million baht.

 Apart from the industrial liberalisation policy, the expansion of automotive industry was also fueled by the financial liberalisation policy initiated in 1993. The policy allowed investors to borrow cheap funds from foreign sources. As investments in the automotive industry is lumpy, scale economies is important. Industry capacity expanded rapidly within a short period of time. Figure 2 shows the planned capacity of the industry in year 2000 prior to the Asian crisis. According to this forecast, the capacity would reach 1 million units per annum in 2000. However, several assembly plants were forced to reduce the utilization of existing capacity in view of depressed demand, whilst some producers have to scale down their investment plans. General Motor, for example, lowered its investment target from US$750 million to US$450 million, thus reducing its planned capacity from 100,000 units to 40,000 units. 
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Figure 2 Capacity Expansion Plan before the 1997 Economic Crisis

1.3 The Crisis and its Aftermath (1997-Current)

Since the domestic market accounted for approximately 90 percent of automobile sales, the crisis hit the automotive industry where it hurts most. In 1997, sales dropped to 363,156 units from 589,126 units in 1996. In 1998, automobile sales continued to tumble, declining to 144,065 units — a drop of 76 percent from 1996 sales.

What caused the drop in automobile sales? Automotive sales were already on a downward trend since mid-1995. The growth of gross domestic product (GDP) dropped to 5.5 percent in 1996 from 8.8 percent a year earlier. But the flotation of the baht in 1997 resulted in –1.3 percent change in GDP for the year and fell to –10.4 percent in 1998.

The currency flotation affected the automotive industry in several ways. First, the continuous depreciation of the baht since May 1997 raised the prices of imported automobiles. But the prices of domestically assembled automobiles also rose because of the higher cost of imported raw materials. Thus, demand contracted.

 Second, the credit crunch in the Thai banking system in late 1997 until mid-1998, following the suspension of 56 finance companies, had adversely affected automotive demand. Consumers’ purchases of automobiles were sharply curtailed since over 70 percent of sales were financed through credit. To stabilize the baht, the government raised domestic interest rates which directly hampered automobile credit sales. Moreover, the Bank of Thailand (BOT) imposed stringent automobile credit policy that required consumers to pay 25 percent of the vehicle’s value as down payment, although the financing period was extended to more than 48 months. In addition, the BOT also required financing companies to limit automotive credit to only 5 percent of their capital
.

 Third, the tax structure on automobiles was adjusted which caused prices to increase. Value added tax (VAT) was raised from 7 percent to 10 percent in October 1997. The government likewise increased the import tariff on CBU passenger cars. For cars with engine size of 2400 c.c. and below, the tariff was adjusted from 42 percent to 80 percent, and for those with engine size of over 2400 c.c., from 68.5 percent to 80 percent. 

 Meanwhile, the import duty on CKDs was raised from 22 percent to 33 percent. While the duty on CBUs remained at 80 percent, the excise tax on CBUs were adjusted. The tax on CBU passenger cars with engine size 2400 c.c. and smaller fell from 37.5 percent to 35 percent. For the CBUs with engine size between 2400 c.c. and 3000 c.c., the excise tax was adjusted from 43 percent to 41 percent. The tax on CBUs with engine size over 3000 c.c. was reduced from 50 percent to 48 percent. Moreover, the excise tax on pick-ups was reduced from 5 percent to 3 percent.

 A rationale given by the Thai government for adjusting the tax structure is that it is committed to abolish the local content requirement by the year 2000. Thus, the higher rates of protection given to parts manufacturers and assemblers are meant to cushion the impact of the imminent elimination of local content policy.

Nonetheless, production of automobiles fell with domestic sales. The automotive parts industry was unavoidably affected by contracting sales. Unemployment expanded. In many large firms, foreign shareholders injected more capital; many small enterprises however, ceased operations. Most assemblers coped by increasing their exports. The adjustment process is discussed in the next section.

2. Responding to the crisis

2.1 Corporate adjustment

The economic crisis imperiled the financial position most automotive companies as their foreign liabilities ballooned due to the weakening of the baht. To improve their liquidity position, most automotive companies invited new foreign partners to infuse capital in their firms. Small-scale auto parts companies, however, comprising the so-called third-tier suppliers, have to cease operations. 

By the last of 1997, some automotive companies had to substantially reduce their production because of weak demand. Others ceased their operations and concentrated on disposing of their stocks (Table 1). The reduction in capacity utilization severely affected employment as the industry had to lay off workers
. Surveys undertaken by the Department of welfare and Labour Protection, Board of Investment and industry associations reveal that the laid off employees accounted for 25 to 30 percent of the industry total.

Table 1 Production adjustment of Thailand Automotive Assemblers during the crisis

	Assemblers
	Adjustments

	1. Bangchan General Assembly
	Production stoppage in August 1997, laid of workers

	2. Honda Cars Manuf. (Thailand)
	Reduced production and working hours

	3. Isuzu Motor (Thailand)
	Production stoppage in November 1997

	4. MMC Sittipol
	Reduced production and working hours increased exports

	5. Siam Motors and Nissan
	Reduced production and working hours

	6. Siam Nissan Automobile
	Production stoppage in August 1997; plans to export

	7. Siam V.M.C. Yarn Yon
	Production stoppage in August 1997; laid of workers

	8. Sukosol & Mazda Motor Ind.
	Production stoppage in August 1998

	9. Thai Hino Industry
	Production stoppage in August 1997; lowered wages

	10.Thai Swedish Assembly
	Production stoppage in August 1997; lowered wages

	11.Thonburi Automotive Assembly
	Reduced production and cut down working hours

	12.Toyota Motor Thailand
	Production stoppage in November 1997; increased exports in 1998.

	13.YMC Assembly
	Reduced production and working hours; laid off workers


 Source : IFCT, 1997

 Faced with a shrinking domestic market, most automotive manufacturers focused on the export markets. In 1997, some 42,218 passenger cars were exported, representing 11.7 percent of total production. Automotive exports in 1998 increased to 66,772 units on 42.2 percent of the total automotive production. The exports in 1998 amounted to US$ 710.5 million, representing more than a quadruple increase from the 1996’ level of US$ 197.3 million. Commercial cars, especially pick-up vehicles accounted for a major share of exports representing more than 90 percent of total export value. MMC Sittipol (MSC) or Mitsubishi brand was the largest exporter with the Strada L200 model pick-up.  However, many car assemblers plan to make Thailand their export base. Auto Alliance (Thailand) Co, the joint venture between Ford and Mazda Motor Corp for instance, has started to export  after launching its first operation in Rayong plant in 1998.  Its 1999 total exports values were ahead of that of Toyota. However, in terms of parts, Toyota was the biggest exporter of engine and other parts in 1999, which accounted for 3.36 billion baht.

Exports of automotive parts have likewise expanded. In 1996, exports of automotive parts amounted to US$ 674.1 million. This increased to US$ 885.4 million in 1998. The increase in exports was possible because of joint venture arrangements between foreign and local firms in parts manufacturing. Foreign Partner companies usually utilized their vast experience in international marketing.  In this regard, the increase in auto parts exports- most of which are wire harnesses came overwhelmingly from Japanese firms. As shown in Table 2 ignition wires and wire harnesses have been top exports from Thailand.

A recent study presented to the Ministry of Industry indicated that electrical parts and trimming parts displayed the greatest potential in terms of management, quality, cost, technology, as well as production. All of the producing firms in their markets are joint ventures companies. An executive of a Japanese auto parts manufacturing firm said that about half of parts exports are from the Thai Arrow and Denso.    In terms of the OEMs (Original Equipment Manufacturers) export, stamping parts were the top product exported to various Asian countries. Joint- venture firms have advantages in exporting because of their extensive network.  For example, during the economic crisis some joint ventures firms received a large amount of orders from their foreign partners.  A rubber parts producer for instance, received orders from its European parent company totaling about US$ 1 million per month.  Another example is a Thai-Japanese joint venture that previously supplied seat belts for the Thai market exclusively. It has now exported to its parent company in Japan. In addition, this firm has also started exporting to a Mexico-based firm as a way to penetrate the US market. The crisis has therefore provided impetus to Thai automotive firms to redirect strategies towards exports. 

For local Thai companies, co-operation among 20 firms under the TAPMA is another step toward success for Thai auto parts manufacturers in exporting replacement components (REM) products.  The ‘export group’, aims to co-operate in marketing in order to find new markets, as well as share information among members such as the ‘black lists’ for non-payment customers. To boost export, the Export-Import Bank of Thailand (Exim) has introduced two credit insurance programs to cover non-payment risks for exporters who are trading with new clients under letters of credit and small export bills.  

What are the strengths of Thai companies?  From interviews, we found that Thai firms who have their own brands and own export markets will be the main beneficially to this export drive.  Sammitre Motors Co.,Ltd ,the wholly Thai own company for instance, has been exporting  steel roofs for pick up trucks, leaf springs, other truck bodies and spare parts to the US market since 1997.  The faced with fierce competition in the global market, it focuses on efficient management and cost controls.

Table 2 Value of Exports and Imports for Automobiles and Auto-parts, 1995-1999

A: Exports                                                                                                             (in million US$)

	Types
	1995
	1996
	1997
	1998
	1999

	1.  Passenger cars
	16.1
	10.9
	70.0
	70.6
	124.9

	2. Commercial cars
	81.3
	186.4
	523.2
	639.9
	1,141.8

	Total export of automobiles
	97.4
	197.3
	593.2
	710.5
	1,266.7

	3. Parts and accessories
	
	
	
	
	

	  - Ignition wires and wire harness
	274.3
	299.9
	290.8
	250.6
	262.8

	 - Radial for trucks and commercial cars
	43.5
	66.6
	89.2
	115.5
	119.1

	· CKDs of compression-ignition 

Internal combustion piston engines
	21.7
	27.7
	36.6
	43.8
	64.5

	-  Radial for passenger cars
	31.4
	38.6
	42.4
	65.3
	60.9

	- Diesel engines
	31.9
	36.6
	51.6
	28.2
	57.3

	- Road wheels, parts and accessories
	12.5
	11.0
	23.5
	42.7
	56.9

	-  Radiators and other parts
	25.5
	32.3
	34.9
	39.6
	46.2

	-  Electrical ignitions
	24.2
	27.8
	64.5
	87.5
	42.8

	-  Batteries
	25.8
	29.5
	33.3
	28.5
	33.5

	-  Starters
	18.8
	19.2
	11.9
	14.9
	29.2

	-  Steering wheels
	2.9
	1.5
	3.5
	5.3
	10.5

	-  Lamps
	2.5
	1.9
	3.3
	4.3
	3.6

	-  Leaf springs
	2.9
	2.1
	4.3
	12.6
	2.8

	-  Driving axles
	5.1
	0.5
	0.6
	0.7
	0.8

	-  Seats
	0.9
	0.6
	0.6
	0.7
	0.7

	-  Bodies (including caps)
	0.3
	0.0
	0.1
	0.1
	0.1

	-  other parts and accessories
	92.8
	78.1
	99.2
	145.0
	228.8

	Total parts and accessories
	616.9
	674.1
	790.2
	885.4
	1,020.8

	Total Exports of Automobiles and auto-parts
	714.3
	871.4
	1,383.4
	1,595.9
	2,287.5


B: Imports 







           (in million US$)
	Types
	1995
	1996
	1997
	1998
	1999

	1.  Passenger cars
	1,552.8
	1,120.3
	529.5
	124.5
	439.0

	2. Commercial cars
	158.02
	221.03
	70.71
	26.98
	29.49

	Total Export of automobiles
	1,710.9
	1,341.3
	600.2
	151.5
	468.4

	3. Parts and accessories
	
	
	
	
	

	-  Electrical ignitions
	285.1
	192.6
	219.3
	125.3
	108.0

	-  CKDs of compression-ignition internal combustion piston engines
	237.6
	210.3
	133.4
	64.4
	102.6

	- Diesel engines
	60.4
	83.5
	78.0
	23.6
	81.5

	- Transmision shafts
	116.3
	126.6
	96.9
	55.9
	72.8

	- Gaskets and other seals
	68.6
	67.6
	59.8
	43.6
	59.3

	- Electrical insulators
	49.0
	47.4
	43.1
	41.4
	50.0

	- Gear boxes and accessories
	81.3
	93.3
	65.3
	39.9
	43.1

	-  Chassis with engines
	1,319.3
	1,083.4
	423.7
	56.5
	42.3

	- Electrical ignition system parts
	92.0
	73.9
	47.0
	16.6
	36.8

	-  Benzine engine
	24.2
	27.3
	29.6
	17.1
	32.2

	-  Steering wheels
	13.8
	14.8
	6.7
	1.9
	10.2

	  - Ignition wire and wire harnesses
	8.6
	9.3
	5.3
	5.3
	6.9

	-  Lamps
	10.9
	8.8
	6.3
	4.1
	6.4

	 - Radial for trucks and commercial cars
	6.9
	6.8
	6.1
	3.0
	5.7

	- Driving axles
	0.9
	0.7
	0.5
	0.5
	1.9

	- Road wheels, parts and accessories
	7.4
	5.7
	2.7
	1.1
	1.8

	-  Bodies (including caps)
	6.9
	11.6
	7.7
	1.6
	1.6

	-  Radiators
	1.9
	1.3
	0.8
	0.6
	1.3

	-  Seats
	1.6
	1.0
	1.0
	0.3
	0.6

	- Leaf springs
	0.8
	0.9
	0.6
	0.2
	0.4

	-  Batteries
	0.3
	1.2
	1.3
	0.2
	0.4

	-  Other accessories
	1,465.8
	1,710.5
	773.0
	129.7
	548.5

	Total parts and accessories
	3,859.8
	3,778.5
	2,008.1
	633.0
	1,214.4

	Total Imports of Automobiles and auto-parts
	5,570.6
	5,119.8
	2,608.3
	784.5
	1,682.9


Note: Other parts and accessories include bumpers, safety seat belts, breaks and parts, exhaust pipes, suspension shock-absorbers, clutch and parts.

Source: Customs Department, Thailand

However, as a result of the intense competition in the market and the annually parts price reduction from suppliers by the big three, many parts manufacturers are aggressively reducing their production cost and increasing their ‘productivity’ in all production processes.  This pressured Thai parts firms to develop greater competitiveness.  The struggle to reduce cost includes extensive training and cooperation with the government to obtain training assistance.  

Although firms in the automotive industry laid-off some workers, several auto-assemblers and manufacturers chose not to lay off their employees. Two leading assemblers, Toyota Motors Thailand and Honda Cars Thailand continued their extensive training programs. For instance, the Toyota Motor Thailand has organised both local and Japanese based training programs. Meanwhile, Honda Cars established a training institute worth 100 million baht. Employing experienced instructors from established factories, the institute aims to provide an extensive training for employees in the automotive industry.  It will offer various courses such as welding, painting, frame assembly and automation engineering, and a Diploma course in Mechatronics
.  As for the auto-part industry, training programs depend on the type of the firms, i.e. joint-venture, or local companies. The training activities tend to decrease substantially in  labour intensive local companies. 

As the American big three see Thailand as their production base, they bring with them the QS 9000, which certifies efficient management system, and the delivery of the right auto-parts within the time-frame required. It is therefore imperative that part suppliers for the Big three obtain the QS 9000, stimulating the changes in the Thai auto-part industry. For instance, auto-part producers need to upgrade their product development capability

The ISO certification
 also has become one of the most important signals of product quality, major export markets such as Europe, US and ASEAN, require automotive manufacturers to be ISO 9000- or 14000-certified. Toyota Motor (Thailand) has already obtained its ISO certification in 1996 which allows it to penetrate export markets. However, other companies are still in the process of obtaining an ISO certification. The success of the Thai automotive industry in redirecting its efforts to the export market reflects its agility and competitiveness and provides basis for its long-term survival. 

2.2 State Policy Responses

Increase in import tariffs

Thailand’s Second Letter of Intent to the International Monetary Fund (IMF) commits the government to maintaining a current account surplus in order to regain the confidence of foreign investors. But government revenues have to be raised by increasing tariffs on luxurious goods including automotive. Although this has the effect of raising the prices of imported vehicles, it did not stimulate the sales of locally-assembled units because of weak demand. Moreover, since locally-assembled vehicles require imported parts (about 45 to 50 percent for passenger cars, and about 17 to 20 percent for commercial cars)
, the increasing surcharge and excise tax on CKD, combined with the declining value of the baht, caused prices of locally assembled vehicles to rise.

BOI’s policy response to revive the industry

 To help affected companies improve their liquidity positions, the Board of Investment (BOI) removed the restrictions on foreign shareholding in November 1997. Previous to this, the policy required that majority ownership should be held by Thai national. Many investors, mostly Japanese, took advantage of this new policy. Data on changes in shareholding structure across industries reveals that 41 percent of all companies where foreign shareholders now hold majority shares are in the automotive industry. In addition, to reduce the cost of production of Thai exporters, the BOI exempted from tariffs the importation of machinery by companies in economic zones (zones 1 and 2), on the condition that 80 percent of the total sales must be exported.  More over, the BOI also offered special tax incentives to the 19 supporting industries that would be beneficial for automotive industry, which are considered priority activities: Mold and die making: Jigs and fixture; Forging; Casting using induction furnace; Tooling equipment; Cutting tools etc.  

Measures focus on investment promotion and funding

As some entrepreneurs are suffering from the lack of effective sources of fund, the government therefore, supports new projects and debt restructuring via the formation of three important funds. First, the US$ 1 billion equity fund was set up to help manufacturing firms. This fund came from the International Finance Corporation, the government and foreign investors.  Second, The Thailand Recovery Fund was set up with an initial capital of US$ 100 million from the Asian Development Bank to invest in medium-sized firms. And the SME investment fund, a 10 years closed-end fund with capital of Baht one billion.  (Automotive Directory 2002-2005)

Measures to boost purchasing powers

After a drastic domestic slump during the crisis, domestic sales are on the rise.  Sales in 1999 grew by 51.5 percent, compared with 1998.  There are several government policies that help the boost sales.   First, in March 1998, the government announced to reduction in the value added tax from 10 percent to 7 percent for two years.  The car price therefore fell by 2.73 percent (BOT 1999).  Second, the BOT also announced to decrease the bank interest rates at the end of 1998. This policy help push up the domestic demand.  Consequently, purchases of automobiles were made by cash more than by credit: 70 percent paid in cash and 30 percent in credit, which contrast to prior the crisis. Furthermore, The BOT eased regulations to stimulate the automotive industry.  It allowed leasing firms to set their own minimum down-payment requirements instead of the fixed minimum of 25 percent of the vehicle’s value.  Furthermore, The promotional campaigns undertaken by car companies (e.g. the International Bangkok Motor Show) also boosted demand. These campaigns include for instance the special deals on car maintenance and insurance.  

 3. Intermediate and Long-term Development Policy for the Automotive Industry

The Thai automotive and auto parts industries have long been protected by the government through high import tariff and local content requirement policies. The effects of these policies are discussed below.

3.1 Impact of Protection on assemblers and parts manufacturing companies

According to a study undertaken by TDRI (1997), the Thai automotive industry enjoys high level of protection, as attested by the nominal rate of protection (NRP) of 104 percent and the effective rate of protection (ERP) of 497 percent (Table 3). The protection accorded to the sector has encouraged domestic manufacturers to focus on the home market where the economic returns are higher. The high NRP and ERP for auto parts industries, 54 percent and 112 percent, respectively, also suggest that focusing on the domestic market yields better returns than selling in the world market. Because of the biased and protected market, assemblers and competing parts manufacturers lack the incentives to export.

Table 3 Nominal Rate of Protection (NRP) and Effective Rate of Protection (ERP) in 1995 and 1997

	Types
	NRP
	ERP

	
	19951)
	19972)
	1995
	1997

	Automotive Assembly
	115.17%
	104%
	757.38%
	497%

	Automotive Parts
	
	54%
	
	112%

	Manufacturing of Tyre and Tube
	0.00%
	
	-5.65%
	

	Manufacturing of Rubber Products
	0.00%
	
	6.09
	

	Manufacturing of Plastic Products
	33.52%
	
	43
	

	Manufacturing of Steel and Iron Products
	6.83%
	
	2
	


 Sources: 1) TDRI, The Evaluation of Thailand’s Tariff Reductions and their Competitiveness Impact in the World Market, 1995.  2) TDRI, Master Plan for Industrial Development, 1997

Without the threat of international competition and given the high rate of domestic protection, the industry failed to develop the research and development capability which necessary to enter into the highly competitive global automotive market. A study by UNICO (1995) ranks the production technology of the parts sector with a grade of C+ (Table 4) which is inferior to the grade of B given to producers of OEM.

Based on indices of Revealed Comparative Advantage (RCA), Thailand has a comparative advantage in producing parts for trailers and trucks. Thailand is also gaining advantage in manufacturing vans, trucks and special purpose cars. Even though the RCA indices for automotive and auto parts are less than 1, (which suggests comparative disadvantages), the RCA indices are steadily improving (Table 5).

Table 4 Technological Ranking, Classified by Production Process

	Process
	Score
	Grade

	The Whole of parts industries
	3.7
	C+

	Die-casting
	4.4
	B+

	Die-forging
	3.9
	B

	Iron & steel casting
	3.8
	b-

	Presswork
	3.6
	C+

	Rubber-processing
	3.5
	C+

	Plastic processing
	3.4
	C

	Production
	3.9
	b-

	Quality control
	3.6
	C+

	Hardware
	3.9
	B

	Software
	3.5
	C+


                      Source:  UNICO, International 1995.

Table 5 Revealed Comparative Advantage for the Thai Automotive Industry

	SITC
	Types
	1986-1987
	1989-1991
	1992-1994
	1992
	1993
	1994

	786A
	Parts for trailers and trucks
	0.21
	1.67
	1.7
	1.99
	2.06
	1.14

	7821
	Automotive
	0.07
	0.07
	0.22
	0.07
	0.2
	0.34

	7822
	Van, Truck and special purpose vehicles 
	0.12
	0.18
	0.92
	0.54
	0.96
	1.21

	7849
	Auto-parts
	0.07
	0.07
	0.22
	0.07
	0.20
	0.34


Note: the RCA of the higher than 1 indicates comparative advantage in export

Source : Calculated TDRI

3.2 Effects on consumers

Protectionism not only stunted the development of domestic firms, but it also penalized consumers. Table 6 shows the tax burden on CKD and CBU passenger cars. The tariff reform in 1991 softened the tax burden on imported automobile by 50 percent and narrowed the tariff differential between CKD and CBU cars. Taxes on imported automobiles were further reduced in 1992. As a result, imports of vehicles surged by 113 percent (Poapongsakorn, 1997).

However, as noted in Section 1.3 above, the government reversed its policy in 1997 by raising tariffs on CBU passenger cars. In the same year, the government imposed excise tax on pick-up vehicles, resulting in higher tax burden for consumers. The value-added tax was lowered from 10 percent to 7 percent in 1999, which slightly lowered the tax burden.

Table 6 Tax burden of CKD and CBU before and after the automotive liberalization

	Type of cars
	CBUs (%)
	Change tax burden
	CKDs  (%)
	Change tax burden

	
	Before 1991
	1991
	 (%)
	Before 1991
	1991
	(%)

	Passenger cars<=2400
	401.76
	137.62
	-65.75
	128.99
	48.25
	-62.60

	Passenger cars >2400
	616.8
	298.88
	-51.54
	128.99
	61.00
	-52.71

	Passenger cars >3000
	616.8
	298.88
	-51.54
	127.31
	60.86
	-52.20

	Pick up
	236.16
	148.7
	-37.03
	22.67
	17.03
	-24.90

	
	1991
	1992
	
	1991
	1992
	

	Passenger cars<=2400
	137.62
	134
	-2.63
	52.2
	83.8
	60.54

	Passenger cars >2400
	298.88
	213.66
	-28.51
	58.24
	102.9
	76.68

	Passenger cars >3000
	298.88
	213.66
	-28.51
	58.24
	102.9
	76.68

	Pick up
	148.7
	79.36
	-46.63
	16.66
	14.1
	-15.37

	
	1992
	1997
	
	1992
	1997
	

	Passenger cars<=2400
	134
	242.91
	81.28
	83.8
	111.45
	33.00

	Passenger cars >2400
	213.66
	282.28
	32.12
	102.9
	133.51
	29.75

	Passenger cars >3000
	213.66
	347.69
	62.73
	102.9
	173.47
	68.58

	Pick up
	79.36
	96.6
	21.72
	14.1
	29.27
	107.59

	
	1997
	1999
	
	1997
	1999
	

	Passenger cars<=2400
	242.91
	231.93
	-4.52
	111.45
	104.58
	-6.16

	Passenger cars >2400
	282.28
	270.04
	-4.34
	133.51
	125.93
	-5.68

	Passenger cars >3000
	347.69
	333.35
	-4.12
	173.47
	164.59
	-5.12

	Pick up
	96.6
	90.31
	-6.51
	29.27
	21.71
	-25.83


Note: Tax burden on domestic assembled vehicles depends on the value of imported raw materials and local content required for each model. The calculated figures in this table are for only one model of CKD.
Source: TDRI

3.3 Other problems

Import tariff 

 Protection distorts production decisions. For example, the government encourages the production of modified vehicles by subjecting these to lower taxes. Locally assembled modified vehicles, as a result, are cheaper than imported off-road passenger vehicles.
 Whereas an off-road passenger vehicle is subject to 32 percent excise tax, a modified vehicle is subject to 5 percent excise tax and an additional excise tax of 43 percent on the modified or extended parts. Sport Rider is registered as a modified vehicle and thus subjects to lower tax rate.

The import tariff on raw materials and components range from 5 percent to 42 percent (Table 7). But some raw materials have higher import duties than finished parts. This is true for alternators, starters and magnetos. Raw material inputs for these parts, such as polyamide, non-woven and poly-ether adhesive, have a tax rate of 30 percent, whereas the finished parts are levied 20 percent. Such tax structure penalizes assemblers who have to comply with the local content policy and are thus forced to purchase these parts from local manufacturers. However, as the local content abolishment, local parts firms also suffer from the high imported raw material tariff as some of them still very high, varying between 5-42 percent whereas the tariff of CKDs stand at 33 percent.  Therefore, from interviews, many assemblers are turning to import CKDs rather than procure local parts.  

In view of the foregoing, a tax reform would benefit auto parts manufacturers to the extent that lower import tariff on raw materials would reduce their production costs and the investment decision of foreign investors would no longer be distorted by the tariff structure.

Table 7 Tariff and tax structure of the Thai automotive and the auto-parts industries

A: Tariff rates for basic raw materials used in producing auto-parts

	HS
	Commodities
	1985/86
	1992
	1995
	1997
	1999

	40.02
	Synthesis Rubber : Primary form
	30
	30
	22
	20
	20

	
	-- : Plate or  sheet
	50
	50
	22
	20
	20

	40.01
	Natural rubber 
	
	
	
	
	

	
	-- : Plate or sheet
	50
	50
	50
	50
	20

	2505.10
	Natural sand
	15
	15
	10
	5
	5

	2836.20
	Soda Ash
	20
	10
	5
	5
	5

	72.09-.31-.90
	Steel sheet
	0.40 Baht/kg
	0.40 Baht/kg
	0.40 Baht/kg
	0.40 Baht/kg
	0.40 Baht/kg

	73.12
	Steel Bar & Pipe
	35
	35
	10
	10
	10

	73.12
	Steel Cable
	35
	35
	27
	20
	20

	74.13
	Copper
	17-35
	17-35
	13-20
	10-20
	10-20

	73.25-73.26
	Casting & Forging
	35
	35
	27
	20
	20

	39.01-39.14
	Plastic resin
	40
	40
	30
	20-27
	20

	3904.10-001
	PVC
	40
	40
	30
	27
	20

	3907.20-004
	Polyether Polyol
	40
	40
	30
	27
	20

	3909.50-006
	PU
	40
	40
	30
	27
	20

	3926.30
	Plastic products
	60
	60
	60
	30
	30


Source: 1)   Investment News (October 1995) The Board of Investment 2) Department of Customs 

3)  http://www.customs.go.th
B: Tariff and tax  rates for spare parts

	Commodities
	Import Tariff

	
	Before 1991
	1991
	1999

	Chassis fitted with engine
	60
	42
	30

	Bumpers and parts
	60
	42
	35-42

	Other parts and accessories
	60
	42
	35-42

	Other mounted brake lining
	60
	42
	35-42

	Gear boxes
	60
	42
	35-42

	Other parts and accessories
	60
	42
	35-42

	Transmission shafts and cranks
	30
	15
	10

	Ball bearing
	30
	10
	10

	Flywheel and pulleys
	30
	10
	10


Source : Department of Customs

Human Resources 

Since the economic boom in the early 1990s, Thailand has been experiencing shortages of skilled labour, particularly engineers and technicians. Many medium-sized factories have to operate with little engineering support.  Before the Asian crisis, many engineers worked in finance, construction, and telecom companies. The automotive industry accounted for only 3 percent of the total employment of engineers in 1997 (Poapongsakorn (1997)

Because of the acute shortage of engineering graduates during the period 1992-1995 even technical or vocational graduates were accorded the status of engineers. This practice may have delayed the process of technological upgrading in many companies.

A high level of protection afforded to an industry allows it to survive even without sufficient engineers and technicians. However, in the case of automotive sector, the protection will be significantly reduced when the local content requirement is eliminated by year 2000 and import tariffs are lowered. Thus, skills training and manpower development are required for the industry to meet the demands of changing technology and consumers tastes.

In interviews, Automotive executives warned that if the shortage of engineers persists until the expiration of the local content requirement in year 2000, local suppliers comprising 60 percent of the sector would be a great risk because of their inability to adapt to new technology. While the crisis has forced some laid-off engineers to rejoin the automotive, this fixes the problem albeit partially.

Another difficulty in upgrading local skilled and unskilled workers stems from the weakness of the Thai educational system that emphasizes theory rather than practice. A JICA study also shows that the Thai educational system pays less emphasis on science and mathematics. It is therefore imperative to allocate resources in improving the educational system to raise the quality of human resources.
However, In April 1999, the Automotive Institute (AI) was established by the government to help upgrade local firms, some parts manufacturers claim that AI did not respond to their demand.  There are two limitations - - the budget and the topic of training.  It is crucial that firms must conduct training or R&D activities themselves since topics are highly specialized.  However, several measures are being work out to make it more profitable for companies to develop training programs.  The Productivity Institute for instance, which is under the Industry of Ministry, initiated several plans to improve productivity as well as provide training. The program to support the private sector in producing researchers in the areas of products design, production problems solving, new products development etc., so called the ‘IRAS’ (Industrial Research Associate Support Program), is a good beginning for parts industry to compete in the intense market.


Products standards

The abolition of local content requirement in year 2000 and the waning labor cost advantage are forcing Thai auto parts companies to improve the quality of their products in order to compete with foreign firms. Thai companies must however be ISO-certified to meet the quality requirements of the international market. The Big Three assemblers (Ford, Chrysler, and GM) in Thailand, are in fact requiring their local parts suppliers to obtain QS 9000 certification
.

But many parts producers lack design capability. They are used to receiving job orders for which the customer provides the product drawing, sample and technical specifications

Clearly, auto parts manufacturers do not have the design capabilities of a first-tier supplier, nor of a second-tier supplier. Recently, however, a number of first-tier suppliers have entered the Thai market, e.g., Delphi TRW. Their entry provides domestic firms an opportunity to be part of the global network of these technologically advanced manufacturers. This may induce major changes in the Thai auto parts industry as they gear up to be part of the suppliers network. 

What is needed in the intermediate term is for the government to fast track the establishment of effective testing centers for product quality. As industrial standards become increasingly important in the world market, Thai manufacturers must also obtain at least the ISO 9000 or the QS 9000 certification. 

4. Conclusion

The development of the Thai automotive industry started in the 1960s, nurtured by high tariff and local content policy. The structure of protection accounts for the glacial development of the industry as it was shielded from international competition. The industry hitherto remains unprepared for global competition.

The Thai economic boom in early 1990s expanded domestic demand for automobiles. It allowed the government to introduce liberalisation measures beginning 1991. Import tariffs were lowered, reducing the gap between domestic and imported automobile prices. The prospect of an expanding market encouraged many foreign automobile assemblers to establish their base in Thailand.

The government strove to promote export of automotive and auto parts, but had limited success until the 1997 crisis. Since the crisis contracted the of domestic automotive market, producers were forced to shift to the export market. This is a good sign. The industry must however, allocate more resource for human resource development, upgrading products’ standard, and R&D, so it may be able to improve its competitiveness and catch up with the advances in technology.

(((((((((((((((
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� They had left Thailand in the early 1980s during the recession in the US, giving a chance for Japanese companies to be pioneer.


� The Board of Investments (BOI) reintroduced the industrial promotion policy for automotive industry in 1994. The Policy provided privileges to investors who invested in provinces surrounding Bangkok. These privileges include exemption from corporate income tax for 8 years and from import duties on machinery; and refund of import duties  on raw material.





� The BOT relaxed this policy on 29 March 1999.





� Most of them are technicians, part-time workers and administrative officials. The auto parts industry laid many skilled workers, but the assemblers used the lull in production to train their workers.


� The integration of mechanics and electronics, this is the other advanced technology subject branch (The Nation, 9 May 1999)


� The quality standard QS 9000 is more specific and difficult to achieve than the industrial standard ISO certification.


� before the abolition of local content in January 2000


� The new Toyota Sport Rider, (multi purposes vehicles 4WD, MPV), which is considered a modified form of Toyota Tiger, is sold at a lower price compared to other vehicles in the off-road market, such as Cherokee and Isuzu Vega. This is because Toyota Sport Rider is registered as a modified vehicle and thus subject to lower tax rate


� QS 9000 certifies an efficient management system, and on time product delivery
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