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RE-EVALUATION OF THE INTERNATIONAL DIVISION
OF LABOR IN JAPAN’S

AUTOMOBILE INDUSTRY IN ASIA

Koichi Shimokawa

As the automobile industry in general has
increasingly become global, the trend of the rapidly
growing automobile industry in Asia has drawn
attention. This is because Asia has now been
recognized to be a prospective growth region for
the automobile industry in the 21st century. As the
industrialization of Asia has made rapid progress,
the region has a potential to be the worlds largest
automobile market with its huge population (1.4
billion in China, 0.8 billion in India and 0.5 billion
in ASEAN countries). The automobile markets of
the developed countries of the United States,
Europe and Japan have reached maturity with
almost no further growth potential. However,
though the region saw its remarkable
industrialization and economic growth especially
from the 1980's onward, satisfactory progress is not
always guaranteed as seen in the recent currency
crisis. This holds true in the automobile industry.
The South Korean automobile industry has an
excessive production capacity of nearly 1 million
cars annually. The automobile production in
Thailand once reached 0.6 million per year but
declined by more than half due to the Baht crisis in
July 1997

Now there are signs that the financial order of
the whole Asian region is starting to stabilize and
recover. However, the financial crisis had a
tremendous impact on the automobile market and
production in Asia. It is true that, beginning this
year, Japanese, European and American

automobile manufacturers have put an end to
production reductions mainly in ASEAN countries
and have started to increase production. Therefore,
sooner or later, it is expected that the automobile
industry in Asia will be revived in the 21st century.
However, after two years of economic crisis and
production reductions, it is also expected that an
innovative system of international divisions of
labor will be established after re-examining the
existing limited system. It was established with a
focus on technology transfer and the production
and supply systems aimed for the domestic markets
of each Asian country and served as a complement
to this system. During the period of the economic
crisis, most of the automobile manufacturers
reduced production. However, it is believed that
while promoting exports outside the regions due to
the depreciation of the countries currencies in the
regions, improvements of domestic production
rates of auto parts (because of the high cost of
imported parts and further promotion of intra- and
inter-regional divisions of labor) were prepared.
Obviously, it can be said that the economic crisis
brought on the turning point. Examining the future
development of the automobile industry in Asia,
which has reached the turning point, I would like to
analyze the presence of Japanese automobile
manufacturers in Asia. Especially in terms of direct
investment, the trend of  international divisions of
labor, study the impact on technology transfer and
the auto parts industry.
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Before the Asian international currency crisis
occurred, the strategy of Japanese automobile
manufacturers for the Asian markets was to expand
the international divisions of labor especially in
ASEAN countries while establishing a foothold in
the Chinese market (which had the potential for the
largest growth, in the 21st century). The
international divisions of labor linking ASEAN
countries, Taiwan and South Korea was only
regionally oriented. Its aim was to develop regional
divisions of labor while contributing to the
domestic production in each country, an
expectation of the development of markets within
the region. There was no assumption of a rapid
price increase of imported parts due to the decline
of currencies or of the export drive for completed
cars. The underlying idea was to gradually develop
international competitiveness through an expansion
of  international divisions of labor by AICO
(ASEAN Industrial Cooperation), expecting the
establishment of AFTA (ASEAN Free Trade
Area), which was scheduled in 2003.

Today Japanese automobile manufacturers are
facing two options in the wake of the Asian
economic crisis. One is to hold off on the
expansion of the international divisions of labor
until the economic crisis is over. The other is to
take aggressive measures to enhance
competitiveness in exports by increasing the
domestic production rate, though it is a little risky.
It is quite contrary to the trend of the electric and
electronics industries, which have made progress in
international complementary divisions of labor.
They are now reinforcing further the divisions of
labor as part of a global strategy, and enhancing
exports outside the region.

In the future, (although there will not be a
drastic movement for the time being) a time
eventually will come when international divisions
of labor for automobile production in Asia will be
re-examined as a production base with a potential
for global development. Considering this point, I
would like to study the future development of
international divisions of labor in the automobile
industry in Asia and try to reevaluate it in
comparison with what electric and electronics
industries have experienced.

THE PRESENCE OF JAPANESE
AUTOMOBILE MANUFACTURERS IN ASIA
AND THE HISTORY OF LOCAL
PRODUCTION

The presence of Japanese automobile
manufacturers in Asia has become more and more
significant in various forms. The influence of
Japanese automobile manufacturers is seen the
most in Taiwan and ASEAN countries, followed by
South Korea. The continental nations of China and
India have just started on a trial basis of using
technological tie-ups and other projects. (Shown in
Table 1 and Figure 1) Especially, China who had
adhered to a policy of accepting only a limited
number of new comers in favor of the three big,
three small and two tiny state enterprises.
Concerning large-scale projects, Japanese
automobile manufacturers allowed Volkswagen to
get ahead of them with the Shanghai project. Japan
made their way only with truck production and
related technological tie-ups but did not have major
production bases there. However, Daihatsu has
established its production base for mini-cars in
Tianjin as a joint venture with Tianjin Automotive
Industrial Group Company. This production base
gave footholds for Toyota to open a small-size car
factory and an engine factory. Honda started
assembling operations for the ACCORD at the
Guangzhou Automotive Industrial Group Company
after the French automobile manufacturer Peugeot
withdrew. In addition, motorcycle-related projects
for Honda and Suzuki are starting to make progress
in various locations in China. However, all of these
projects are in the so-called sowing stages with
another ten to twenty years to go. India has the
second largest population following China. Suzuki
established a major base in India with an annual
production of more than 0.2 million multi-model
type cars modeled after the mini-car ALTO as a
joint venture with Multi Udyog Ltd. and is gaining
preceding profits as a preceding manufacturer.
However, European and American manufacturers
have also entered the market and the Japanese
manufacturers, Toyota and Honda have just set up
footholds for advancement.

In South Korea, while three major automobile
manufacturers, Hyundai, Kia and Daewoo had
dominated the market. Production under license,
capital and technological tie-ups had long been
carried out between Hyundai and Mitsubishi, Kia.
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and Mazda and Daewoo and General Motors.
However, around 1988, when the Seoul Olympic
Games were held, these South Korean
manufacturers made progress in establishing
systems for development of their own. The
relations with the Japanese manufacturers started to
gradually weaken. In addition, since major
Japanese manufacturers Toyota and Honda had not
historically been involved, tie-ups of assemblers
had been limited. However, as for auto parts
manufacturers, quite a few technological tie-ups
and joint ventures were set up especially in
sophisticated electronic, press parts, cast parts,
engine parts and underside parts.

The South Korean automobile industry had
been trying to enter the world market, and also
import materials and parts from Japan, which was
not insignificant on a value basis. In fact, when the
yen was sharply strengthened between 1985 and
1987 after the G5 meeting. Despite the high costs
due to the strong yen, the volume of imports from
Japan continued to increase, which contributed to a
huge trade deficit between South Korea and Japan.
In addition, the South Korean government gave
approval to Samsung Group's entry into the
automobile industry, putting an end to the

domination of the three major automobile
manufacturers. This move fueled competition and
the total production capacity reached 3.5 million
cars per year, which was more than one million in
excess. Then the financial crisis broke out in 1997.
In the process of financial and economic
reconstruction under strict supervision by IMF
(International Monetary Fund), the restructuring of
big financial groups and business exchanges were
carried out. Then Kia bankrupted and went under
legal control in 1997 and Samsung Motors. Inc.
also recently went bankrupt. These incidents led to
the domination of Hyundai Motor Co. and Daewoo
Motor Co. in the South Korean automobile
industry. However, Daewoo Motor Co. also is now
in turbulence over the issues of dissolution of the
group and financial support. Nissan and Mazda
used to have ties with the two failed manufacturers
and have almost totally backed off with support,
only Mitsubishi maintains a limited tie-up with
Hyundai Motor Co. at the assembly level. South
Korea virtually abolished import tariffs on
automobiles and opened the way to total
liberalization but Japanese automobile
manufacturers' efforts on exports do not seem to
have made very much progress so far.

Table 1. - Automobile Market in 13 Asian Countries

94 95 96E 2000E
Southeast Asia Total 3,526 3,561 3,790 5,800
Korea 1,556 1,556 1,600 2,200
China 1,337 1,403 1,550 2,700
Hong Kong 57 60 60 60
Taiwan 576 542 580 740
ASEAN Total 1,202 1,459 1,561 2,165
Thailand 486 572 610 900
Malaysia 200 286 310 400
Indonesia 326 384 400 600
Philippines 103 28 145 240
ASEAN 4 Countries 1,116 1,370 1,465 2,040
Singapore 38 42 45 45
Vietnam 28 22 25 50
Myanmar 19 25 26 30
South Asia Total 539 739 920 1,500
India 470 629 800 1,300
Pakistan 69 110 120 200
13 Asian Countries Total 5,266 5,759 6,271 9,365

(units: thousand)

Source: TED Seminar, Mr. Mashu Kato, Trends and Prospects of ASEAN Automobile Market and Auto-
mobile /Parts Industries
Note: 95 actual is an estimated total for China, Hong Kong, Vietnam, Myanmar, India and Pakistan.
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Therefore, it is not too much to say that ASEAN
countries and Taiwan are the only countries in Asia
where Japanese automobile manufacturers maintain
a strong influence or a presence in the region. It
can be said that 90% (or over 80%) of the cars
domestically produced in Taiwan and ASEAN
countries are developed by Japanese automobile
manufacturers and produced by joint ventures with
them. In Taiwan, 0.44 million cars are produced
annually by as many as 12 manufacturers and most
of them have been developed by Japanese
automobile manufacturers including Mazda’s
produced by Taiwan Ford, the second largest

automobile producer in Taiwan. Toyota, Nissan,
Mitsubishi, Honda and Taiwan Ford produced 80%
of the automobiles. In Taiwan, there are few huge
industrial groups like South Korea and many
companies have formed joint ventures with
Japanese manufacturers. However, there are many
owner-operated companies, which prevented joint
consolidation against the government’s intentions
and unlike South Korea no manufacturers with
large-scale production of over several hundreds of
thousands of cars have been developed in Taiwan.
The total investment to Taiwan Ford was NT$ 555
million, 70% of which came from Canada Ford.

Ratio in parenthesis shows the share of the Japanese manufacturers.

Figure 1. – Automobile Market in 5 Asean Countries

Source : General Education Project, Automobile Industry in Indonesia and Future Asean Market, Seminar

material by Mr. Osamu Masuko, p.53
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Compared with this, the ratio of direct
investment by Japanese automobile manufacturers
is low. In 1986, Toyota Motor Corp. finally joined,
after a request by the Taiwanese government. A
total of NT$ 2 billion was invested into Kuozui
Motors and 49% the largest from Japanese
companies, 22% by Toyota Motor Corp., 25.2%
Hino Motors Ltd., and 1.8% by Mitsui and Co.,
Ltd. Among the remaining companies, Nissan
Motor Co. invested 25% in the total capital of NT$
1.6 billion of Yuron Motors, Mitsubishi Motors
Corp. and Mitsubishi Corp. invested 15.95% and
5.47% respectively in NT$ 667 million of China
Motor and US Honda invested 13.5% in NT$ 4.868
billion of Sanyang Industries.

Taiwan, seeking its entry to WTO, has reduced
the tariffs on European and US cars to 30% and
imported cars, mainly passenger cars, which
account for over 30% in the market. The ninety-
first suppliers and part of about 200 small and
medium parts manufacturers in Taiwan have
excellent technology and quality. Both public and
private sectors in Taiwan have been making efforts
to nurture these suppliers and parts manufacturers
to incorporate them into the network of global parts
suppliers.

Especially the parts manufacturers of Toyota
and Nissan groups have entered the market in a
form of joint ventures and have been actively
carrying out technology transfers. If this move
makes progress, it is possible Taiwan will be an
auto parts supply center for the world in some
fields just like Acer for personal computers. With
its location and given positive developments of
exchanges with the Chinese mainland, Taiwan
could develop various automobile-related projects.
However, the problem is that it is uncertain how
the relations between China and Taiwan will
develop after the return of Hong Kong to China.
Rather, divisions of labor in ASEAN countries,
where Japanese automobile manufacturers have a
strong influence, are more likely to be practical.

The ASEAN region, where Thailand, Malaysia,
Indonesia and the Philippines produce 1.4 million
cars annually, has been attracting the most attention
of all Asian countries as this region has tremendous
potential for demand. As mentioned at the
beginning, the Asian currency crisis occurred in the
ASEAN region, such as Thailand, Indonesia, and
South Korea, which caused a decline in the demand

for automobiles in 1997. Although this decline in
demand seems to be continuing for the next two to
three years, the demand will recover eventually
after these countries implement operation
adjustments and restructuring.

Japanese automobile manufacturers have
tremendous presence in the ASEAN region and
90% of all cars domestically produced in this
region are produced through cooperation with
Japanese manufacturers in domestic production and
technology transfers.

Among Japanese automobile manufacturers,
Toyota and Mitsubishi started operations with SKD
(semi-knockdown) as early as the late 1960's to the
early 1970's in response to the requests by local
governments for cooperation in domestic
production. Today, Toyota and Mitsubishi have the
most influence in the ASEAN region followed by
Honda, who started with motorcycle production,
and Nissan, who has started to try to catch up. As
far as the automobile industry was concerned,
direct investments from Japan were relatively low
in ASEAN countries. This is because while
ASEAN countries, especially Malaysia and
Thailand, positively implemented introduction of
foreign currencies in home electrical appliances
and electronic equipment such as color televisions,
video tape recorders and air conditioners. They
pursued measures in favor of domestic production
and domestic capital concerning automobile
industry and promoted indirect foreign investments
for domestic capital rather than accepting direct
foreign investments especially from Japan.

As shown in Figure 2, the automobile industry
has been expanding in the ASEAN region.
Assembly production has been carried out in the
form of SKD production (semi-knocked-down
production), KD production (knocked-down
production) and CKD production (complete-
knocked-down production) from the early stage of
imports of completed cars and repair. The domestic
market was protected at the same time. However,
although the protection of the domestic market has
promoted technology transfers and domestic
production to a certain extent, the production
volume was limited and cost penalty was inevitable
due to high tariffs on imported parts for promotion
of domestic production. As a result, there was a
high cost dilemma, twice as high as Japanese-
made, and lower quality, compared with the
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international standard. In order to ease this
dilemma, ASEAN Complementation (an agreement
for reciprocal complementation in automobile
production) was concluded among the five
countries, the founding members of ASEAN, in
1969. However, it ended up only as a desk plan
since it was difficult to decide which country
would produce which auto parts due to conflict of
the countries' interests in auto parts trading. In the
background of the failure of ASEAN
Complementation, there were differences in
direction of the automobile industry policies of
each ASEAN country, which emerged in the
1980's. However, the major problem lies in the
difference in policy decisions among ASEAN

countries as to whether they should loosen up the
conditions of foreign currency introduction in order
to positively invite foreign money to introduce
more sophisticated technology for full-set
production of automobiles.

Whether they should actively prepare for free
trade areas in Asia, especially AFTA (ASEAN Free
Trade Area) and whether they should place
emphasis on protection of domestic industries.
However, experiencing trials and errors and
complications, ASEAN countries saw the progress
of local production of automobiles and technology
transfers, and the expansion of domestic markets
seemed underway. Then the financial crisis hit
Asia.

Figure 2. – Shifts of the Automobile Manufacturing Units of ASEAN and Industry Development

Source : Small to mid-size Finance Corporation Investigation Dept., Automobile Industry Trends in ASEAN and

Effects to Our  Domestic Small to mid-size Parts Manufacturers, Report by Japan Finance Corporation for Small

Businesses, n°98-1, April 1998.
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THE DEVELOPMENT OF THE
INTERNATIONAL DIVISIONS OF LABOR IN
ASIA, ESPECIALLY IN ASEAN COUNTRIES,
AND TECHNOLOGY TRANSFER

As stated before, within the Asian region, direct
investment and operations of Japanese automobile
industry and auto parts industries have the highest
degree of presence in Taiwan and ASEAN
countries. South Korea and China had their own
policies for domestic production and strictly
limited inflow of foreign capital, especially the
direct investment by Japanese assemblers. In
contrast, ASEAN is trying to accept investments by
Japanese assemblers and auto parts manufacturers
in the form of joint ventures with local companies
for technology transfers though they are also
pursuing policies for domestic production.
Furthermore, they are seeking international
divisions of labor on the regional basis. Of all the
ASEAN countries, that Japanese manufacturers
invested the most in was Thailand. In 1998, the
production capacity of Thailand reached over 1
million, including European and US cars, and
Japanese manufacturers accounted for 80%. The
future development of regional complementary
divisions of labor in components and parts
production among the four major ASEAN
countries should not be overlooked when it comes
to the automobile industry in the ASEAN region.
As mentioned before, among ASEAN countries,
ASEAN Complementation was being worked out
from the late 1960's, led by the four major ASEAN
countries, as a plan to promote divisions of labor
for auto parts production and reciprocal
complementation. If production is divided among
countries rather than producing all parts in each
country, for example, engines are produced in
country A, transmission in country B and pressed
parts in country C, cost will be reduced
considerably because of the merit of scale.

The complementation plan was started with this
concept but ended up as a desk plan since each
country had their own domestic production plan
and there was a conflict of interests over allocation
of parts to be produced. It was difficult to solve
because some countries would have surplus and
others would have deficits in the auto parts trade.
In the end, the complementation plan was made but
failed. The underlying cause of this failure was the

low standards of industrialization of ASEAN
countries and the different degrees of
industrialization among the countries. In the late
1980's, the industrialization of the four major
ASEAN countries had been enhanced and the
domestic automobile production plan started to get
on track. Then BBC (Brand of Brand
Complementation) was started. In the BBC
scheme, a specific automobile manufacturer offers
reciprocal complementation for parts of a specific
brand car and import tariff on the parts is
considerably reduced. Some manufacturers, such as
Toyota Mitsubishi and Nissan started to use this
system. Among ASEAN countries, this concept of
complementary divisions of labor was expanded to
parts and materials. AICO (ASEAN Industrial
Cooperation) was established as a comprehensive
and full-scale reciprocal complementation
agreement to respond to the sharp reductions of
import tariffs to be implemented under AFTA
(ASEAN Free Trade Area), which is scheduled in
2003. (Shown in Figure 3 and Table 2). The
notable point about AICO is that it will help
promote divisions of labor and cooperation among
parts manufacturers and also help form a network
not only within the region but also beyond the
region. AICO was put into effect in November
1996, and nineteen companies, mainly Japanese
companies, applied. But no companies have
actually operated under AICO. Thailand gave
approval of application of AICO to a total of nine
companies, such as Japanese automobile
manufacturers like Toyota and Honda, auto parts
manufacturers (e.g. Denso Corp.) and home
electrical appliance manufacturers (e.g. Matsushita
Electric Industrial Co.) as well as Volvo and
Goodyear. However, Malaysia and Indonesia did
not give approval to any single company due to
concern about the impact on domestic industries.
Later, in 1988, Matsushita and Volvo were given
approval to the AICO application. As for BBC, the
ASEAN Secretariat gave approval to projects while
application of AICO required approval of the
Ministry of Industry of each country, this delayed
implementation of AICO. According to Japanese
automobile manufacturers who have applied for
AICO, each country demanded a foreign currency
balance (import-export balance between two
countries) from each manufacturer when making
application for AICO.
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Figure 3. - Complement of AICO Arrangements

Source: Previous TED Seminar, Mr. Fumio Yoshimi, Current Situation of ASEAN Automobile Industry and

Strategies of Automobile Manufacturer.

Table 2. - Comparison of BBC and AICO Plan

BBC AICO

Contents Expansion of Mass Production Effects

Resolve obstacles for the private business

plans by reducing high tariffs set to

protect the domestic parts industry and

reducing the vehicle production cost.

This enables support for the distribution

of the specific parts of the specific model

of the specific brand in the local

participating countries.

Promote the establishment of the

infrastructure towards the trade

deregulation of WTO through the

trade/investment expansion in order to

enhance the mutual profits and

competitiveness in each country for the

promotion of economic development in

the ASEAN region.

CEPT adoption was advanced to 2003,

thus temporarily adopted the AICO Plan

in 1996 in order to make adjustments for

each ASEAN country for 2003.  Also,

ASEAN automobile industry is expected

to improve in the long-term in the aspects

of income and technical standards.  But

the recognition of the necessity of each

country to reduce cost by promoting the

localization and mutual complements

among countries was one of the factors

for the advanced adoption.
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Suite Table 2. - Comparison of BBC and AICO Plan

Background Originated by the AIC approved by the

14th ASEAN Foreign Ministers’

Conference in 1981.  In 1982, Mitsubishi

Automobile Industries proposed to “(1)

reduce the import parts tariff to half, (2)

consider the import parts as the domestic

parts and include in the calculation of the

domestic production ratio, when each

country mutually accommodates the parts

with higher priority in cost”. In 1987, at

the 3rd Summit, agreement was reached to

promote as BBC Plan by the Manila

Declaration, and in 1988, it was approved

and signed at the ASEAN Cabinet

Economic Ministers Council.

Items

Included

Automobile Parts Finished Products / Mid-process  Products

/ Raw Material

Applicable

Term

From October 1988 until the issue of

AICO

Until the issue of CEPT (2003)

Applicants Domestic Automobile Manufacturers

(Brand Owners)

Manufacturers in each country

Authorizing

Party

ASEAN Office Industrial ministry in each country.

Terms and

Conditions

Limited to the automobile parts.

BBC products fulfill the regulation of the

place of origin by PTA (ASEAN special

decision???).

Single ASEAN content exceeds 50%

Cumulative ASEAN content exceeds 60%

Manufactured based on the International

Quality Assurance Standards

Competitively priced for the general

market place.

Established in “each ASEAN member

country” and operate business.

Minimum  30% of country’s share

Sharing the material, or corporations

cooperate each other.

Corporations conducting business

established by multiple participating

countries, which cooperate to

manufacture AICO products.

Designated parts domestic manufacturing

ratio exceeds 40%

Approved as AICO products when the

raw material import CIF amount is less

than 60% of the export FOB amount.

Benefits Domestic manufacturing approval

50% exemption of the CDK tariff.

To be included in the domestic

manufacturing ratio.

0 – 5% performance tariff is applied

(available only for the participating

companies handle AICO approved parts).
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Suite Table 2. - Comparison of BBC and AICO Plan

Issues Advantages and disadvantages become

evident for the governments in each

country due to their own domestic

automobile, domestic manufacturing

programs.

Each country advocate to produce more

value-added parts (engines and

transmissions), which leads to conflicts.

BBC has the special program for the large

automobile manufacturers, thus the early

shift to the CEPT is necessary.  Also,

more opinions are indicated for a program

to promote small to mid-size local

industries.

After submitting the application to the

ASEAN office, opinions of each MITI of

each country’s must be asked.

Complicated process due to the approval

necessary by all ASEAN participating

countries.

Each country’s pace are not the same.

Approval by the government (of

importing and exporting countries) is

done simultaneously and the importing

and exporting countries need to negotiate.

Both governments benefits and losses will

be evident and conflicts may affect the

surrounding industries such as automobile

related industries expect to have the delay

in permits.

In order to balance the trades, it is

possible that the CKD package export,

which gather the parts by the parts

manufactures under the control of each

country’s automobile companies, may not

be approved.

Source: Small to mid-size Finance Corporation Investigation Dept., Previous document, p.26, A Re-created

document from the ASEAN office documents.

There is no doubt that the basic concept of
AICO will greatly contribute to the development of
a regional international division of labor in the
ASEAN region if it functions full scale. However,
there are differences in expectations and degrees of
domestic automobile production among the
ASEAN countries and the problem of balancing
auto parts trading still remains to be solved before
strengthening the divisions of labor. Furthermore,
the currency crisis in 1997 discouraged each
country from liberalizing trade of important
industries, such as the automobile industry.
However, if ASEAN countries hold off on trade
liberalization for a long time, the ASEAN market
will become less attractive because of non-tariff
barriers and direct investments to ASEAN will be
stagnated. Then ASEAN will become incompetent
to compete with China and India in attracting more
direct investment. Therefore, though AICO is not
functioning at the moment, if the ASEAN economy
recovers by the time AFTA (ASEAN Free Trade
Area) and CEPT (Common Effective Preferential
Tariff) agreements are established,  full-scale
international divisions of labor will be carried out.
A production and supply network for auto parts

will be established linking Japan, Taiwan and other
countries.

In this way, regional reciprocal
complementation by leading Japanese automobile
manufacturers is under way though it has been
under a reciprocal complementation system for
limited auto parts.

The outline of regional reciprocal
complementation of Toyota and Mitsubishi by
BBC is shown in Figures 4 and 5. These figures
show how international divisions of labor made
progress. The currency crisis occurred when
operations were starting to shift from BBC to
AICO. It is believed that Japanese manufacturers
will improve domestic production rates, strengthen
the international divisions of labor and start
exporting outside the region sooner or later due to
the high cost of imported auto parts from Japan.

Another notable point about the automotive
scene in the ASEAN region is that major Japanese
automobile manufacturers are trying to establish a
full-scale production system for Asian cars through
divisions of labor, especially in Thailand. Cars
produced in this region were largely commercial
vehicles due to road and traffic conditions in
ASEAN countries. For example, Toyota developed
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an original commercial vehicle model "Kijang"
which was mainly produced in Indonesia.
However, it is notable that the prospect of market
expansion for passenger cars began to attract

attention and production of Asian passenger car
models, such as "Soluna" by Toyota and "City" by
Honda, started mainly in Thailand.

Figure 4. - Outline of Toyota’s Components Complementation Plan 1990

Source: Toyota Motors, Automobile Market in Asia and Oceania. 1990p.

As mentioned above, international divisions of
labor in the automobile industry mainly in ASEAN
countries has just started and is operated mainly in
the form of divisions of labor in the manufacturing
process of limited parts and components.

This is because the international production rate
for auto parts is low in this region and a lot of
parts, materials and intermediate resources have to
be brought from Japan.
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Figure 5. - Outline of Mitsubishi Component Complementation in ASEAN

Source: Mitsubishi Research Institute, Automobile Industry Report 1, 1994.

However the BBC requires 50% of ASEAN
content and it is imperative to improve local
content and regional divisions of labor as it is
costly to import parts from Japan due to currency
matters. Figure 6 shows the general trend based on
changes in the amount of imports of major products
in Thailand, Malaysia, Philippines and Indonesia
between 1990 and 1996. According to the figure,
during the period up to 1996, the year before the
economic crisis, Thailand and Malaysia saw an
increase in the domestic production rates for each
major auto part while imports from Japan declined

considerably. It is inferred that local production of
parts and components increased during this period.
On the contrary, the Philippines and Indonesia saw
an increase in imports except for certain parts. In
Thailand, local production of power trains and
engine supplements made progress, reflecting the
effect of local production regulations. On the other
hand, import of bodies and accessories increased,
which was probably because the demand was
shifted to various passenger cars due to
development of the domestic market.
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’90                   ‘96 Individual Items

Thailand Generally Localization
Progressed

Items other than car body/accessories showed
localization.
Improved the production of power train/engine
supplement equipment.

Malaysia Localization developed
for all items

Low dependency for import on each item.
Even more development in electronic accessories in
recent years.

Philippine Localization developed
for some items

Mainly electronic accessories, foot area, transmissions
and steering parts.
Structure of the car body and accessories is easy to
increase imports.

Indonesia Little Change Space to localize in the power train/engine supplement
equipment.
Higher local production capability for the foot area parts.

Figure 6. - Summary of Parts Production Capability of Each Country (’90 to ’96)

Source: Mid to Small Size Finance Corporation Investigation Dept., Previous report, p.42.

However, other than bodies and accessories, the
progress of domestic production was outstanding in
general. Malaysia, thanks to the domestic
production policy for national cars, became less
dependent on imports in all areas. The Philippines
became less dependent on imports in the areas of
underside parts, transmission parts and steering
parts while imports of power trains, engine
supplements, bodies and accessories were on the
rise. This trend implies that demand for high value
added passenger cars expanded along with the
political stability in the country while domestic
production was not making progress in the various
areas of parts production. Indonesia did not see
much change on the whole but it is noted that local
production of engine supplements and power trains
were lagging behind while domestic production of
underside parts made progress. (p.39 op. cit. by

Research Division of Japan Finance Corporation
for Small Business) In conclusion, when it comes
to local complementary divisions of labor, there are
considerable differences in the degree and content
of domestic production among countries because
each country has a different domestic production
policy and a different degree of development of the
automobile market. Therefore, in order to develop
regional complementary divisions of labor for the
automobile industry in the ASEAN region, political
adjustments are needed for such issues as tariffs for
domestic production and the trade balance. But
more importantly, as shown in Figure 7 intensive
production covering the whole region, should be
carried out by all levels of manufacturers, from
finished car manufactures to parts manufacturers.
In this sense, the recent economic crisis may have
helped promote such intensive production.
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Finished Vehicle
Possible intensive production at plants other than

Pronto, larger scale plants in Thailand and Indonesia.
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Internally Manufactured

Parts

Cause for the intensive production is high because of

the expected mass production effects with power train

and press parts.

Power Train /

Engine Supplements

Not many items are duplicated in production except for

the belts for engines (current status continues).

Transmissions /

Steering

Possible intensive production for clutch related parts

and steering wheels.

Foot Area Parts
Wheel and tire production is duplicated in each

country.  Possible to adjust production centers.

Car Body /

Accessories

Automobile glass, seats, windshield wipers, weather

strips, anti-vibration rubber, seatbelts, headrests,

various trims and installment panels may have mass

production effects, thus possible for intensive

production.

Electric Accessories

Possibility for the intensive production for wiring

harness lighting equipment for vehicles, electric wires,

cable, switch, relay meters, alternators, batteries.
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Other Products

Production of car air conditioners, car audio is

duplicated in each country, but mass production effects

are already seen for car audio from outside region

exports.  Thus, limited possibility for intensive

production.

Figure 7. - Summary of Intensive Production Prospects

Source: Same as Figure 6, p.44.

ASIAN ECONOMIC CRISIS AND
COUNTERMEASURES TAKEN BY
JAPANESE AUTOMOBILE
MANUFACTURERS

The Asian economic crisis was triggered by the
Thai baht crisis in July 1997 and involved mainly
ASEAN countries. This economic crisis forced
Japanese automobile manufacturers, who had been
pursuing an international strategy in Asia centering
on regional complementary divisions of labor
mainly in ASEAN countries, to reexamine the
strategy and take emergency measures to change its
direction temporarily. Figure 8 shows changes in
sales volume of automobiles in the four major
ASEAN countries up to 1997 and Figure 9 shows

changes in monthly sales volume in those countries
from 1997 to April 1998. According to these
figures, the total annual sales volume of
automobiles in the four major ASEAN countries
was close to 1.5 million in 1996 and declined to 1.3
million in 1997.

After August 1997, the sales volume declined
drastically in contrast to the period up to July.
Compared with the same month in the previous
year, the volume declined from -60 to -80 percent,
a drastic fall.  

This implies the factory operation rate declined
to the level of about 30 or 40 percent and the sales
volume is believed to have declined by more than
half after 1998.
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Figure 8.- Shifts in Automobile Sales Units in 4 ASEAN Countries

Source: FOURIN, Automobile Parts Industry in Southeast Asia, Taiwan, Oceania, etc.
Ms. Minako Morimoto, Japanese Automobile Manufacturers Aiming to Establish the New Production Network in

ASEAN. Japan Automobile Industry Association, JAMAGAZINE vol.32-7, p.6.

Figure 9. - Comparison of Monthly Vehicle Sales Units

with the Previous Year After January 1997

Source: FOURIN, Automobile Parts Industry in Southeast Asia, Taiwan, Oceania, Various media reports, etc.

Faced with the drastic crisis, Japanese
automobile manufacturers took short-term and
long-term measures. (Shown in Table 3) The short-
term measures include production reductions,
temporary suspension of operations, a freeze on
investment plans, and postponement of the
introductions of new models, reductions in
workforce and a price increase. Most notably, they
also carried out advance payment and purchase

price increases and had meetings to discuss joint
support measures in order to prevent local parts
manufacturers who were financially disadvantaged
from going bankrupt. This shows that the Japanese
automobile manufacturers realized the importance
of support for local parts manufacturers, whom
they had helped develop through cooperation in
domestic production and technology transfers for a
long time, for a post-crisis strategy. As for
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reduction in workforce, they tried to keep skilled
workers who played a central role at the work
place, and carried out training for them in Japan.
The long-term measures included promotion of
intra-regional procurement and expansion of

exports of both finished cars and auto parts outside
the region. In addition to these fundamental
strategic measures, investment to local corporate
bodies and the preparation of intensive production
bases were carried out.

Table 3. - Trends of Japanese Automobile Manufacturers After the Currency Crisis

Production Reduction 1. Place of origin/Temporarily-terminated operation.

2. Terminated outsourcing production

3. Froze the investment plans

4. Postponed the introduction of the new model

Reduction of Employment 5. Temporary workers/full-time workers reduction

Measures for Sales 6. Increase in sales price due to the raise in imported raw materials.

7. Implementation of the sales promotions.

8. Special implementation of Auto Loans.

Local Parts

Manufacturer’s Support

9. Advance payments

10. Increase in the parts purchasing price

11. Council to discuss the support measures by cooperative efforts

among Japanese finished automobile manufacturers.

 (Temporary Measures)

Changes of Purchasing /

Clients

1. Promotion of local/regional supply purchasing.

2. Expansion of exports (finished car/parts)

Financial Support for the

Local Corporations

3. Increased investment and investment ratio by Japanese companies.

Concentration of Plants 4. Concentrate on the domestic manufacturing center by closing the

old plants.

Technology / Quality

System Plants

5. Implement employee training in Japan.

6. Obtain ISO etc.

 (Long-term Measures, Reorganization of the Production System)

Source: Previous documents, Paper by Ms. Minako Mori.

As stated, these measures, including the
temporary emergency ones, were adopted by
Japanese automobile manufacturers faced with the
Asian economic crisis on the assumption that the
ASEAN market would eventually grow in the mid
and long run and the regional trade liberalization
would make progress. Figure 10 illustrates the
prospects for the regional reciprocal
complementation and the structure of the divisions
of labor toward the establishment of AFTA in
2003. The left section "after the currency crisis"
shows the situation up to date after the crisis and
suggests that approaches should be considered

from two aspects with the stagnant market growth;
when trade liberalization makes progress and when
trade liberalization gets strangled.

It also suggests that these post-crisis approaches
are to be considered in anticipation of the growth
of the ASEAN market in the post-AFTA era and
the progress of trade liberalization. Competitive
edge in exports should be improved not only
through the progress of reciprocal
complementation in auto parts production with
mass production effects but also specialized
divisions of labor according to forte of each
country.
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Figure 10. - Prospects of Regional Mutual Complements/

Divisions of Work Toward AFTA 2003

Source:  Make Creation. Previous document, Report by Japan Finance Corporation for Small Businesses, p.30.

THE DEVELOPMENT OF THE
INTERNATIONAL DIVISIONS OF LABOR OF
JAPANESE ELECTRIC APPLIANCE AND
ELECTRONICS INDUSTRY IN ASIA

In terms of international divisions of labor,
Japanese electric appliance manufacturers are far
ahead of automobile manufacturers who have
carried it out mainly in the ASEAN region.
International divisions of labor have been rapidly
expanding not only in the production of color
televisions, electric refrigerators and electric

washing machines.  This includes the second
appreciation of the yen in the 1990's, in the
production of VTRs and air conditioners, involving
China as well as ASEAN countries. For example,
as shown in Table 4, the total number of production
bases of video tape recorders in Asia exceeds the
total in Europe and the United States combined.
The nature of the international divisions of labor of
the electric appliance industry is not limited to
regional complementation but is expanded on a
global scale. Beginning in the 1990's, production
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bases of video tape recorders have been shifted
from Europe to Asia, mainly to Malaysia. (Shown
in Table 4) The international divisions of labor in
the production of video tape recorders and air
conditioners (Shown in Figures 11 and 12) are

conducted not only in the form of regional
complementary divisions of labor according to the
manufacturing processes. But in a form of
horizontal divisions of labor, according to the items
and models.

Table 4. - Number of Overseas Production Centers of VTRs by Region

Y
ea

r

T
ot

al

A
si

a

O
th

er

Si
ng

ap
or

e

M
al

ay
si

a

T
ha

ila
nd

In
do

ne
si

a

Ph
ili

pp
in

es

C
hi

na

E
ur

op
e

T
ot

al

U
SA

O
th

er

1988 36 5 0 0 0 0 1 0 21 5 6

1990 40 12 0 7 0 0 0 0 19 2 7

1993 48 22 2 9 0 2 0 2 17 2 7

1996 42 22 2 7 0 2 0 3 11 3 6

Source: EIAJ, Overseas Corporations List, Annual research takes place in May.
Report by Japan Finance Corporation for Small Businesses No.97-3, Establishment of the New Divisional
Production System for Home Electronic Appliances among ASEAN and Japan, p.61.

Market Price Kusatsu
(Japan)

MACC
(Malaysia)

MAICO
(Malaysia)

China, Other
Asian

Countries
Residential
System Air
Conditioner

High Price

High Quality
Inverter Base

Standard
Inverter “Parallel Production”

Indoor/Outdoor
Unit
Separate Type
(Japanese
Domestic Use)

“Parallel Production”

Separate Type
(Only Air-
Cooling)
(For Exporting)

Base
“Parallel Production”

Wind Type Low Price Base
“Parallel

Production”

Production
Scale
Total:

3.2 million
units

1.1 million
units

Separate: 10
Wind:

800,000 units
0 units

China:
300,000 units

Other:
250,000 units

Figure 11. - “Parallel Production” and Sorting of Air Conditioner Production

Source: Nikkei Business, Created by the hearing research of January 30, 1995 issue. Report by Japan Finance
Corporation for Small Businesses p.75.
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There are three factors in the achievement of
international divisions of labor for the production
of electric appliances on a global scale.
1. The market for electric appliances expanded

rapidly in Asia, including China. First, the
local production for "white products"
(televisions, electric refrigerators and electric
washing machines) was rapidly expanded and,
due to the strong yen, a large part of production
was shifted from Japan. For example,
televisions and refrigerators are now produced
in China and Malaysia not only to meet the
demand in the region but also to export within
the region including Japan.

2. Along with this development, the production
bases for electric appliances, including parts,
were improved. For example, as shown in
Figure 11, there was an increase in electronics
parts that are supplied locally, more than 30%.
As for video tape recorders, while custom IC's

and metal molds are provided in Japan,
cylinders, heads and printing boards are
increasingly produced locally.

3. As for video tape recorders and air
conditioners, labor-intensive manufacturing
lines, once seen in Asia, are transferred
overseas. Manufacturing lines that require
advanced technology were also transferred
because transfer of automated lines with
automated equipment developed in Japan was
relatively easy with its contribution to export.
This factor also facilitated production transfers
to the Asian region and the international
divisions of labor on a global scale. This is
backed up by the fact that in terms of
investments to local factories related to high-
tech electric appliances, in most cases, more
than 50% or even 100% of the capital was
invested by Japanese manufacturers such as
Matsushita and Sony.

Flow of the parts supply

First Step: Production only in Japan.

Japan

Cooperative Company

General Parts

Manufacturers Set Manufacturers

Group Competitors
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Second Step: International expansion of the set manufacturers/part of the cooperative company

(Keeping the domestic production as it is)

Japan

ASEAN

Third step: Set Manufacturers, group (Compressors), part of the cooperative companies expand
into China (Japanese-production remains,

 and local domestic production remains for the completion in ASEAN.)

Figure 12. – International Promotion of Air Conditioners

Sources : Created by hearings. Report by Japan Finance Corporation for Small Businesses p.79

Cooperative Company

General Parts

Manufacturers

Set Manufacturers

Group

Competitors

Set Manufacturers
Group

General Parts

Manufacturers
Japanese

Cooperative Company
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As stated, in terms of international divisions of
labor in Asia, Japanese electric appliance and
electronics manufacturers are far ahead of Japanese
automobile manufacturers. There are three factors;
(1) rapid expansion of the local market, (2) speedy
establishment of production bases for parts, (3)
easily transferred manufacturing lines with

advanced technology. I'd like to study how such an
advanced international divisions of labor was
achieved as well as the regional complementary
divisions of labor and what role was played by the
establishment of the system for the international
divisions of labor at the time of economic crisis,
including the future development.

Figure 13. - Asia’s Production Dependency by Product

Source: Nomura Research Institute, Nomura Search, May 1995. Report by Japan Finance Corporation for Small

Businesses No. 97-3, p.66.

Note: Asia’s Production Dependency = Asia Production/(Japanese Production = Asia Production), which
include foreign affiliated companies.

The production amounts of electric and
electronics appliances in Japan peaked at 7.88
trillion yen, in 1991 and then declined year by year
to 5.37 trillion yen, a decline of 33%. In contrast,
imports of electronic appliances and electric

appliances for home use amounted to 330 billion-
yen and 140 billion-yen respectively in 1995.
(Report by Japan Finance Corporation for Small
Business No.97-3, "Establishment of a new system
of the divisions of labor between Japan and
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ASEAN countries in the electric appliance
industry" p.1) These changes in amount tell that a
33% decrease in production only in four years
implies progress in production transfers to Europe,
the United States and Asia. The increase in imports
was largely from Asia due to advantages in
logistics. In Table 5, the contents of operations of
Japanese electric appliance and electronics
manufacturers in Asia are described according to
periods and countries. According to Table 5, the
period of import substitution in the 1960's was
relatively short and the period of transition to
export-oriented production came relatively early.
This table also shows that the export-oriented
production became dominant due to the first
appreciation of the yen after 1985 and the second
after 1992 and was developed full scale in all
countries and for all items. The most noticeable
were production transfers to Singapore and
Thailand during the transition period toward
export-oriented production. The number of
production items and manufacturers in Singapore
and Malaysia increased after the first appreciation
of yen and the increase was seen in Indonesia, the
Philippines and China with the largest populations
after the second appreciation of the yen. Export-
oriented production was rapidly promoted with the

rapid expansion of production transfers following
the above-mentioned stages.

Therefore, as shown in Figure 14, although
there are considerable differences in the overseas
production ratios of major electric appliances
between products, the ratios sharply rose as a
whole. The figures indicating overseas production
ratios here include local production in Europe and
the United States and don't show the exact figures
in Asia. Given the fact that electric appliance
markets in Europe and the United States had
reached maturity and labor costs were no longer
competitive, the development of operations in Asia
as shown in Table 5 represents the rapid rise in
production ratios in Asia and contributed greatly to
these figures. The production of electric washing
machines and electric refrigerators, which are
products for daily life closely connected with
cultures and customs in each region, did increase
but the rate of increase was low. Both the rates for
overseas transfers and the rate of increases were
high in color televisions, microwave ovens, stereos
and video tape recorders. This indicates that
overseas transfer, mainly of audio-visual electric
appliances, expanded especially in Asia and the
production for these product lines was global and
the network for international divisions of labor was
further developed.

Figure 14.- Shifts of Overseas Production of Main Home Appliance Production

Source : Home Appliance Association, Home Appliance Industry Handbook. Report by Japan Finance

Corporation for Small Businesses N°. 97-3,p.5.
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Table 5. -  Expansion Time, Country and Business of Japanese
Electronics Production Centers

Import Substitution
Period

Export-oriented
Production Period Full-Development Period for Exports

1960 – 69 1970 – 84 1985 – 92 1993 - 97

Total
(Number of Main

Locations)

Korea Home Appliances(3)
VTRs(1) 7

Taiwan

Home
Appliances(6)
Color TV (1)(5)
Air Conditioners
(1)(5)
Picture Tube (5)

VTRs (3) Compressors (4) 17

Hong Kong Home Appliances(1) 5

Singapore

Home
Appliances(1)
Washing
Machine(1)

Television(5)(7)
Home
Appliances(4)(5)
Compressors(6)
Color TV(1)
Picture Tube(5)

Air Conditioners(1)
Color TV(1)(3)(4)
Compressors(1)
VTRs(4)

Picture Tube(3)
Color TV(1)(5) 29

Malaysia Home
Appliances(6)

Air Conditioners(6)
Television(5)
Color TV(2)

Home Appliances(2)
Washing Machine(2)
Refrigerators(2)
Color TV(3)(6)
Compressors(5)(6)
VTRs(2)(3)(5)(7)
Television(5)
Air Conditioner(5)(6)
Picture Tube (6)(7)

31

Thailand

Home Appliances
(1)(4)(6)(7)
Refrigerators(7)
Television(7)
Washing
Machines(7)

Home
Appliances(5)(6)
Refrigerators(5)
Television(5)
Air Conditioners(5)

Picture Tube(4)(7)
Color TV(3)
Compressors(7)
Home Appliances(2)
VTRs(5)
Home
Appliances(2)(4)
Air
Conditioner(2)(4)(6)(7)

Compressors(1)(5)
Refrigerators(1)(5)
Washing
Machines(4)(5)

35

Indonesia Home
Appliances(1)(6)

VTRs(1)(6)
Home Appliances(7)
Color TV(2)

Compressors(1)
Refrigerators(1)(2)
Color TV
(1)(2)(3)(4)(5)
Home Appliances
(5)

25

Philippines Home
Appliances(6)

Color TV(2)
Washing
Machines(2)

Refrigerators(5)
Compressor(5)
Color TV(6)
Washing
Machine(1)

12

China Color TV(1)(5)
Air Conditioners (1)

Picture Tube(5)(6)
Home Appliances(6)
Washing Machines(6)

Refrigerators(1)(2)
Home Appliances
(1)(2)(6)(7)
Compressors
(1)(4)(5)(6)(7)
Air Conditioners
(1)(5)(6)(7)
VTRs(6)
Washing
Machines (1)(2)(5)
Picture Tube(3)
Color TV(2)(3)(4)

54

Total (Number
of Main
Locations)

16 42 84 73 215

Note: Numbers in (  ) indicate the number of corporations.  (1) Sanyo, (2) Sharp, (3) Sony, (4) Toshiba, (5) Hitachi,
(6) Matsushita, (7) Mitsubishi
Source: Weekly, Toyo Economics, List of Corporations with Overseas Expansion in 1996, Created based on Toyo
Economic Shinpo.
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Overseas transfer of production of Japanese
electric appliances and electronics industry made
progress and some product lines, such as audio-
visual appliances, started international divisions of
labor on a global scale and this trend was
noticeable especially in Asia. It is attributed to the
fact that a relatively small amount of investments
to factories in Asia was sufficient in these product
lines and in some cases, technology transfer was
carried out easily by bringing in the latest
automation lines. In addition, the structures of
these products were not as complicated as the
automobiles. The number of parts for these
products is one tenth as many as that of an
automobile, which consists of as many as twenty
thousand parts. The standardization of parts is
relatively easy in these products and the number of
parts can easily be reduced, which also contributed
to early expansion of the international divisions of
labor. Furthermore, there are not as many bulky
parts or components in these products and easy
logistics made a cleaner transition into the
international divisions of labor.

In this respect, there were differences in the
conditions between automobile manufacturers and
electric and electronics manufacturers. For
automobile manufacturers, export-oriented
production was still in the distant future as they had
just started the regional international divisions of
labor, shifting from BBC to AICO.

Then what impact did the Asian economic crisis
have on the electric and electronics industry, which
had strengthened regional divisions of labor and
international divisions of labor and had become
export-oriented? There is no detailed data
concerning this point but the media of those days
show that the most affected by the economic crisis
were the high-priced goods, such as houses and
automobiles. Of course, home electric appliances,
so-called "white products" were largely for
domestic markets rather than export so
considerable production reductions seems to have
been carried out. On the other hand, export-
oriented products, such as audio-visual related
products, including their parts and components,
actually saw improvements in the competitive edge
for export due to the depreciation of the currencies
and production was carried out almost at full
capacity. This was, of course, achieved on the
assumption of a high ratio of local procurement

that would make production less dependent on
costly imports from Japan. Particularly, audio-
visual related products, which already had the latest
automated production lines from the early stages.
Though it was one tenth as much as automobiles,
they were successful, placing more emphasis on
exports to developed countries in Europe and the
United States despite the stagnant domestic
economy. It is reported that Minebea and Sanden
(air conditioners) in Thailand, operated at full
capacity though they were not audio-visual related,
in contrast to the partial closures of automobile
factories.

As stated, electric appliance and electronics
manufacturers incurred relatively less damage from
the economic crisis compared with to the
automobile manufacturers and recovered much
quicker. This is because electric appliance and
electronics manufacturers started export-oriented
production transfers and the preparation of the
system for international divisions of labor,
including regional divisions of labor, quite early.

THE OUTLOOK AND REEVALUATION OF
INTERNATIONAL DIVISIONS OF LABOR OF
JAPANESE AUTOMOBILE
MANUFACTURERS IN ASIA AFTER THE
ECONOMIC CRISIS; CONCLUSION

Having experienced the serious Asian economic
crisis, electric appliance and the electronics
industry, engaged quite well in the international
divisions of labor, and the automobile industry
stood in quite a different position. However, this
difference is also attributed to their structural
differences as industries that are pursuing their own
strategies aiming at Asia, a great prospective
market. While the market for durable consumer
goods in Asia started with electric appliances and
shifted to electronics information equipment, the
automobile industry also expanded the market at
the same time. But the great difference in unit price
and the difference in degrees of improvement of
the infrastructure caused a gap in the scale of
market. To put it plainly, the market for electric
appliance and electronics industry was right in the
growth period while the market for automobiles
were just about to grow. Therefore, the degree of
damage inflicted by the economic crisis was quite
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different between these two industries. Since the
electric appliance and electronics industry had a
certain degree of market scale and some products
were strongly export-oriented, the industry incurred
relatively little damage. On the other hand, the
automobile industry was carrying out investments
in factories with a view of expanding production
full scale when it was hit head on by the economic
crisis. In addition, observed over a longer period,
the electric appliance and electronics industry
switched from import substitution in the early
stages to export-oriented production relatively
quickly. This and the expansion of the market for
electric appliances and electronics products in Asia
helped them considerably. As for electric
appliances and the electronics industry,
advancement of set makers, or assemblers, into
Asian countries, including parts manufacturers,
were carried out in a relatively coordinated way.
On the other hand, as the structure of automobiles
is sophisticated and complicated, transfers of
electronics-related or precision manufacturing-
related parts and sophisticated parts and materials
such as metal molds and rough casting materials
tended to lag behind. The advancement of
assemblers into the region and the domestic
production of parts did not go smoothly in a
balanced way. Furthermore, while production
transfers of electric appliance and electronics
industry was carried out relatively smoothly, the
industry was able to shift to high-tech fields such
as high-definition televisions and information
appliances in order to alleviate the hollowing out of
the industry. This helped promote production
separation transmitted through a kind of horizontal
divisions of labor. Horizontal divisions of labor can
be achieved in the automobile industry in the future
but it would have been difficult to switch to
horizontal divisions of labor with the present
conditions to the extent that the electric appliance
and electronics industry did.

It is undeniable that the economic crisis
hampered the development of regional
complementary international divisions of labor of
Japanese automobile manufacturers in mainly the
ASEAN region. The crisis happened just when the
industry was about to see growing demands for
automobiles in the region and the emergence of a
full-fledged market for public consumption, like
the one for the electric appliance and electronics
manufacturers, toward the year 2000. In addition,

international divisions of labor on a global scale
involving China was not developed in the
automobile industry. Since, in the midst of the
economic crisis, temporary closures and production
reductions were carried out in many factories of
Japanese manufacturers in Thailand, Indonesia and
Malaysia. These countries were to become the core
of regional international divisions of labor in the
ASEAN region, the development of international
divisions of labor was now forced to be postponed.

However, there is a sign of recovery in
automobile production in Asia, especially in the
ASEAN region, along with the overall recovery
from the economic crisis. During the two years of
recession, though still insufficient, gradual progress
can be seen in reforms of the financial system,
transparency of business of the industrial groups,
elimination of special enterprises and liberalization
of entry of foreign capital. This region still has
great potential demand for automobiles just as it
had for electric appliances. Besides, the latest
economic crisis made Japanese automobile
manufacturers realize that it was risky to rely on an
automobile market of only one country, there will
be a rising strategic tendency toward the
establishment of international divisions of labor.

The conflict of interests of each country over
trade in auto parts, which are to be allocated among
the countries in the region, was the biggest
impediment to the development of international
divisions of labor for production of components,
where ASEAN countries will be at the core.
However, since it is inevitable in this global era to
observe the schedule for AFTA and CEPT toward
the year 2003, the problem should be solved
eventually. At the moment, Thailand is playing a
central role and the issue is now centering on
adjustment of interests between Malaysia, which
gives priority to its national interests and national
manufacturers, and the most powerful ASEAN
country, Indonesia. However, for the new
development in the 21st century, they will be
forced to give up minor differences in order to
accomplish a common goal. Another impediment
to the development of international divisions of
labor was that technology transfers of auto parts
did not reach the local lower-end suppliers.
However, during the recession, support measures
were taken for local suppliers but smaller suppliers
with no competitive margins were forced out of
business through restructuring. Therefore, from
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now on, production recovery will be pursued while
improving competitiveness in cost and quality. The
currency crisis brought prospects of a future
advantage with a substantial competitive edge in
exports and a rise in costs of imported parts and
materials. In this respect, it is imperative to shore
up parts suppliers involving the lower end. In
addition, the economic crisis brought a kind of
strategic turning point, switching local production
from domestic-oriented to export-oriented. Of
course, the currency conditions favorable to
exports do not directly lead cost, quality and
technology to meet the international standard. In
order to enhance competitiveness in exports, it is
essential to enhance the workers skills.

In this respect, Honda and Suzuki sent several
hundred local workers from their factories in
Thailand to their Japanese factories for training for
a period of six months in order to enhance their
skills while they cut back on factory operations in
Thailand. This is regarded highly as a policy from
the mid- and long-term perspective to enhance
competitiveness in exports and prepare for
international divisions of labor.

Recovering from the Asian economic crisis,
preparations for reinforcement of regional
international divisions of labor are under way, with
the ASEAN region as a core for the present,
towards the international divisions of labor on a
global scale.

Koichi Shimokawa

University Tokaigakuen

Yokohama - Japon
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