
Actes du GERPISA n° 25 105

A SURVEY ON THE CURRENT INVESTMENTS OF
JAPANESE AUTO PARTS INDUSTRY IN ASIA :

THE CASE OF TOYOTA FIRST TIER SUPPLIERS

Gilles GUIHEUX

Since 1990, the total production of Toyota in
Japan has been decreasing. While exports from
Japan are declining, overseas production grows
rapidly. 1995 was the first year during which
vehicles produced overseas (1,2 million) out-
numbered vehicles exported from Japan. At the end
of 1995, Toyota had a total of 35 overseas
manufacturing organizations in 25 countries,
among which 12 manufacturing bases in Asia
(excluding Japan)1. As Toyota's globalization
efforts are intensifying, especially into new
emerging markets in Asia, this process affects
suppliers.

The main questions we had in mind when we
started this research was to study the impact of
globalization of Japanese car suppliers, especially
their investments in Asian countries, on the
keiretsu system2. Looking at Toyota's suppliers

                                                                        
1Toyota Motor Company, 1996, The Automobile Industry,
Toyota and Japan. See in annex the chart summarizing
Toyota's activities in Asia (Japan excluded).
2We are indebted to Yveline Lecler (Institut d'Asie Orientale,
Lyon) for suggesting the importance of this issue. See Y.
Lecler, 1995, "Internationalisation des entreprises japonaises :
l'évolution des relations clients-fournisseurs, Actes du Gerpisa ,
n°14, mai, pp.63-82 and Y. Lecler, 1996, "Stratégies de
délocalisation des fournisseurs de l'industrie automobile en
Asie de l'Est et du Sud-Est", Fourth Gerpisa international
colloquium, Paris, June 19-21.

investments in Asian countries, we intended to test
the hypothesis of "keiretsu fading". The main point
we were wondering about was : do investments of
parts manufacturers in Asia mean a new shaping of
networks, a decreasing dependance of suppliers
towards principal firms, and a loosening of
traditional affiliations ?

In order to clarify these points, we have
conducted a survey on Toyota first tier suppliers.
As we focuse our research on Toyota suppliers, we
should be careful not to consider that it gives a
picture of the whole Japanese auto parts industry.
The scope of this paper is limited to Toyota
suppliers. Then, we focuse on the Asian region,
meaning Asean countries plus Taiwan and
mainland China.

The information used has been obtained directly
through a questionnaire and through meetings with
some managers of the suppliers. Thanks to the
support of Toyota Motor Company, a questionnaire
was sent to 57 companies, all of them suppliers of
Toyota Motor3. 52 of these 57 questionnaires were

                                                                        
3Actually we did send a few questionnaires to non Toyota
suppliers but none of these were answered.
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returned, which makes an exceptionally high
answering ratio of 91%1.

All of the firms we sent questionnaires to were
large companies. The average number of
employees of the 52 firms which answered is 3400
people. Only six of them employ less than one
thousand people. Firms were selected on the basis
of the different kind of products they
manufactured. Some manufacture very specific
products like seats, others manufacture universal
products like seat-belts or valves. Some produce
labour-intensive products like wire-harnesses, and
others manufacture high value-added products like
electric or electronic parts. All of them (except
one) have Asian manufacturing units. Lastly, 16
out of these 52 companies (one third of them) are
part of the Toyota Group. Which means that they
are either a subsidiary or an affiliate of TMC,
and/or  a company which depends on TMC for
more than 50% of its annual sales (with some
exceptions, e.g. a company whose dependence is
less than 50% may be regarded as a group
company, taking into account such factors as
historical relationships, personnel ties, and
licensing arrangements)2.

In addition to questionnaires, interviews were
conducted with 13 companies3. Eight of the firms
we visited (more than half) are members of the
Toyota Group, others being independent
companies.

This paper divides into three parts. In the first
part, we assess the difficult situation parts makers
have gone through during the past 5 years. In the
second part, we underline their clear determination
to invest in Asian countries. Finally, studying the
motivations of these investments in Asian
countries, we give a temporary answer to the
question we raised on the evolution of business
relationships between Toyota and its suppliers.

                                                                        
1This high return ratio is due to the support we did get from
the Purchasing Division of Toyota Motor Company, a letter of
which was attached to our questionnaire. We are very grateful
to this Division of TMC.
2From The Structure of the Japanese auto parts industry,
1993, Dodwell Marketing Consultants.
3We would like to state the fact that we were warmly
welcomed by all of these firms without exception. We were
provided with as much information as we were looking for.

A SEVERE SITUATION IN JAPAN

The recent evolution of the production
Refering to table 1, it is clear that auto parts

manufacturers have gone through a difficult
situation for the last years. Ever since 1992, the
production has been shrinking.

If we consider only the firms we did survey
(table 2), the average decline in production volume
between 1995 and 1991 is minus 9%.

This varies from one company to another. One
company surveyed saw its production declining by
one third during these last 5 years. For another, it
increased by more than 45%. But, generally, of the
37 firms which provided figures, 80% have gone
through a decline of their production.

This situation is the consequence of the
decline of the production of cars in Japan
(for both domestic and export markets )

As tables 3 to 5 show, car makers themselves
have gone through very tough times. The total
motor vehicle production in Japan has delined of
23% (almost one fourth) between 1991 and 1995.
Toyota domestic production has declined in the
same proportion. The vehicle exports from Japan
have been reduced by more than one third (34%)
during the same years (table 5).

Comparing the situation of car makers with
those of auto parts manufacturers (tables 1 and 2),
it is clear that the second ones have been able to
resist the evolution of the market, and to limit the
decrease of their own production (partly through
after-sales market and increase of exports).

Parts makers are unanimous in considering that
they cannot expect further growth of their sales on
the Japanese domestic market, and that growth will
come only from overseas. The only firm we visited
that had no intention to globalize its activities, that
had not gone abroad yet and did not intend to do so
in the future, aknowledged the fact that Japanese
market is not growing anymore (they argued that
increasing the scope of their business was not so
important). Before moving to the question of auto
parts industry investments in Asia, we consider
how much parts makers activities in Japan itself
have been affected in the recent years by the new
purchasing policies that car makers are setting up,
and by the development of their own
manufacturing activities overseas, especially in
Asia.
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Table 1. Total production of JAPIA members

1991 1992 1993 1994

Production 14678419 14599765 13632620 13591362
Evolution in % 10,7 -0,5 -6,62 -0,3

Account unit : millions ¥
Source : Japia, 1995.

Table 2.  Total production of surveyed firms

1991 1992 1993 1994 1995 1995/91

Production 81259 80527 74538 72901 73734
Evolution in % -1 -7 -2 1 -9

Note : 37 companies of our survey provided data on their production from 1991 to 1995.
Account unit : 100 millions ¥
Source : our survey

Table 3. Motor vehicle production in Japan

1991 1992 1993 1994 1995 1995/91

Production 13245432 12499284 11227545 10554119 10195536
Evolution in % -1,8 -5,6 -10,2 -6 -3,4 -23

Account unit : number of vehicles
Source : JAMA

Table 4. Toyota domestic production (total vehicles)

1991 1992 1993 1994 1995 1995/91

Production 4085081 3931341 3561750 3508456 3171277
Evolution in % -3,02 -3,76 -9,40 -1,50 -9,61 -22,37

Unit : number of vehicles
Source : TMC

Table 5.  Motor vehicle exports from Japan

1991 1992 1993 1994 1995 1995/91
Exports 5753379 5667646 5017761 4460292 3790778
Evolution in % -1,30 -1,50 -11,50 -11,10 -15 -34,11

Account unit : number of vehicles
Source : JAMA

New purchasing policies
All Japanese car makers are said to establish

new procurement policies. Constrained by the
shrinking of the market in Japan, by the high value
of the Yen, and by political pressure from their
major exports markets, they emphasize bargaining
more than they used to. A bid system is being
substituted to the traditional procurement system
based on long-term relationships. In the case of

Toyota, this new purchasing policy is called
"Global Optimum Purchasing". As Toyota itself
puts it, the "choice of suppliers is on the basis of
purely business considerations"1.

Indeed, the firms we met confessed that they
undergo strong pressures from their customers to
reduce costs and prices. But does that mean that

                                                                        
1Toyota Suppliers Guide, 1996, p.6.
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orders are reduced by customers on the basis of
price differences ?

It happened that one company with long term
business relationships with Toyota saw its supplies
partly substituted by orders from other companies,
especially from North America (in two cases,
Canadian and American companies were
mentioned). Nevertheless, generally speaking, the
companies we met could not see any real change in
the business relationship they have with Toyota
Motor.

One company aknowledged that relationships
have changed with Mazda (Mazda has increased its
imports from overseas and has shown quotations of
their overseas suppliers to encourage the firm to
reduce costs), but not with TMC.

The main reason for partmakers being able to
maintain the level of their sales to carmakers, and
especially to Toyota, is in fact that they did succeed
in coping with the requirements of carmakers in
terms of productivity, cost and price reduction. So,
if there are some cases of supplies from a Japanese
company that were substituted by orders from
overseas competitors, these were marginal.

The difficulty of changing a practice of long
term relationships was clearly expressed on one
occasion. Talking about its company's 2nd and 3rd
tier suppliers, our interlocutor said : "we have the
same philosophy as Toyota. We will buy the best
product at the best price", then he added "but we
are located in a rural area, so we treasure our
relationship with local suppliers". Beside the idea
that you don't change a long practice that fast, the
fact that carmakers strongly support their suppliers
seems to be characteristic of Toyota (as was
suggested to us).

Secondly, has the Asian investments of
parts makers affected their production in
Japan ?  Does the question of "hollowing
out" applies to auto parts makers ?

The answer is no. The reduction of production
in Japan does not come from an increase of
imports, especially from other countries in Asia.
Indeed, there are very few exports back from Asian
countries to Japan. Today, for Toyota Japanese
production itself, less than 1% of the supplies come
from Asia1 ; TMC doesn't import parts from Asia,
and doesn't see in the near future any danger of
hollowing out for the autoparts industry. That

                                                                        
1M. Y. Ihara, TMC International Purchasing Division, 29/7/96.

makes the automotive industry very different from
the electronic industry for which half of the parts
supplied in Japan are imported from Asia2. The
decrease of the volume of Japanese production is
exclusively due to the decrease of total domestic
demand and exports.

The main reason why Toyota does not expect
import of vehicles from Asian countries in the near
future is the lack of competitiveness of products
manufactured in Asia. The same idea applies to
parts manufacturers.

We did meet some cases of re-exports from
Asian manufacturing units to Japan, but these
orders were made by the mother company in Japan
to its Asian overseas unit, because the local
demand was not enough, and in order to keep
production at a profitable level. These orders were
made to compensate for lack of orders from the
local market and to maintain the profitability of the
business.

One company hat has production sites in
Indonesia, Taiwan and Thailand, mostly sells on
domestic markets. It exports back to Japan from
Indonesia and Taiwan semi-finished products only
to maintain operation output at a profitable level.
Another company sells half of its production
manufactured in Thailand on the domestic market,
whereas the other half is exported back to Japan.
Initially, the company expected these exports to
Japan to be less ; it's because they cannot get
enough orders from Thai domestic market that they
export to Japan.

In general, firms that today re-export part of the
production of their Asian units did not originally
intend to. They invested to sell on the domestic
market and expect local market to develop in the
near future. That would make it possible to
maintain or even decrease the volume of exports
back to Japan.

The main reason why there are so few exports
from Asian countries back to Japan is that local
production is not so much less costly there than in
Japan. Even though labour cost is much lower in
Asian countries than in Japan 3, this argument only
applies to firms manufacturing labour-intensive
parts. According to our interviews, in most cases,

                                                                        
2Mitsubishi Research Institute, interview with M. Noro and
Ushijima, 15/8/1996.
3For instance, in Thailand, labour cost is one sixth of what it is
in Japan.
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the cost difference between Japanese and Asian
production units is not that impressive1.

For one company manufacturing plastic and
rubber products, its Taiwanese production is
slightly less costly than its Japanese one. In
Thailand, the difference is 20% less. For another,
manufacturing pressed body parts, transmission
and engine-related parts, the cost of local
production is not less than in Japan, but in fact
higher because of the low volume of production.
Because labour cost does not count a lot in final
cost and because the material (imported from Japan
for the time-being) is in fact all-important, the
production cost in its Asian units is higher than it is
in Japan. In the long term, depending on the
evolution of the Yen, they might have to localize
production2.

For another firm, manufacturing seat-belts in
Thailand, because they have to import parts from
Japan (and duties on parts are between 40% and
60%), seat-belts made in Thailand are more
expensive than made in Japan3. For a firm
producing electric parts, those produced in
Thailand and Taiwan are slightly more expensive
than those produced in Japan. In Thailand, cost of
the product is higher than in Japan. It is possible to
keep this business because of local governement
regulations. If there were no more tariffs, imported
parts from Japan would be less expensive than Thai
products, and might be substituted.

For a spring manufacturer, material counts for
60% to 70% of the final cost of the product. So if
they can procure material locally, price will be
drastically reduced in Asia. But today, because
procurement comes from Japan, production cost is
slightly superior or equal to the cost in Japan. For a
rubber part maker operating in China, it is difficult
to find good material there. Some parts need to be
sent from Japan. Because what counts in the price
is not labour but materials, China production cost is
a little bit lower but not much.

As we can see, the key solution to production
the cost problem is local procurement, local
meaning either domestic or within the Asian region
(see further).

                                                                        
1For products that are not labour intensive, there is not much
difference in cost. Cost difference depends on currency
exchange rates.
2Increasing localization of production (getting the supply of
material locally) will contribute to decrease of production cost.
3Again, it's also because the ratio of part localization is very
low, here less than 5%.

Another reason, beyond cost, that contributes to
explain the fact that there are very few re-exports
from Asian production units back to Japan is
quality level. For a lighting equipment
manufacturer, products now manufactured overseas
are of lower quality compared to those
manufactured in Japan4.

If there is no trend of exports from Asian
production units to Japan, there is already a srong
trend of exchanges within the Asean region , and we
can foresee it will develop further. Some
companies have already developed exchanges
inside the Asean region. Settled in Indonesia, one
company exports half of its production within
Asean countries. For another firm, its total
production in Taiwan is sold on the domestic
market (Taiwan is not a member of Asean) ; in
Thailand, production is sold mainly on the Thai
market and partly exported to the same company in
Malaysia. Beside, because of Aico (see further part
3), reciprocal exchanges within one group of firms
and across the region will be more common. This
will make the production volume increase, and, in
turn, contribute to cost reduction in Asean
countries.

Generally speaking, Asian units aim at selling
products on domestic markets. Basically, the policy
is to produce where the market is : in Japan for
Japanese market, in Asian countries for local
markets. In the future, only production of labour
intensive parts (such as fabric for seatbelts for
example) could be transfered from Japan to cheap
labour countries, while the final assembly process
is kept in Japan.

In fact, those who are suffering the most
from the decline of the automotive
production in Japan are not the first tier
suppliers we met but the second and third
tier suppliers

As we already mentioned suppliers have so far
been able to cope with the request from car makers
for cost reduction. Those who are really suffering
from the decrease of Japanese domestic production
are the 2nd and 3nd tier suppliers, who produce
small lots.

Up to now, there has been almost no lay-off of
workers in the companies we visited. The number

                                                                        
4TMC faces similar problems. It considers that its best Asian
production is made in Taiwan ; still, in Taiwan, the defect ratio
is much higher than in Japan (TMC Purchasing Division,
29/7/1996).
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of employees has been adjusted through several
measures without forcing companies to lay off their
regular workers. These measures were reducing the
number of shifts, reducing the number of out-
sourced and part-time workers, not replacing
workers who were going on retirement, setting up
programs for promoting early retirement (from 60
to 50), transferring employees to subsidiary
companies.

At the same time, first tier suppliers are being
more selective with 2nd and 3rd tier suppliers,
reducing the number of suppliers for the same
product. Different strategies are undertaken by auto
parts makers with their suppliers. With the best
ones, links are fortified. For instance, two
companies mentioned that they could enter the
equity of some of their suppliers that would
become their subsidiaries or group companies.
They also dispatch staff to increase productivity, to
assist management in the plant so that they can
reduce costs. Many projects to help subcontractors
to improve productivity are undertaken.

With others, orders are decreasing and parts
makers are encouraging them to diversify their
customers. In any case, parts makers appear to help
their own suppliers as much as they can (for
instance dispatching technical staff, even advising
them even to merge with competitors).

To conclude, even though automakers have
been going through a difficult period, most of them
consider that the worst is over, and that they should
be able to maintain their production at the present
level. The ones that have suffered most and that are
going through restructurations are second and third
tier suppliers.

NEW TRENDS IN OVERSEAS
INVESTMENTS : THE INCREASING SHARE
OF THE ASIAN REGION

Our second point is more matter-of-fact, we
review the increasing localization of autoparts
manufacturers investments in Asia. In table 5, the
352 overseas investments made by the 52 firms
surveyed, from 1954 to 1998 are taken into
account.

The Asian region as a whole was the main
destination of autoparts manufacturers until the
1980s. It was the only destination of investments
during the 1950s and 1960s and accounted for 76%
and 83% of foreign investments during the first and
second part of the 1970s. The countries concerned
by Toyota's suppliers investements were mainly
Taiwan and Thailand in the 1960s, whereas  in the
1970s an increasing share of these investments
were made in Indonesia, and to a lower degree in
Malaysia and the Philippines.

During the 1980s, North America and Europe
became the main destination of investments. They
account for 50% of the cases for the period 1981-
1985, then 62% of the cases for the period 1986-
1990. Since 19911, Asia is back as the main
destination of these invesments, accounting for
61% of the total cases.

Looking more specifically among Asian
countries themselves in the last years, it appears
that the two main Asian destinations of investments
are  China -25% of total invesments cases since
1991-, followed by Thailand with 21%.

The history of overseas operations can be
briefly commented as follows. In the 1960s, the
objective was to cultivate export markets, and also
repair parts for exported Japanese cars. In the
1970s, the objective was to adjust to local
regulations in Asia (see further, part 3). Autoparts
manufacturers started to establish production bases
in Asia.

In the 1980s, to face the Yen appreciation and
trade friction with the US and Europe, firms
established production bases in America and
Europe. In the 1990s, firms have continued to
expand their production in America and Europe,
but the Asian region as a whole is back as the first
destination because it is the place where new
markets ar emerging.

Nevertheless, we should not over-evaluate the
globalization of parts makers. As  table 7 shows,
mentionning three of the biggest suppliers, the part
of the Japanese production in their total production
still ranks above two thirds2.

                                                                        
1We took into account investments made and anticipated up to
1998.
2These figures are to be compared with the part of Toyota
production manufactured overseas (28% in 1995) and with the
situtation of the major American or European major parts
makers.
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Table 6. The localization of the investments of surveyed firms (number of cases)

1954-1965 1966-1970 1971-1975 1976-1980

Nber of cases 6 14 25 23

North America - - - - 5 20 3 13

Europe - - - - 2 4 2 4

Asia 3 100 7 100 10 76 10 83

Thailand 5 50 7 29 9 20 4 9

Taiwan 8 50 22 57 8 12 8 13

Indonesia - - 3 7 21 28 30 43

Malaysia - - 5 7 15 12 10 9

Philippines - - - - 6 4% 12 9

China - - - - - - - -

Total 2 100 4 100 7 100 7 100

1981-1985 1986-1990 1991-1998 Total

Nber of cases 28 128 128 352

North America 7 25 60 50 26 22 107 30

Europe 15 25 33 12 48 17 46 13

Asia 7 50 25 38 39 61 199 57

Thailand 4 7 23 10 48 21 56 16

Taiwan 14 18 35 10 5 2 37 11

Indonesia 3 4 24 6 18 5 33 9

Malaysia 30 21 20 3 20 3 20 6

Philippines - - 41 5 41 5 17 5

China - - 11 3% 89 25 36 10

Total 8 100 36 100 36 100 100 100

Notes : first column =  investment cases in the country/region  during that period of time on the total of cases in this
country/region
second column = investment cases in that country/region on the total number of cases in that period of time
Example : 89% of the total investments cases in China took place during the period 1991-1998. These invesments
account for 25% of the investments cases of the same period.
Source : our survey.

Table 7. Globalization of parts makers

Part of the total
production manufactured
in Japan in 1995

Years of first and second
overseas investments

Country of firtst and
second overseas
investments

Company A 93,62 1973, 1979 USA, Taiwan
Company B 71,00 1984, 1987 Malaysia, USA
Company C 73,00 1974, 1978 Thailand, Indonesia
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Source : our survey

MOTIVATIONS FOR INVESTMENTS IN ASIA

The main reason for investing in Asia :
supplying Japanese carmakers

Table 8 summarizes the anwers we got to the
question on the main motivations to start
production in Asian countries.

48% of the 48 firms who answered this question
on the main motivations to start production in
Asian countries selected the first answer : "to
supply components to Japanese firms settled in

these countries". A majority of firms (33%)
selected the same reason as their second
motivation. Local market is therefore the main
motivation of investment in Asian countries. It is
even more clear if we add the three answers
"supplying Japanese firms", "substituting local
production to exportation from Japan in order to
keep orders" and "developing new markets" ; these
three totalize 71% of the total number of answers
as first motivation, and 62% as second motivation.

Table 8. What were your main motivations to start production in Asian countries ?

1st
motivation

2nd
motivation

3rd
motivation

To supply components to Japanese firms settled in these
countries

23 48 16 33 7 16

To reduce production costs 11 23 12 25 6 13

To substitute local production to exportation from Japan in
order to keep orders from local (non-Japanese) firms

8 17 5 10 5 11

To develop new markets -local or regional markets- 3 6 9 19 18 40
To take advantage of local incitement to invest 1 2 4 8 8 18
Other reasons 2 4 2 4 1 2
Total 48 100 48 100 45 100

Note : 48% of the 48 firms who answered the question consider that their first motivation was to supply Japanese
firms. Those who made a different answer are 33% to consider it was their second main motivation, etc.
Source : our survey.

We should also remark the low percentage of
the answer "developing new markets" ; its suggests
that these investements are only marginally
connected to the reasearch of new customers.

According to the table, the second main reason
is to reduce production costs (23% as first
motivation, 25% as second motivation). This
supports the idea that the steady increase of the
Yen since 1985 (G5 Plaza Accord) has made the
cost of exports too high and has helped localize
production.

In fact, according to our interviews, and as we
already mentioned in part one, the cost is not such
an important reason as it applies only to companies
manufacturing labour-intensive parts. Among most
of the firms interviewed, the production cost in
Asian units compared to cost in Japan, was almost
the same, if not even higher, because of two main
factors : first, the difficulty of local procurement -
to meet quality requirements from car makers and
because they lack good quality local suppliers,
firms have to import many parts and materials from

Japan- ; second, the small volume of the
production.

Regarding this last topic, firms obviously expect
a lot from making use of BBC and AICO1 schemes
that should mean larger markets, larger production,
and reduction of production costs. As we have
noticed in part one, big suppliers established in

                                                                        
1With the BBC (Brand to Brand Complementation) program,
tariffs are divided by two for products exchanged within
Asean. With AICO (Asean Industrial Cooperation) scheme,
adopted in April 1996, not only assemblers but parts suppliers
can enjoy duty reduction. Duty is between 0% and 5%. Only
firms in which capital is minimum 30% local, can apply to
Aico.
These two programs have helped Japanese carmakers to
initiate their "Asian cars" and increase the level of local
content. Parts exchanged within Asean countries are in fact
considered as "local content". These programs  allow
manufacturers to plan industry-wide sourcing strategies on a
complementary product basis involving several countries,
providing greater economies of scale than would otherwise
have been possible at national level.
In Thailand for instance, the average local content ratio for
Toyota Thailand is 63%, 50% purely Thailand plus 13% from
other Asean countries. In Indonesia, the Kijian local content
ratio is 68%, 60% Indonesia and 8% from other Asean
countries (TMC International Purchasing Division, 29/7/96).
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several Asean countries think of increasing
reciprocal exchanges within their Asean units,
taking advange of BBC and AICO to implement
labour division inside the region, just as carmakers
themselves do1.

Parts makers also expect from another way the
reduction of production cost. They wish Japanese
car makers standardize specification of their
products in Asian countries to make their business
more profitable -standardization both from one car
maker to another, and from one country to
another2.

In addition to increasing the level of local
content and intensifying exchanges within the
Asean region, a third way to reduce costs for
suppliers is redesigning the products. In Asia, the
trend is to develop new products with Asian market
specifications -the process includes a redifinition of
what kind of parts are locally procured and what
kind are procured from Japan.

The Asian cars programs exemplify this
strategy3. While the import of CKD or CBU cars is
becoming more expensive -because of appreciation
of the Yen- and now that the supporting industry in
Thailand is  well-developed, these programs -that
include discussions between car makers and local
suppliers- aim specifically at reducing costs. For
instance, the Toyota Asian car production cost is
10% cheaper than its Japanese conterpart4.

If we look at these motivations in detail, country
by country, we get a more acute picture.

Refering to table 9, in Thailand, the main
motivation is Japanese customers. Which is not
surprising for Japanese manufacturers dominate
both sales and vehicle assembly (70% of car sales,
98% of commercial vehicle sales5).

                                                                        
1These programs have allowed Toyota to shift from a policy of
localization in each country to a policy of reciprocal exchanges
within the region. The production of diesel engines is
concentrated in Thailand, steering gears in Malaysia, gasoline
engines in Indonesia, and transmission systems in the
Philippines. These parts are supplied to all the markets within
the Asean region.
2The fact is noteworthy that even assemblers cooperate in
Thailand and have joint operations. Nissan, Toyota and Isuzu
produce forged and cast engine components on a coordinated
basis in an effort to meet the local content requirements and
maximise economies of scale. Toyota Motor Company does
casting for Nissan, whereas Isuzu does forging for TMC.
3Toyota 's Asian Car (production started late 1996 in Thailand)
is the third vehicle specially conceived by TMC for one market
after the Kijian (Indonesia) and the Avalon (North America).
4TMC, International Purchasing Division, 29/7/1996.
5from EIU, 1996, Motor Business Asia-Pacific, 2nd quarter,
"Short-term prospects for the automotive sector in Thailand",
pp. 18-31.

Toyota is the largest vehicle manufactuer in
Thai and controlled 28% of the market in 1995. It
started building vehicles locally in 1964 (Toyota
Motor Thailand was established in 1962). During
the 1960s, requirements for localization were
minimal, but in the 1970s, local government up-
graded the requirement for localization6. So, in
1971-72, Toyota pressed its suppliers to do
activties in Thailand through either subsidiaries or
technical agreements. After 1987, because of the
rising costs of imported parts, carmakers requested
again to invest in order to increase local content
ratio.

Today, the Thai market is increasing at a rapid
speed7 and prospects of exports are bright8. Market
is becoming big enough so that suppliers can
secure their viability by themselves9.

In China, where Japanese carmakers are moving
in after Americans and Europeans, the main answer
is the importance of local market (Japanese
customers excluded). In fact, regarding China,
along with the Chinese government policy10, TMC
encourages suppliers to invest in the country to
prepare for its scheduled passenger car joint-
venture in the city of Tianjin.

We can note that "Japanese customers settled in
the country" ranks as second answer. In fact, since
1995, Daihatsu, a Toyota's affiliate produce the
Charade through a joint-venture with a Chinese
partner, Tianjin Automotive Industrial Group.

                                                                        
6Local content legislation was introduced in 1972, with locally
assembled vehicles having to source between 15% to 25% of
their content locally if they were to be exempt from import
tariffs.
7Sales increased by 17% in 1995 with a total of 568 000 units
(idem).
8By the year 2000, it is expected that Thailand will become the
third largest overseas production base for Toyota and Honda,
after the USA and Europe. The main destinations for vehicles
are expected to be within the South-east Asian region. But, as
well as Asia, Toyota Asian car will be exported to the Middle
East and Latin America.
9Many projects are undertaken to supply not only Asian
countries, but, it is said, the whole international market (see for
instance EIU, 1996, Motor Business Asia-Pacific, 2nd quarter,
"Thailand's automotive components indudstry : going global",
pp.88-99). According to our interviews (see part one), Japan
seems to be excluded from the exports destinations, at least in
the short term.
10In its automible industry policy, the Chinese government has
stipulated increased local content as a key condition for a joint-
venture to increase auto production.



114 Actes du GERPISA n°25

Table 9. Motivations for investments in Asian countries since 1985

Thailand Taiwan China
Japanese customers settled in the country 84 50 29
Local market (Japanese excluded) 4 33 52
Low cost of labor / land 12 17 19
Other answers 0 0 0
Number of answers 25 6 21

Source : our survey.

Finally, in Taiwan, the answers are in between
the ones for Thailand and the ones for China.
Neither is it surprising because of the numerous car
makers in this market1. Because Taiwan is not a
member of the BBC and Aico schemes,
localization of parts will probably go on. Last but
not least, the Taiwanese government who has failed
to develop a genuine domestic car industry is
supporting the growth of a competitive car parts
industry2.

Could these figures indicate that the suppliers
surveyed are breaking the traditional strong
affiliations they have with car makers ? The answer
to this question is far from clear.

How do parts makers decide to invest in
Asian countries ?

Trying to assess how the Asian investments of
firms were affecting their relationships with car
makers, we asked parts makers how they decided
to move into Asian markets.

In the 1970s, suppliers were unquestionably
asked to localize in Asian countries by carmakers,
in order to cope with localization policies of Asian
governments. In the 1970s, TMC asked its main
suppliers to move into Thailand through either a
technical agreement  or a joint venture with a local
company, in order to increase local procurement
ratio. Toyota did the same in Indonesia when it
started to produce the Kijian. One company was
requested by Toyota to help an Indonesian
domestic supplier while they started up the Kijian
(1978). In 1987, Toyota asked another company to
provide technical assistance to its Taiwanese

                                                                        
1Since 1985 and the gradual liberalization of the automotive
sector -regulation of new establishments was eased, import
tariff rate and local component ratio was lowered-, the number
of vehicle manufacturers increased from 7 to 11 in 1993.
2Since 1991, the Taiwanese government has tried to put
greater emphasis on the development of the parts sector as a
hub or regional centre. Taiwan hopes that its comonents
industry can become a regional manufacturing and distribution
center for Asia.

supplier. They started with a technical agreement,
and later invested in the company's capital.

As a result of this strategy, Toyota overseas
production units have very few 100% local
suppliers. In Thailand, 70% of Toyota Thailand
orders are made to Japanese localized suppliers and
20% to local firms receiving Japanese technical
assistance. In Taiwan, 80% are made to Japanese
joint-ventures and 15% to local firms receiving
Japanese technical assistance3.

The picture is much less clear for investments in
the 1990s. It seems that, in the past, assembly
makers requested parts makers to move with them
giving them guarantees of sales. Recently, they still
continuously request parts makers to move
overseas but without so much garantee as earlier4.
The decision to invest overseas seems to rely more
than before on suppliers themselves.

It might differ from one country to another. In
the case of China, "suppliers investments are up to
suppliers manufacturers"5. One Toyota group
company (lighting equipment) had first a technical
agreement with a local company in Shanghai to
supply Shanghai Volskwagen. At the beginning,
this company strategy was not related to any
Japanese car makers strategy. This investment was
to supply technology and to earn profits (in 1988,
the Chinese parts makers asked to create a joint-
venture). Because TMC is going to make business
in Tianjin, this firm is now thinking of having
another plant there. In the case of China, it is
known that TMC has requested several of its
biggest suppliers (8 companies among which
Araco, Denso, Aisin Seiki) to invest there,
preceding itself.

In fact, it is very difficult to answer the
question: who makes the decision ? As one
company put it, "the first trigger came from car-
makers", but "we made the final decision".

                                                                        
3TMC, International Purchasing Division, 29/7/1996.
4M.Akito Ozeki, JAPIA, 6/8/96.
5TMC, International Purchasing Division, 29/7/1996.
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Table 10. The dependency to the main client

Case D :  a Toyota Group Company. A lower dependency
Share of production sold to

 Name of the client Japan Taiwan Thai North
America

China

Toyota 47 15 35 35
Mitsubishi 10 20
Suzuki 5
Ford Liu He 20
Shanghai VW 70
Tianjin Daihatsu 10

Case E : a Toyota Group Company. A greater dependency
Share of the production sold to Toyota

Japan Taiwan Indonesia
32 60 50

Source : our survey

Carmakers suggest parts makers to go together
to increase local ratio. But The final decision is on
their side. Often, the part maker and Toyota know
each other so well that it's impossible they suggest
anything TMC would disagree with.

TMC usually plays a key role in finding
overseas partners. It introduces its Japanese
supplier to a local supplier for technical assistance,
and then maybe later to turn it into a joint-venture.
Investing overseas, parts makers are sometimes
partners with companies of TMC (Toyota trading
company for instance).

It is this kind of commitment that TMC still
gives today to suppliers who plan to make a big
production investment for the whole Asian region.
This is the basic policy of TMC whenever a big
investment is concerned1.

A lower dependency on Japanese main
customers in Asian countries ?

As for the question of dependency of firms on
their Japanese customers, we don't yet have a
precise picture of the situation. Let's take the case
of two different companies, D and E (table 10).
Both companies are Toyota Group companies. One
is less dependent on Toyota on its overseas
market,the other is more dependent.

                                                                        
1TMC, International Purchasing Division, 29/7/1996.

Even though a great variety of situation should
be recorded, a few statements can be made. Settled
in an Asian country, any part maker tries to take
orders from as many companies as possible to
increase its production.  Sometimes it is even
encouraged to do so by its affiliated carmaker,
because selling to several carmakers allows a
greater volume of production and a reduction of
production costs. So there is a logical tendency
towards diversification of customers. Some
companies even aim at taking orders from non
Japanese carmakers (they already do it in the USA
and Europe).

So, Asian markets give opportunity to Japanese
parts makers to start business with new customers.
On overseas markets, the first company to invest
has an advantage on others. If one car assembler
has no keiretsu supplier in one country, it will
make its order from another supplier with which he
may have no business relations in Japan. It is true
for independent manufacturers. In Thailand, a
manufacturer of rubber and plastic products is
getting order from Honda, Nissan and Toyota,
whereas that would be impossible in Japan because
the carmanufacturers have keiretsu suppliers in
Japan. One Toyota group company is supplying
Nissan in Thailand, whereas it is not the case in
Japan.
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On these limited markets, the keiretsu pyramid
is somehow turned upside down : there are many
assemblers and few good suppliers1. But that might
be only temporary.

In Thailand, when the market was small, one
part maker would supply several assembler.
Because the number of components firms was
limited, one firm would receive orders from
multiple assemblers. But now that the market is
growing, it is not that clear2.

In China, the Chinese government is looking for
a structure of its automotive industry that would be
different from what exists in Japan. It does not
wish to reproduce the Japanese structure . The
ministery of Machinery Industy is promoting
"national" parts makers that will supply different
car assemblers around the country. They are
looking for parts makers rather than car assemblers
to settle in the country.

Nevertheless, another element is going against
that strategy : the fact that each Chinese province
or city where a carmaker is located wants to
develop its own network of local parts
manufacturers. It is quite obvious in the case of
Tianjin. The facts that the city plans to settle its
own automotive industry, and that foreign
companies tend to prefer suppliers which they
already know (which can also be explained by the
lack of transportation infrastructures) could ruin the
effectiveness of the Chinese government policy.

As a conclusion, it seems that there can be a
diversification of customers maybe with a
loosening but not a breaking of traditional
affiliations.It seems that, on the one hand, Toyota
will stay the most important customer -suppliers
are eager to preserve their relationships with
Toyota, it is a guarantee of their performance- and,
on the other hand, the relationships will be more
diversified on Asian markets -because of
production volume constraint, firms are constrained

                                                                        
1The image of an inversed pyramid was suggested by M.
Okasaki, IIES, 9/8/96.
2Shigeki Higashi notes for instance that even though
components firms in Thailand have business trade with several
assemblers, "their rates of delivery show that over half their
output goes to the assemblers with which they are affiliated in
terms of technical assistance and so on. In reality, groups are
formed". He concludes that "the existence of a vertical division
of labor cannont be denied" (from Shigeki Higashi, 1995, "The
automotive industry in Thailand : from Protective promotion to
Liberalization", in The Automotive Industry in Asia : the Great
Leap Forward ?, Institute of Developing Economies, Tokyo,
pp.16-25).

to look for other orders-3. Suppliers try to be able
to manufacture better products at lower costs in
order to keep their close relationships with Toyota.
Besides, Toyota seems to cherish its suppliers
maybe more than any other Japanese car makers
do.

First, we should note that the the picture we get
at the end of this field work is much less clear and
more complicated than we expected. We are in the
middle of a process of evolution and that makes it
difficult to utter any definite assessment. The
situation varies from one company to another,
depending on what kind of products it
manufactures (labour-intensive or capital-
intensive), what kind of relationship it keeps with
its customers (independent or keiretsu-type
companies). We are also aware that the picture
we've drawn comes from a survey on Toyota
suppliers. It doesn't cover the whole automotive
Japanese industry in its diversity. The keiretsu
structure is firmer and stronger in the case of
Toyota than in the case of other assemblers4.

Our first finding is that, under present exchange
rates, there is no definite advantage of
competitiveness to be granted to Asian countries
products compared to Japanese products. Because
materials in Asian countries are too often imported
from Japan and because of the low volumes of
production, production costs in Asian countries
remain too high. The only products exported from
Asian units to Japan (and eventually to the USA)
are labour-intensive parts.

Investments in Asian countries aim at local
markets and do not reflect a process of
delocalization from Japan. Investments are made in
order to enter local markets. This is why
investments in Asian countries do not represent a
risk for the Japanese production in the short term.
First tier suppliers have been able to cope with the
request from car makers for cost reduction during
the recent years. Competitiveness of first tier
suppliers is satisfying on the Japanese market.
Obvioulsy, this competitiveness lies in their ability
to work together with car makers.

Actually, we have not seen a clear division of
work between Japan and Asia. What we 've
recorded does not confirm the idea that moving
production offshore means making standard

                                                                        
3This idea was suggested by M.Noro and M.Ushijima,
Mitsubishi Research Institute, 15/8/1996.
4To make an example, Toyota is, more than any other car
assembler, able to evaluate the performances of its suppliers.
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"mature" products in low-cost environments. Our
survey does not confirm the idea that labour-
intensive, mass-production parts should move
overseas, whereas higher-added-value products for
which production is automated, or products which,
while somewhat labor-intensive, require quick
delivery to meet consumer needs,  should be kept
domestically. Toyota first tier suppliers appear
generally strong and still competitive on domestic
market. At this point, we are not able to draw a
clear line between what should be moved overseas
and what should be kept domestically.

On an another hand, it is unquestionnable that
an international division of work is being organized
within Asean. As the result of the appreciation of
the Yen, of technology transfers, of local industrial
policies, of complementation schemes and of the
development of the regional automotive market,
international division of work will become more
and more dominant, both for car and parts makers.
While reciprocal exchanges will increase inside the
region, there is a clear trend toward localization of
production, of procurement, and of development
work.

How should we finally characterize parts
makers strategies towards Asian markets ?

It is clear that their main motives to invest is to
go with Japanese car makers that dominate these
markets (with the noteworthy exception of
mainland China). But it is also because there are
the fastest growing markets.

As we have noticed, these markets give parts
makers opportunities to work with clients that are
not their usual clients in Japan. Car makers are
bound to work with non traditional suppliers when
these ones are not present. Regarding this topic, it
would be interested to see if, in the near future,
these markets (especially China) offer non only to
Japanese but to non-Japenese parts makers, an
opportunity to diversify their clients, as it has
happened in the United States and Europe1.

Finally, if  it  cannot  be  denied  that  business
practices  are  changing  in Japan itself,  that
independent  but  also  keiretsu  companies   have
to   be   more   agressive  in  a  more   compe-
titive environnement, Toyota   first  tier    suppliers,
compared to other car makers suppliers, might be
in the best position to overcome this evolution. If
they are trying to grow on Asian markets and
diversifying their clients, at the same time, Toyota
first tier suppliers are working on maintaining a
privileged relationship with Toyota Motor
Company.

Gilles GUIHEUX

UNIVERSITÉ D’ARTOIS

                                                                        
1For instance, we are thinking about Valéo efforts to get into
the Chinese market. Valéo, through three joint-ventures,
produces there wipers (Wenling Auto Parts Factory), air-
conditionning systems (Valeo Automotiv Air Conditioning),
alternators and starters (Shanghai Automotive Industry
Corporation). See Lydie Laigle, 1997, "L'internationalisation
des fournisseurs français : les cas de Valéo, Bertrand-Faure et
Plastic-Omnium", Fifth Gerpisa international colloquium,
Paris, June 12-14.


