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TDUSTRY GLOBALIZED:
THEAUTOMOTIVE SECTOR

Sakkarin Nivomsilpa

~ the mid-2000s, the automotive industry was the single largest sector

ot Thailand’s manufacturing by almost any method of measurement. It
employed over one hundred thousand workers. It contributed a trillion
baht to annual GDP. Alone among Thai industries, it could claim a place
on international league tables. Thailand figured fifth in the world for
production of commercial vehicles, and tenth among automobile export-
ers (1.8 percent of world total in 2005). One Japanese manufacturer had
located a worldwide research facility in Thailand, and three of them had
launched a new model for the first time in this market. The auto industry
was also among the largest exporters, contributing 8 percent of the total,
roughly the same as the total exports of the agrarian sector. The sector
was also almost totally dominated by multinationals (MNCs). In 2005,
98 percent of the car market in Thailand was controlled by five multi-
nationals, four Japanese and one American. Among the two hundred
firse-tier suppliers of parts to the assemblers, only around twenty were
Thai firms. The policy framework for this industry was highly Liberalized,
and policymaking in the sector was largely the outcome of bargaining
between multinationals, technocrars, and elected politicians.

Ten vears earlier, on the eve of the 199~ crisis, the position had been
very different. Thailand’s automotive sector was already large, but not
distinctly ahead of several other industries, and certainly not a factor
inworld rankings. It was still mainly oriented to the home marker and
only s minor contributor to exports. Several hundred domestic firms
had 4 major role in the sector, both as partners of the multinational
Manutacturers, and producers of a wide range of parts and compo-
hencs. The industry was still hedged around by controls on importing,

local content, and foreign investment. In policymaking, government
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bureaucrats and the domestic part-makers association were the most
important players.

The transtormation of Thailand’s automotive industry over the crisis
and its aftermath was very sudden. To a large extent it was inevitable.
Over the prior two decades, the world’s automotive industry had been
at the forefront of globalization. A huge sprawl of nationally based
firms had been condensed into seven world-spanning groups. Decisions
within the industry were now made with a global perspective. Thailand
had been protected from these trends by a policy regime based on the
vision of a “national industry” which had become irrelevant. By trans-
forming so rapidly in the crisis, Thailand took on a new role as a small
but significant segment of transnational chains of production.

Yet this transformation still raises qucstioris over the fate of domes-
tic capital and domestic enterprise within this process of globalization.
This chapter starts by sketching the growth of Thailand’s automotive
industry in the postwar era. It then looks at the rapid changes that took
place during the crisis, and finally examines the way that policy is now
being made in the sector.

AN INFANT INDUSTRY

Until the 1960s, all vehicles in Thailand were imported. From the
1940s onwards, some Western and Japanese manufacturers linked
up with local business families, mostly Thai-Chinese, who acted as
importers. From 1960, the government set out policies to develop a
local automotive industry under the import substitution industri-
alization framework of the era. Import restrictions and high tariffs
raised the prices of imported cars, while investment incentives and
lower tariffs on parts encouraged foreign firms to establish assembly
plants. Government laid down rules for the proportion of parts that
had to be locally made, and gradually raised the figure to stimulate
local investment and technology transfer. In the hope of cultivating
local enterprise, foreign firms (other than Us firms, privileged under
the Amity Law) were limited to a 49 percent stake.
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Sukoese), Yip In Tsoi, Boonsoong, Lee-Issaranukul, Lee-Nuttapong,
Sitthi-Amnuai, and Sarasin.

Although the domestic partners had the majority share in these ven-
turss, in practice the multinational partner had effective management
control because of command over technology and expertise. Yet the
procection offered by the import-substitution policy generated a large
rent income for these families. Some of this income was used for lateral
investment into other sectors, typical of the proto-conglomerates of
this cra. But a significant part was plowed back into the auto industry.
Some families invested in increasing their share in the assembly venture.
In the Bangchan assembly plant, local business raised their share from
40 percent in 1972 to 66 percent in 1983. Sitthiphon raised their share
in the Mirsubishi venture from 40 to 60 percent in the same period.
Even at the Toyora plant, the share of local capiral rose from nothing
t 35 percent. As for Isuzu and Mazda, local business partners raised
their stake in this period also. The Nissan factory of Siam Motors, the
plant of the Thonburi group, and ymc of Yontrakir were all wholly
owiied by focal Thai business families in the 197es.

Some of this rent income was invested to expand into motorevele
production, and to produce the increasing range of auto parts needed
under the local-content policy. For more sophisticated parts, the local
partiicrs of the assemblers formed joint ventures with Japanese firms
t lripors the technology However, simpler items were made by many
independent small and medium enterprises (SMEs) using standard equip-
ment low technology, and tunding raised locally through techniques
,likk‘ chit tunds. All these irms formed a “club” within the Federation of
Thai Lndustries to press their interests on the policymakers. In the late
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19705, they founded a separate Thai Auto Parts Manufacturers Associa-
tion (TAPMA) in order to lobby for policies which were often against the

interest of the assemblers, with some success. In 1978, they persuaded

government to rotally ban completely-built-up (cBU) imports to help

case the trade deficit. Subsequently, they persuaded government to limit

the number of models each assembler could produce, in order to reduce

the number of variants of each part, and pressed for a rise in the local

content ratio from 25 percent in the late 1970s to 43 percent in 1983.!
Under this policy, the number of Thai family firms involved in manufac-
ture of auto parts rose to around a thousand. Japanese assemblers began

to encourage their parts suppliers from Japan to move to Thailand to

meet the rising local content requirements.

THE BOOM ERA

When the Thai economy boomed in the late 1980s, automotive sales
grew even faster than GDP. In Bangkok, a rapidly expanding middle class
moved out from the city center to new residential suburbs, and bought
cars as commuter vehicles and symbols of new prosperity. Commercial
vehicle sales boomed as the economy shifted towards industrialization.
Wealth thar trickled out to the provinces in the remittances of migrant
workers was often invested in motorcycles and pickup trucks.

A similar trend was found across Southeast Asia. For the multina-
tional auto producers, the region was no longer a sideshow, but one
of the fastest growing markets in the world. American and European
firms recurned to Thailand after a thirty-year intermission. Korean firms
arrived. Japanese firms geared up to defend their command of the mar-
ket by designing cars specifically geared to the conditions and tastes
of Southeast Asian buyers, rather than just selling models developed
for Japan or the West. Under pressure from this broadened phalanx of
multinationals, Thai government policy towards the sector changed.

t. True value-added was considerably less than the official local content figure because the system
did not track the import content back up the production chain (Veloso et al. 1998:17)
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Thai government to support the scheme by promising in return to
invest in the production of auto engines in Thailand. ASEAN approved
the scheme. Later in the mid-1990s, Japanese car manufacturers pro-
posed an Asian Industrial Cooperation Scheme (a1c0) under which
auto parts exchanged between countries would be subject to specially
reduced rariffs in advance of the general AFTA tariff-reduction scheme
scheduled for 2003. ASEAN agreed to the A1CO scheme, which reduced
tariffs on auto parts to a range of o to 5 percent.

Under these new trading conditions, auto producers began moving
towards more specialized production spread across the region, with car
bodies made in Thailand and Malaysia, batteries in Indonesia, brakes
and axles in the Philippines, and electronics and transmission mecha-
nisms still exported from Japan. Still more parts producers migrated
out from Japan when the yen again inflated in 1994-1995. By 1997, Jap-
anese auto parts producers had four hundred production sites scattered
throughout the ASEAN countries. With the Americans preparing to reen-
ter the market, the Japanese assemblers hoped that their well-established
cross-country production networks would guarantee their competitive
advantage and continued market domination for the long term.

Easing towards liberalization

The multinational auto firms also exerted more pressure on the Thai
government to ease the regulatory regime. The Chatichai government
(1988-1991) lifted a ban on CBU imports of cars under 2300cc, and
removed restrictions on the number of models each assembler could
make. The Anand governments (1991-1992) completely lifted the
import ban, restructured tariffs to reduce the price differential between
imported and locally made models, lowered the annual registration tax,
and lifted controls on the number of taxis in Bangkok. These moves
lowered car prices and further stimulated sales, leading to virtual grid-
lock in the capital, and hundred-kilometer queues on some provincial
routes on national holidays.

A limit on new licenses for assembly plants was lifted in 1994. Gov-
ernment also encouraged assemblers and parts makers to orient more
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rket. Gat first went into a venture with the Volvo assembler,
Swedish Motors, to produce a sports utility vehicle, and then builta
pl;u*vt to produce Chevrolet pickups. Ford and its worldwide partner
Mazda \uvlt anew assembly plant for pickups. BMwW decided to locate
its production for ASEAN markets in Thailand. Hyundai, Kia, and
Ssangvong vehicles from Korea were imported by local agents. Several
parts producers from the Us and Europe established Thai subsidiaries
to supply these ventures.

Through the 1990s, local auto-parts producers were still protected by
the local-content policy and by some high tariffs on certain auto parts
such as car bodies and engines. But assemblers became more skilled
in evading the local content rules, and the Thai Auto Parts Manufac-
turers Association had less and less political clout with policymakers.
"The Us firms Ford and GM pressed the Thai government to abandon
the local-content policy, which the government agreed to do as part of
its commitment to the wT0.” Domestically owned parts firms were

alsounder ¢ } ressure to compete against relocated Japanese firms,

and against imports from within the region. A few were able to make
strategic partner hlp> and joint venture agreements with the Japanese
assemblers and their associated Japanese parts producers, and thus get
the techinology and connections to continue as first-tier suppliers.” Many
more domestic firms slipped into the second and third tiers, producing
sub-assemblies or replacement parts, and experiencing lower margins
as com Cfl[lou in these sectors increased.
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the market had become increasingly global, there had been an intense

phase of consolidation among car makers, leaving only seven transna-
tional groups. These car makers captured profit by concentrating on the

downstream end of the production chain, and outsourcing more of the

manufacture of parts and sub-assembly. This trend in turn put pressure

on parts makers to have the required capability, and led to consolidation

among parts makers, with a handful of mainly Japanese, American, and

European firms spreading across the globe. In this process, local firms

everywhere were increasingly downgraded to the second-tier—supplying

the first-tier parts makers with inputs, materials, tooling, sub-assemblies—
or further down the chain (Doner et al. 2005).

Crisis eve

On the eve of the crisis, Thailand’s auto industry consisted of fifteen
assembly plants, most of which were joint ventures between Japanese
auto firms and domestic business groups, and some 1,200 parts pro-
ducers which ranged from wholly Japanese-owned firms through joint
ventures to domestic firms, and from sophisticated manufacturers to
backyard workshops.

The industry was still very much focused on the domestic market.
Mitsubishi had begun to think of Thailand not just as a market but as
a production base for pickups exported back to Japan and other mar-
kets, but Mitsubishi was alone in such thinking. The strategies of the
assemblers were based on projections that continued market growth.
AFTA liberalization would bring greater scale and efficiency. Against
the background of the Asian boom, the Japanese assemblers for the first
time designed new passenger-car models specifically for the new urban
middle-class Asian consumer. Honda launched its City model in 1996,
and Toyota followed with the Soluna a year later. The Us firms planned
their market entries with similar models designed by Asian partners.

The industry was viewed as inefficient due to the limited scale of the
market, and the overhang of protective policies from the import sub-
stitution era. The dream of cultivating a “Thai” auto industry through
technology transfer was generally seen as a failure and a thing of the
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P nment had begun ro shift away from regulation and protec-
tion towards greater faahtatxon for exports within the AFTA framework.
Exporr of vehicle parts, mostly within ASEAN, had grown from 3 billion
baht a vear in the late 1980s to 19 billion in 1996. But this volume was
small, and half ot it came from two Japanese electronics firms, Denso
and Thai Arrow (Nipon and Wangdee 2000: 7).

CRISIS AND ADJUSTMENT

The transtormation of Thailand’s auto sector was the result of two deci-
sions taken in the teeth of the crisis. The first decision was to liberalize
owiership laws. The second was to abandon the vestiges of the old
import-substitution framework, and to integrate Thailand as deeply as
possible into the global production chains of the multinationals.

Ll'/»cm/./:z'ﬂzg vwnership

By lare 1997 thousands of Thai firms were rechnically bankrupe because
of the impuact of the currency depreciation on their balance sheets, and
starved of cash because of the sudden fall in consumprion.

Among the auto assemblers, Sukosol Mazda closed its factory per-
mancitly (relocating the production to the Ford-Mazda joint venrure,
Auto-Alliance), SC\'tl‘;l other assemblers stopped production tempo-
raryv

ver stock and reduce labor costs. In some joint venrures, the

f}”'t‘ig' parener was able to arrange loans to keep the venture afloar, or to
find of

J s
Pa; & producers were affected in the same way, with many closing down,

porounicies tor exporting to other subsidiaries within the group.

laying it workers, and searching desperately tor new sources ofgapmal.
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In August 1997, the Thai parts producers asked the Board of Investment
to allow foreign firms to inject more capital to keep firms afloa.
Government decided that one way to prevent firms from going out

of business was to relax limitations on foreign ownership. In effect, the
government decided to maintain the production base and thus limit
the impact of the crisis by setting up a fire sale. The policy was applied
to the export-oriented manufacturing sector as a whole. Some foreign
partners were initially nervous about sinking more capital in a coun-
try where the extent of the economic wreckage was still unclear. But
finally the Japanese assemblers and parts producers did not wish to see

their Thai ventures crippled, and often welcomed the chance to gain
the full ownership denied them in the past. . .

In December 1997, the Board of Investment (Bor) announced that
foreign firms were now allowed to hold majority shares in ventures
receiving investment privilegcs in zones 1 and 2. As these zones were
the location for most of the assemblers and parts firms, and as most had -
BOI promotion, this announcement effectively liberalized investment
for the automotive sector. In December 1998, Bor allowed 100 percent
foreign ownership in new projects as long as they were approved fo
BOI promotion. Under this rule, foreign partners in existing joint ven-

tures could apply to inject more capital, which would make them into
full or majority owners. Over the following year, 180 firms applied to
BoI under this provision, including most of the auto assemblers and :
major foreign firms in auto parts production. The total capital injected
was around 20 billion baht.
Also in August 1999, government amended the Alien Business Law,
allowing majority-owned foreign firms to operate in several service sec-:
tors with permission from the Ministry of Commerce. Although this-
did not directly affect the assemblers of parts producers, it indirectly
enabled them to work with service companies (accountants, lawyers,’
finance, etc.) who were their global partners. :
All the Japanese assemblers were converted to majority foreign own-
ership (see table 2.1). In the case of Mitsubishi, Mazda, and Honda, the
remaining domestic share was insignificant. Only in Siam Motors (Nis-
san), did the Phornprapha family retain a modest stake of 25 percent
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Among the minor assemblers specializing in European models, the

arrangements were more mixed. The European parent firms had less

commitment and stake in the Thai market. Generally, they injected
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Aimong parts makers, there was an estimated 1,200 firms operating
bL 1c crisis. Around 600 firms with some domestic stake were either
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Rung, which had specialized in conversion jobs on pickups, went in
with a multinational to produce ambulances and other specialty vehi-
cles. Thai Summit strengthened its close relationship with Toyota, not
only expanding its parts production in Thailand, but also laying plans
to invest in India, Indonesia, and China to supply its patron.

Third, firms such as Summit and Sitthiphon invested in technology,
management systems, and gaining certification (1S0 9000, QS9000
and 150 14000) in order to qualify as first-tier producers. Fourth, they
listed on the stock exchange to raise the capital for this upgrading. In
the usual pattern, a family firm with several parts factories restructured
as a group under a holding company listed on the exchange. The num-
ber of listed parts firms rose from ten before the crisis to eighteen.

Reorientation to export

Apart from liberalizing ownership during the crisis, government also aban-
doned the last vestiges of the import-substitution policy, and began to
promote Thailand as a base for the international auto industry in Asia
The decision to abandon the local-content policy was taken in 1998
and implemented in 2000. In 2002, the auto industry was identified
as one of the thirteen priority sectors in manufacturing. Government
established a Thailand Automotive Institute as an independent founda-
tion. The main roles of the institute were to coordinate standardization,
quality control, R&D and training, and to propose policy changes to
government. The institute produced a master plan for 2002-2006, and
avision for the state of the industry by 2011. Under these plans, Thailand
would produce a million vehicles by 2006 (the target was passed a year
early), and 2 million by 2010, by which time it would be the tenth larg-
est producer in the world, employing 130,000 workers and contributing
9 percent of GDP. The industry would also be significantly reoriented to
export at least 40 percent of the production, while retaining the pro- ;
portion of local content at 60 percent.
Prior to the crisis, only Mitsubishi among the assemblers had seri-
ously considered exporting as part of its strategic planning. In the eye
of the crisis, almost all assemblers looked to exports for a short-term
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wid as part of

Nty 2 5. rather than principally as production facili-
ties for the Thai market. Both the Japanese and the incoming American
firins abandoned the idea of developing cars specifically for an Asian
market, and instead took a global perspective. GM, for example, dropped
the plan to pioneer its reentry into Thailand with a car targeted at Asian
middle class consumers, and instead produced all-purpose models which
could be exported anywhere in the world. Ford became the second firm
after Micsubishi to export vehicles from Thailand on any scale.
Among the auto firms, the most aggressive in this strategic reorienta-
tion was Toyota. It designated Thailand as a worldwide base for export
of pickup trucks. Along with other pickup firms, it transferred more
engineering processes from Japan to Thailand so that the local content
of pickups rose from 60/70 to 9o percent. It invested 30 billion baht
to build a new generation of pickups at an entirely new assembly plant
in Chachoengsao. It also made Thailand a major base for its Camry and
Altis passenger cars, supplying completely-knocked-down (ckp) kits to
other Tovora plants in ASEAN. It redesigned its sourcing policy to maxi-
mize the benefit from ArTa. Finally, it located a technical center for the
Asia-Pacific region in Thailand. By the mid-2000s, Tovota was not only
the leader in the domestic auto market, but also the leading exporter.
Mitsubishi also invested 22 billion baht to develop new pickups and
spores uzility vehieles for export to all countries except the us. In 2005,
it relocared pickup production trom Japan to Thailand, increased the
capacity, and increased the local content. Isuzu, which tormerly had the
largcxr share of che Thai pickup market, reacted more slowly but was
oblige 3 - follow suit. It designated Thailand as an international produc-
Uon Cor ey, reorganized its parts sourcing within ASEAN, and entered

Mo et venture with Gat for making addicional pickup models.

g
For oo easons, Honda was against designaring anv specific
COURENY 4y 1 buse. and maintained production sites around the AsEan

Fegion. Burin pracuice, production growth was most rapid in Thailand,



‘000 units

-6 [ INDUSTRY GLOBALIZED: THE AUTOMOTIVE SECTOR

FIGURE 2.1 Automotive domestic sales and exports, 1995-2006
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source: Thailand Automotive Institute

Bio : it
1999 2000 2001 2002 2003 2004 2005 2006

1995 1996 1997 1998

and exports increased. In 1997, the Thai plant exported small cars to
Singapore and Brunei, and a year later sent middle-sized models to
Australia and New Zealand. In 2005 Honda produced an entirely new
model (in two forms, City and Jazz) in its Thai plant both for sale in
the local market and for export to Japan and asean. Subsequently, it
designated Thailand as a regional center for the engineering research
and design work on new models.

In 1996, less than 3 percent of vehicle production was exported. By
2006, the figure had grown to 44 percent (see figures 2.1, 2.2, and table 2.3).
Over this decade, the value of exports multiplied twenty times, and grew
from 1 to 8 percent of total Thai exports. By 2010, exports were estimated
to surpass production for the domestic market.

The fall in the value of the baht in 1997-8 made it more expensive
to import parts from Japan, and hence encouraged the assemblers to
increase the local content. The rising usage of Thailand as a center
of production for export increased the demand for parts of world
standard. Both Japanese and American assemblers pressured their key
suppliers to set up operations in Thailand. In the carly 2000s there was
another wave of investment by parts firms, sometimes buying up for-
merly Thai-owned companies, but more usually establishing anew. In
2002, for example, twenty leading parts suppliers from Europe and the
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EICURE 2.2 Automotive exports, 1988-2006
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U invested in Thailand including Delphi Automotive system (a sup-
plier of aM), Visteon and Hella Climate Control (Ford), and DaNna
Spicer. Moreover, this wave penetrated down to the second tier and
bevond. The major Us parts firm Delphi, for example, bought com-
ponents locally from twenty suppliers that were all foreign-owned
t ventures. In response, several firms from Taiwan, Singapore,
: Kong, and Korea set up in Thailand to provide support ser-

N - changes in the structure of the industry, the conzext of policy-
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infuenced decisions on excise taxes and government budgets to support
itional assemblers. This was evident in the wrangling over the eco-car.
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n 2001, the Minis

rv of Industry’s auto strategy committee pro-
rosed that government should support a project to make Thailand a
base for production of small, economical, and eco-friendly cars suitable
for Asian cities. Thailand was already a worldwide leader in pickup pro-

duction, and this eco-car could become a second area of specialization.
Government would lay out certain specifications, extend promotional
privileges, and offer reduced excise tax rates (as with pickups) to ensure
it would be commercially attractive.

The idea did not originate from the Thailand Automotive Institute,
and was not part of the master plan. Rather, the idea came from Vachara
Panchet, who had been appointed as vice minister of industry under the
Thaksin government and deputed to propose ideas for developing the
sector. The project generated intense debate. Mitsubishi and Honda
supported the proposal since they already produced models elsewhere
in the world that could be adapted for the Thailand project. Perhaps not
coincidentally, Vachara belonged to the family that had long been Mit-
subishi’s partner in Thailand. The family had lost much of its stake in
the assembler during the crisis but remained an important producer of
parts. By contrast, Toyota perceived the project as a threat. Toyota had
aleading share in Thailand’s passenger car market, and no appropriate
model available in its worldwide network, so it feared the project would
result in eicher high investment or a fall in market share. The minis-
ter of industry at the time, Suriya Jungrungruangkit, belonged to the
family of Thai Summit, a large auto parts group very closely associated
with Tovora. The project wallowed between these conflicting pressures.
In October 2002, Suriva was reshuffled from the industry porttolio to
communications, and the prospects for the project increased. Govern-
ment set up a committee to examine the project, and the NESDB came
our in its favor. However, in 2005 Wachara ceased to be vice minister,
and -oon atter Suriva returned to the industry portfolio. He announced
thut the project was not urgent. and thar the use of excise tax to pro-
mote the idea would distort the marker scructure.

When Suriva then fell from power with Thaksin in 2006, the proj-
cct revived. With Suriva no longer in a position to influence matters,
the Liead of Tovota Thailand came out to oppose the project in person,
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using the prospect of future Toyota investments in the country as his
bargaining chip. However, in June 2007, the Surayud Cabinet endorsed
the eco-car project by agreeing to reduce the excise rax from 30 per-
cent to 17 percent, and the BoT agreed to provide investment incentives.
Honda promptly announced plans to build a new plant with a capac-
ity of 120,000 eco-cars. Toyota (more reluctantly) said it would build
an eco-car in Thailand by 2009.

In 2004, the government restructured excise taxes to promote energy
saving, raising the rate on cars of 3000cc from 48 to so percent, and
dropping that on cars under 2000cc from 35 to 30 percent. In addition it
offered special rates to encourage innovations. Cars powered by electric-
ity, fuel cells, or hybrids would pay only 10 percent, and those using at
least 20 percent ethanol only 20 percent. Ford decided to bringin tech-
nology it had already developed in Brazil for ethanol cars, and to make
Thailand a base for manufacturing an ethanol-using Ford Focus for Asia.
Toyota looked to follow the same pattern. However, in 2005 the gov-
ernment postponed the scheme on grounds that local production of
ethanol was insufficient. Ford showed its annoyance by muttering about
future investment plans in Thailand.

Under AFTA, tariffs on cars within ASEAN countries dropped to a
range of zero to 5 percent. Exports of vehicles from Thailand to the
other ASEAN countries promptly increased sharply. Both government
and the auto industry became supporters of concluding more free trade
agreements (FTAS).

Thailand negotiated an FTA with Australia with the aim of increasing
automotive and textile exports. In 2005, when the FTA came on stream,
Thai automotive exports to Australia rose 15 percent. In the following
year, total Thai exports to Australia increased 30 percent, led by com-
mercial vehicles, automobiles, and components (Bangkok Post, 6 March
2007). In negotiation for an FTA with the USs, the Thai side pressed for
areduction in the 25 percent tariff on pickups, but the Us side refused
to agree. The negotiation of the FTA was never concluded. Automo-
tive issues were also a key factor in negotiations for an FTA with Japan,
completed in 2006 and finally signed in 2007. Japan pushed strongly
for reductions in Thai tariffs on auto parts and steel on grounds that
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vt producer of vehicles. The Japan Automobile Manufacturers
ion met with the prime minister in April 2005 to lobby for

ions, im’oh‘ing that failure ro make these changes would
sanese manufa cturcrs‘ o prcfer Iocarions‘ in India and China.

u:d auﬁs on parts WQUld place up to five hundred hrms and
three hundred thousano jobs at risk. Japanese parts makers already
:’::tnghshc‘d in Thailand also opposed the reduction on parts tariffs.
Meanwhile, Thai steel makers fought hard against reduction of the
steel rariff on grounds that the steel industry still deserved protec-
tion. Eventually these two areas were compromised by allowing some
phasing of the tariff reduction over a ten-year period, but essentially
the auzo makers got what they wanted with only a short delay. The
FTa was finally signed in April 2007.

sailand had fourteen auto assembly plants, of which six were

xporting. These were supplied by some 386 parts firms,

it.:i‘; there 1 were rwenty-four major groups, with another thou-
so indirect supplicrs of leather rroduas, plastic, rubber, steel,
cctronics, glass, paints and petrochemicals; and numerous related

indusrics f':uh‘s,umo after-sales service, credir, leasing, logistics, finan-
Chil o ives, insurance, education, R&D), and repair. Japanese firms held
82 Frhe marker, with _.ﬂr of that in the hands of Tovora.”
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format, and policy was made by negotiation between domestic capital
groups and government bureaucrats. Ten years later, all this had changed.
The proportion of capacity devoted to exports had reached almost half
and was still rising. The old protectionist format had been abandoned
in tavor of a bid to make Thailand an integral part of global produc-
tion chains. Multinationals totally dominated, with domestic capital
relegated to a minor role. Policy was made by negotiation between the
Japanese firms and Thai elected politicians, with a subsidiary role for
trade negotiators.

The auto industry had been promoted since the 1960s on an infant-
industry development model in which protection nurtured local entre-
prencurship, technology transfer, and skill accumulation. But over the
subsequent four decades, the global context had totally changed. The
auto industry was a leading example of a global industry within which
ownership had become highly concentrated through mergers. Produc-
tion chains snaked across the world, and key decisions were taken within
a global perspective. Any prospect that the Thai auto industry would
grow from an infant into an independent adult had long since passed.

The pressures to abandon the old policy framework had been build-
ing for some time. But this framework nurtured interests that wanted it
sustained. Domestic capital enjoyed the rents. Bureaucrats enjoyed the
power. Even the Japanese firms that had sunk their roots in the country
were two-minded about liberalization that might reduce their advan-
tages over global competitors. The key political decisions to liberalize
the industry were all taken in unusual circumstances. The Anand gov-
ernment made the first tentative steps after the 1991 coup. The Chuan
government completed the job in the aftermath of the 1997 crisis.

For all its faults, the protectionist era had created the foundations
on which Thailand could bid for a place in the global industry. The
Japanese assemblers had invested not only in plant, but in skill train-
ing, in understanding how to do business in Thailand, and in political
connections. Several levels of support industry clustered around the
assemblers. As a result of tax policies conceived as support for agricul-
ture, production of the one-ton pickup had achieved sufficient scale
for Thailand to become a global production center.
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