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1. Introduction

It was argued that the large automotive multinatisnwould tend towards
increasingly internationalized production networksich company would produce a
pool of strategic components (engine, suspensi@ies)y gearbox) from plants
established anywhere in the world, to produce pattshe most efficient scale
possible. Other components would be bought in foartside suppliers at a low price
because of the quantities required.

Because of the uniform basic design of car indusinys competition would be based
on price, and thus production technology and marufang location would be

characterized by very large economies of scala@faur-cost locations. In order to
keep costs and prices down, a geographical shifprotiuction from the major

markets in developed countries to a cheaper labostr- location in newly

industrializing countries was envisaged.

Some scholars (Womagkt.al 1990, Kenney & Florida 1993, Floridet. al 1998,
Rutherford 2000) predict that the economy will egeens globalization and direct
competition between different productions systemadl|to survival of the most
efficient economies, particularly for the Japanas®motive MNEs context. Under
these circumstances, inward automotive FDI servesnsmission vehicle for the best
practices of the investing regions.

In addition, Raymond Vernon (1996) cited that tlioandustry as an example of a
mature industry after standardization of enginebassis, and components.
Furthermore, the new production hardware and newilfle methods of organizing
production pioneered by the Japanese have emeryadresult of higher oil prices
and environmental concerns to generate a wholeerahgroduct and manufacturing
innovations (Ichiro 1991). Therefore, in 1970 thatame of auto industry seemed ripe
for diffusion to developing countries in line witproduct-cycle predictions.
Additionally, as a result of the Asian expansiorttxy Japanese FDI, the potential for
auto production by developing countries gave thprassion when ASEAN-4 (i.e.
Thailand, Indonesia, Malaysia, and The Philippinegjated their automotive efforts
in the late 1960s and early 1970s (Hideki 1988, d)d®91, Han 1994)

In line with that, the dominance of ASEAN-4 autorkeds by Japanese has been
accompanied by an extensive growth of Japanese facnte, assembly, and parts
production in the region (Hatch & Yamamura 199&): that reason, the Japanese are
at the leading edge of technological and competitievelopment in the industry,
particularly ASEAN-4 whereby has been a major ovassfocus of the Japanese
rivalry to encourage the automotive product cydether. In view of that, as
technologically imposing factors affecting the #bilto exploit this potential, the
exploration of MNEs in the automotive industry lie texpanded benefit expected by
the host country.



In the case of Japanese automotive makers, global-manufacturing has been an
important strategy as part of their expansion. Teidee case of Toyota and Honda,
where they have built up their global local pamsirsing along with opening new
plants in various selected host country in develgmountries with the complexity
high levels of parts localization, which is essaintior efficient just in time
manufacture (Dicken 1988, Doner 1991, Dicken 199iZken 2003). Additionally,
Asia (including ASEAN) is perhaps the most suitasite in the world for Japanese
expansion in the automotive industry. Besides #wt fhat it is right next to door to
Japan, the region is still developing. Wage lewts rising quickly, but remain low
compared to those in the developed world. What asemat the same time, Asia is
filed with ‘developmentalist-minded’ governmentkat are eager to have their
economies leavened not only by Japanese capital tecithology, but also by
Japanese guidance on government intervention ahgstimal organization (Dicken
1988, Hatch & Yamamura 1996, Borrus 1992, Dicked30

As a result, the automotive industry in Indonesiamdow seeking to regionalize the
dense web of mutually reinforcing ties-between gornent and business, business
and business, and management and labour. In otledsy cooperation is the
principle that informs Japanese automotive makaetis thie host country. The long-
term contractual relation and integration in keitetbetween Japan and the host
country is a long term contracting. Because of ¢henplexity in contracts which
might impose the high cost in transforming, monitgr and enforcement (Lindsey
1985, Doner 1991, Chen 1996).

Although most neoclassical economist view that dajsreally ‘doing nothing
extraordinary’ at all in Asia and ASEAN (Aoki 198Bliyakawa 1991, Mair 1994,
Ernst 2000), however, this research intend to destnate that Japan is not only
plugging into the region’s economy energy but d@tsmsforming and promoting the
host country in technology-based production allemcthe automotive sector.

2. Four Wheel Market in Indonesia Following the Economic Crisis in the
Late 1990s: A Lucrative Opportunity for the Japanese and another
Car Makers

The automotive industry in Indonesia and SoutheAsia region has been
increasingly integrated across international bouedalndonesia has been trying hard
to get back on the right track after being devasitdity economic crisis in the late of
1990s (Gaikindo 2007). Therefore, an open trad&ydly Indonesian government
ensures that there is a major industry rationadisain this sector. For instance, an
open foreign investment regime combined with efiectindustrial extension
programme and measures to promote technology &afisi foreign to local parties,
will facilitate continuous improvement in supplydsicapacities.

Accordingly, the recovery of the automotive sedaordue to government’'s strong
commitment in promoting conducive business clintateugh automotive policy and
industry. The government of Indonesia has beenamipg its policies on automotive
sector which is in this sense hopefully will be gogive to the implementation of the
regional and multilateral arrangements in effed.&result, the industry could look



forward to becoming one of Indonesia’s prime moversnanufacturing, but with
much improved efficiency and a growth path.

In conjunction with that, since the survival periafter economic crisis in the late
1990s, car manufacturers across the globe have dmapeting in Indonesia. The
international players have power over 90 % of tleket, with the rest shared by the
Japanese, US, European and Korean. Like several oglgional markets, Japanese
manufacturers have the lion's share of sales. 2004, Japanese brands (i.e. Toyota,
Mitsubishi, Suzuki, Isuzu, Daihatsu, Honda, Niss&hno and Mazda), locally
manufactured or imported, accounted for 81.5 % afspnger-car sales. For that
reason, car makers have been also expanding tkisting production capacity to
meet demand and exploit the market potential, sstgge potential for even more
growth.

An additional magnetism is the opportunity preserg the ASEAN Free Trade Area
(AFTA). This was established in January 1992 tmelate tariff barriers among the
Southeast Asian countries and to integrate thein@wmies into a single production
base, creating a regional market of over 500 milii@ople with a combined gross
domestic product (GDP) of $682.4 billion. Accordingunder the 1992 of AFTA
regulation on the automotive, tariffs were cut,luiing those on cars, to between 0
and 5 % by 2003. Provided a car has a minimum looatent of 40 % from any
Association of Southeast Asian Nations (ASEAN) dades; hence, a car maker has
to pay just 5 % duty when exporting to member coest of the grouping.

The dominance of Japanese car makers in Indonasi&shlong continuous presence
with a long experience both in sales and in digtidn, purposely for Toyota. In
addition, Toyota Indonesia has increased the anpuadluction capacity of its
Innovative International Multipurpose Vehicle (IMMhe Toyota Innova MPV, from
70,000 vehicles to around 100,000 vehicles by tiee & 2005. The expansion will
set it back around $40 million. As it has been nogwtd by the Toyota Indonesian
representative as follows:

“Toyota in Indonesia will defend its position ag fleading auto maker with the
sales growth up to 34 % along with the progresmdbnesian economy post
economic crisis. However, Toyota must also be ocastiof the market thread
such as the rise of global oil which has implicatio the price of raw material
and several components. Despite this thread, Tdgos#ll optimistic to sell
500.000 units in 2008. In 2008 and 2009, Toyotahasia has intended to be
the base for Toyota Motor Corporation Japan in pcot low cost car for
Asia Pacific Rim. Also, Toyota Indonesia will inthace a hybrid car (i.e.
Toyota Prius) for Indonesian market as a commitmént the green
environment” (Author’s interview 2007)

Along with that, in 2006, Daihatsu will invest armi $10 million to increase its
annual production capacity for the hot seller Xéfwanza, jointly developed with
Toyota, from 78,000 vehicles to 114,000 vehicldse Todel sells as the Xenia under
the Daihatsu brand and as the Avanza under thetddy@nd. Moreover, several
Toyota models, including the Corolla, Hilux, Solur§jang, Camry and Avalon,
have been sold to a number of export destinatioetyding Thailand, Malaysia, the
Philippines, Taiwan, Vietnam, South Africa, Ausi@aland India. This has proved
that Toyota as the Japanese auto giant has dohenwledonesia. For instance, in



February 2005, Toyota had a 31.7 % market sharb M 899 vehicles sold,
compared with 10,717 units sold in 2004 (Toyota7Zd00

Another Japanese brand, Nissan has tripled itsemaypacity in Indonesia by 2007,
from 12,000 units to 40,000, and made mass-produgkbal car in Indonesia and
other plants in Asia for markets in Asia, the Meldtast and Central and South
America. Additionally, Suzuki, whose cars accouri@d83 % of total sales in 2005,

has launched the export campaign for its new APWipurpose, compact minivan.

The vehicle jointly developed by Suzuki Japan anguRi Indonesia in 2004.

Furthermore, there are plans to make Indonesigtbduction base for worldwide

sales of the Suzuki. Subsequently another Japanesieer, Honda, has been
manufacturing the CR-V sports utility vehicle (SU\Btream MPV and Jazz compact
cars in Indonesia. The Stream is exported to Thdila

Nevertheless, despite the dominance of Japanes#) 8orean's Hyundai and KIA
are also considering setting up a production bastoutheast Asia to take advantage
of AFTA, though there has been no confirmation ttet Indonesia has been
shortlisted. Honda assembles the CR-V sportsyutiéhicle (SUV), Stream MPV and
Jazz compact cars in Indonesia. The Stream is gty Thailand.

In the same way, BMW manufactures most of its 3eSeand 5 Series sedans in
Indonesia and exports the BMW 530i to Thailandthia tighter premium-car sector,
where a total of 4,315 cars were sold in 2005, BM&¥ the lion's share of the market
with 46.8 percent, while Mercedes has 30 percelm. market for these cars reflects
the high importance placed on status, with manyesilready owning one or more
cars.

Furthermore, Volvo also has introduced two new nwde Indonesia. The more

luxurious of the two, the S80, costs about Rp 53iom, but Volvo's main hopes

against BMW, Mercedes-Benz, Toyota and Honda, which also planning to

introduce new models for the premium market, resit® newly launched S60 sedan.
Volvo is confident the S60 will boost sales andBMW where it hurts.

Other car makers are likely to follow suit, thougbmpletely built-up cars, such as
those in the premium range, will be less influenbgadhe steel price hikes. Though
price increases are expected to kick in after exgsinventories are sold, it is
predicted that overall car sales will be about dyean the next few years.

With the inception of a free market under the acespiof the Association of Southeast
Asian Nations (ASEAN) Free Trade Agreement (AFTAgional manufacturers are
hoping to do better with sales to neighbouring ¢oes. Under the 2003 AFTA
agreement, the six founding members of ASEAN - hedoa, Singapore, Malaysia,
Thailand, the Philippines, and Brunei - will reduogort duties on automotive parts
and supporting components to between 0 and 5 percen

None of the member ASEAN country has a market hmugh to give the economies
of scale needed to justify major manufacturing stweents. But the complete
liberalization of the region's automotive sectorthg full-scale implementation of
AFTA cranks up the stakes. ASEAN states have agteestmove import duties
altogether by 2010 for the five founding memberstloé grouping (Indonesia,



Malaysia, the Philippines, Thailand and Singapaened by 2015, for new members
Brunei, Vietnam, Laos, Cambodia and Myanmar as .well
Accordingly, as trade barriers tumble, the ASEANrkes with 10 countries and
around 511 million consumers, becomes even moreaipg.

The car makers in Asia are optimistic based onctimeent development in the car
industry. Emerging market, particularly in Indoraesi presents the main opportunity
for long-term car sales growth and will boost thabgl car market to over 60 million
units by 2009. The prospects for car market growthAsia are particularly positive
and the Pacific Rim countries are forecast to naakadditional 5 million units for the
world market by 2009.

Nevertheless, there are bumps in the road aheadin§csteel prices stemming from
China's insatiable demand have prompted some oihkgla's car makers to warn of
increased prices to come. At some $630 per torpribe of steel, which is needed for
70-80 percent of car components, has more thanledukince December 2004.

Along with the progress in the dominant FDI car evak the domestic manufacturers
mostly the component makers have been working hegets their tier 1 and tier 2 in
supply-chain. The growth of auto manufacturing stdy in Indonesia has been
stimulating the components-manufacturing industayted as far back as 1974. It was
when policies enforcing the sourcing of local comgats were passed. Then in 1979,
a deletion programme was implemented that banned itiport of universal
components, requiring car makers to source these fpam local companies.

Furthermore in 1983, even more restrictions wesegd on the imports of certain
main components, ensuring further growth in the ufecturing of automobile
components. Because of the 1983 regulation, ab@dtseparate components have
been made locally. Exports of these componentserooidess static at around $650
million to $700 million for the past three yearsxc@ 2005, whilst sales to the
domestic market were top $13.7 billion. Exportseveeclined since late 1990s on the
back of increasing production costs and the sts&@ygthening of the rupiah against
the US dollar.

Nevertheless, the lack of a sensible tax-incentigelicy has weakened
competitiveness. Although the government allowefarrd of import duties for raw
materials to car-component makers if they use thported materials to produce
goods for exports, most exports are done throutjtird party, which means there is
no reimbursement of the import duties. One of tiggdst players in the sector,
Astra's Otoparts, sells mainly to the Middle Easgtib now considering the possibility
of exporting to countries in the South Americanioag Currently, the company's
exports, mainly car batteries, account for almagaarter of its total revenue.

3. Global Production Network, Knowledge Diffusion, and Local
Capability Formation: The Case of Indonesian Automotive Industry

Indonesia (and another Asian countries) in whighadase MNEs automotive take
place are able to take advantage of an emergirduption alliance that links Japan’s
large scale and high technology MNEs as the hdgtnsa Despite the long trajectory



over decades to swift from being dependent hosttcpin 1990s by importing up to
90 % of their parts and material and now Indondsia become the exporter to
another international market including Japan itg8ifigiyama 2000, ADB 2005).
Overall the evidence suggests that Japanese autafacturers in Indonesia have
begun at least at the margin to reduce their ovelmimg reliance on the parent
company in Japan.

The inclination of Indonesian automotive dominabgdthe auto Japanese, also has
triggered growing number of the local suppliersdusg Japanese auto manufacturers,
although they are ‘still’ Japanese affiliates. histcase, it is not possible to uncover
this fact by examining the purchasing patternsdiviidual firms. Therefore, there is
another dark side of the rise in the host countoy&duction (West 2000). In view of
that, it is then argued that increased local prexiemt not necessarily means
increased business opportunity for domestically exdvisuppliers as it has been
confirmed in the interview with Indonesian-Japanage part makers as follows:

“In the real story, there was an overwhelming temgefrom the big

name Japanese car makers in Indonesia to buy fpanis Japanese
affiliated companies in Indonesia. The move towgidscuring parts

from the local has progressed only in the formslapanese parts
manufacturers establishing local production badeerdfore, we are
lucky enough to have the strong ties with subcatdraplants and

therefore we can be part of their keiretsu” (Authamterview 2007)

Japanese subcontractors did not begin to invesiliéa Asia until the early 1970s,
when host government adopted ‘local content’ ruksguiring foreign firms to use
more locally produced parts and materials. Goveminia Southeast Asia, in
particular, hoped such local content policy wouihéfit domestic parts producers.
Nevertheless, in most cases, they did not (Hatah ¥amamura 1996). Instead,
Japanese car manufacturers for example simply melgpbby coaxing long-time
suppliers in Japan to follow them into Asia (Dori®91). Therefore, the level of
competition between local-Japanese alliance firnts gurely local firms are tough.
The local firms in many cases have been thrivinguxvive in tough market to win
the supplier contract from the Japanese car matwiésc Purely Indonesian auto part
firms have assured it as follows:

“It is like being a step-child in the Japanese datoily and it is an on
going concern. Of course, there is fairness inibgighrocess of a new
car project from Japanese carmakers; however, te&rpnce is
always be the priority of Indonesian-Japanese finnadé 100% local
firms like us. Therefore, we must show our bestfqrarance to
compete with them; otherwise, we will not survivethis tough game.
Another down side effect is the ability to enharteehnological
capability. For them, it is not a difficult casethsy belong to Japanese
keiretsu so that they can have training and upgepdkill as part of
supplier scheme. But for us, we must do it by duesealongside
limited market both in the local and internatiogall(Author's
interview 2007)

In view of that, all these investment and tie-ups nothing less than the
regionalization of Japan’s vertical or supply k&te In this way, Japanese high
technology and high-volume MNEs have been ableemicate the core of their



guasi-integrated production regimes to reduce &etien costs and if regionalized
might come to generate efficiencies for many years.

These are difficult problems but hardly insurmotga \What truly stunts the growth
of local suppliers is the fact that Japanese MNE#this region are building a tight
network of dedicated suppliers from Japan, butraldaser, or wider, network of
domestically owned suppliers. In other words, tlaeg employing what some call
‘market sharing agreements’ and others call ‘mldtigourcing’-a practice in which
large assembly firms purchase the same or simitadyct from different suppliers at
different times.

Market sharing agreements, which MNEs thrust updeirt suppliers and

subcontractors, act as deterrent to industrial agigg. The quantities ordered from
each supplier are enough for minimum productionsrbnt insufficient for higher

volumes where scale economies can be derived hgrbechnology, rationalised
production lines, and improved management techsigDeliberate sourcing policies
such as the ones pursued Japanese companies prnovitkeentives for industrial

deepening or upgrading by local firms.

Accordingly, as more and more Japanese subcontsactepond to home and host
government incentives by investing capital or Igieg technology in Asia, native

suppliers seems to get less and less action. Thajyfbegun to sound off, bending
the ears of government officials throughout theiceg(Odaka 1983, Hatch &

Yamamura 1996).

Protests though have not paid off. To get a pidate action, local suppliers often
must swallow hard and relinquish control to Japarmn@snagers by entering into a
joint venture or technical tie-up. However, try tagy might, local business people
cannot always convince Japanese business to tignibie(Okada 1983, Sugiyama
2000). To some extends, Japanese automakers offatiety of reasons to explain
their strong preference for Japanese transplatkerrahan native suppliers. For
instance, local suppliers cannot or will not kegp with their delivery schedule,

causing them to shut down assembly lines as thay faa shipments of needed

inputs. This is obviously no way to run a JIT protion system. Still others complain
loudly that local suppliers, left on their own, gubften fail to meet their minimum

standards for quality, this has become a leadiigegr

It is difficult, if not downright impossible, forotal suppliers to keep pace with
Japanese assemblers and Indo-Japanese joint fishsre making what have been
described as day to day innovations, or frequeangés in production or process
technology originating in Japan. As a consequeraiher than just wringing their

hands, several Japanese MNEs are trying to helpl lsappliers meet their

expectation. For example, Toyota with jishukenactivity has been helping the
suppliers for both the automotive and related itgugToyota 2000). Toyota

Indonesia has been using jighukenlearning group and Toyota way for the Toyota
group supplier in tier 1 and tier 2. Consequeritig, suppliers who have been trained
in Toyota must share the knowledge they learnafather suppliers in tier 2 and tier
3 who has no direct access to be in Toyojislsuken It goes to motorcycle case,
whereby Honda has been using Honda learning céntidonesia as an incubator



for sharing the ideas and difficulty in up-graditechnology in motorcycle case
(Honda 2004).

Additionally, in the quest for efficient supply meairks, Japanese automakers in Asia
are doing something that American manufacturersidvoever dream of doing so
(Hatch & Yamamura 1996). They are teaming up tonfevhat could be considered
‘super keiretsu’. For instance, Toyota and Daih&isve agreed to use some common
components for the family wagon car for Asian marke addition, Suzuki and
Mitsubishi Motors also agreed to produce joint kryzrogramme. Like wise in
Thailand, Toyota, Nissan, and Isuzu have begurolialmorate on the production of
cylinder blocks for diesel engines. This cooperatwas designed partly to satisfy
demands for ASEAN market and partly to maintainabegse domination of the local
market.

The automakers in this region are trying to buidrétsu-like supply networks in
Asia to promote technical cooperation and imprdwe quality of locally produced
car. As it has been mentioned by Toyota Indonegieessentatives as follows:

“To compete against American and European produesssneed to
find the way to reduce costs even further by tegmip with another
Japanese ‘friends’. Along with that, thatention toproduce joint
product is intended to strengthen Japanese matiate sin Asia”
(Author’s interview 2007)

Honda highlights this principle in its procuremeand purchasing forms and
distributes to local firms that indicate interasselling parts and materials to Honda.

“When a company becomes a supplier to Honda, wesatxphat
company to become supplier for the long term. TWi8 require
sincere effort and commitment resulting in recagnitas a reliable
supplier. Continuing efforts will be expected iras such as short term
parts development, commitment to zero defectsjroa tleliveries and
the ability to respond quickly to solve quality aother problems”
(Author’s interview 2007)

For non-Japanese firms, this principle seems hErdrefore, it is the fact that local
suppliers always face an uphill battle in trying establish credibility. Thus, a
business relationship with large Japanese MNEsngmed tough (Kasahara 2004).

In view of that, it is argued that Japanese devatgalism through Japanese FDI in
the automotive in Asian and particularly in Indoaefiowever, has generated benefit
to this region (Doner 1991, ADB 2005, UNCTAD 2007)Jnder this
‘developmentalism’, innovating manufacturers in thetomotive industry rapidly
increased their productive capacities, turned fm#es, and began achieving dynamic
technological efficiency (Sugiyama 2000). Along lwihe largest firms created and
maintained keiretsu networks-the quasi-integratibsubordinate firms by dominant
firms to increase the international competitiverafs¥apanese high-tech industries.

For Indonesian auto firms, the benefit of developtakksm via quasi-integration is
large, particularly in the early stage of netwaskniation (Odaka 1988, Kayaka 1991,
Kasahara 2004, Ministry of Trade and Industry Réipulf Indonesia 2005). That is



when these firms receive invaluable infusions gfited, technology, and managerial
guidance; the Japanese government-business netsvadntributing. Even though
there is still unequal cooperation, the productitiiance now emerging in Asia is still
in its early stages; the benefit it is producing Asian economic growth still exceed
the costs it is imposing (Yeung 2000, Schmitz 20689y 2002, Wolf 2004).

Additionally for the Indonesian auto firms, thesemiechanism which Indonesian (and
Asian auto firms) may become stuck (Soesastro 1988er 1991, Sugiyama 2000).
It has to do with asset specificity, since mosthef physical and human capital of the
subordinate firms is dedicated to maintaining é@tationship with dominant parent
companies, the subordinate firms are exposed tetanhdemands regarding price,
quality, and time. The parent companies, in otherds, are able to squeeze the
subordinate firm as it strives to increase its ipmbflity and international
competitiveness. The subordinate firms often hattke Ichoice but to ‘bow’ the
pressure if it wishes to maintain the value obisets and continuing benefitting from
its ongoing relationship with the dominant partndisis case is indeed a reflective of
what has happened in the case of indigenous aut@@apanies in the host country
who are not part of Japanese automakers neitlsétiér nor second tier. The unequal
bargaining power among the indigenous auto part & the problem in the tight auto
industry. If they do not belong to the Japaneseeksy, it is hard to penetrate crowded
market, which is Japanese in control (Doner 1991).

It must be acknowledged that Japan is moving toldyito stake its claim to Asia as
Pax Niponica or East Asian mutual benefit zone ¢Ha& Yamamura 1996, Ozawa
2005) dominated by Japan. In fact, despite the lofeJapanese capital and
technology, and despite the attractiveness of #yeardese model of economic
development, there are growing numbers of signs Alsé&ans are not comfortable
with their subordinate role in the production aita now taking shape in the region.
Japan is supposed to be the engine of growth apgosing the region’s path

dependency (Terry 2002, Kasahara 2004, Ozawa 2005).

In addition, Indonesian auto firms might find thestves stuck in a subordinate
position if Indonesian government becomes captofe$okyo (Doner 1991, Hatch
&Yamamura 1996, Sugiyama 2000, Ozawa 2005). Therefomight be the case that
Indonesian government adopting policies that bedafianese capital more than local
capital. The next result is Indonesia will beconile |subordinate firms in the
Japanese production alliance particularly in thimotive industry; technologically
dependent on Japan that they only be called cagtbemomies (Sekiguchi 1983,
Soesastro 1989, Woo-hee 1992).

With this in mind, there are some concerns to Heertainto consideration by
Indonesian government to ensure Indonesian econdmynot become captive
members of a Japanese production alliance, alsariother MNEs globalization
attack that is Indonesia (and ASEAN region) mustndlare to increase their own
technological capacities (UNCTAD 2007). This meangsting wisely in education,
training, and creating stronger links between pubdisearch facilities, particularly
universities and private industry. In this cases tlesearch can argue that as part of
social corporate responsibility (CSR) the autonefivms have embraced academia
by establishing auto academia in Jakarta and @atamihg centre for engineers and
the auto community (Toyota 2007).

10



Nevertheless, Indonesian government has followedxiample of Japan in the 1950s
and 1960s by reviewing technology agreement befloeg are signed (Miyakawa
1991, Hatch & Yamamura 1996, Chen 1996). Althoughk might discourage some
foreign firms from promoting tie-ups in the firdape, and thus might reduce overall
opportunities for technology transfer, Indonesiaasvinced that an effective review
programme would improve the bargaining positiorlazfal firms, allowing them to
gain better agreements with fewer restrictive iovis. This initiative has been
stated in the FDI agreement when the MNEs muststeartheir technology and
benefit for the local community in comprehensiveysigeconomy, social-cultural,
education, technology). Subsequently, although ied@n government has adopted
measures designed to promote supporting industties; have often ended up
assisting to foreign MNEs to establish domestidlifexs rather than domestically
owned supply firms (Doner 1991, ADB 2005, UNCTADOZ(.

The impact of FDI automotive location on the regibeconomy in Indonesia has

been thought to be mainly in line as a host coumtryearning region perspective, the

impact, however, can be divided into two: positagpects and negative ones. The
nature of the positive impact can be set out devis!

Firstly, the movement of Japanese MNEs in the aatiwa industry into a regional
economy increases employment levels in the redimwever, this research is not
focusing on the impact on the employment produgtivinstead, this research has
been more focused with the development of the aotiwen production in Indonesia.
Therefore, since the development has resultedymfgiant progress, it has long been
a presumption for continuing regional policy anddbauthority economic initiatives
(Sugiyama 2000, ADB 2005).

Secondly, the location of Japanese FDI in the aatives, which is spreading across
Java region, it has been providing this region veth opportunity for contact and

catch-up with new technology and innovation in thgomotive and, therefore has
enhanced the indigenous growth both in four-whee &vo-wheel case studies.

Although, to some extends, the level of R&D famhkt in this region has been in
progressed but Japanese automakers generallyuntrpend transfer to a step higher
technology and more innovative products to the aeghan before (Doner 1991,

Sugiyama 2000).

Thirdly, Japanese automotive affiliates, by usihg products of indigenous firms,
will enable local firms to expect increased scdleeconomies and this will bring
about a further increase in indigenous inventiod amovation (Han 1994, Terry
2002).

And fourthly, overseas inward investment tends a&wehmultiplier effects in this
region through increased inter-industry linkagatheét through direct investment and
attraction of component suppliers from local omtigh the purchase of labour and
intermediate products, Japanese FDI plants in thien@otive generates substantial
effects in the regional economy in Indonesia andosuded regions (i.e. ASEAN and
Asia Pacific) (Doner 1991, UNCTAD 2007)

Nevertheless, it is difficult to draw a firm conslan about whether a MNE location
will be beneficial or malign to the regional econpomithout taking into account all
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the costs and benefits caused by the attractiotheofinvestment. Since the inward
overseas investments to a region are an integraifowidely diverse economic
interest, only through focusing on the complexity mroducts and process of
investment flow, it can be unambiguous understandifi investment role in the
regional economy (Han 1994, Doner 1991, UNCTAD 3007

Accordingly, the negative aspect of Japanese FRInaotive investment in Indonesia
are resulted in the increased external control antegion, and, thus, a branch plant
economy or a loss of structural autonomy (Soesd$189, Doner 1991, Okada 1993,
Sugiyama 2000) for instance, the reduction of lolakage, diminishing R&D
activities and skilled labour employment and prdien of local initiatives. In a
similar vein, the vulnerability of the host coungonomy to international demand
and supply conditions resulting from MNEs acti\stigased on the global condition.

4. Knowledge Transfer from Toyota Motor Corporation (TMC) Japan to
Toyota Motor Manufacturing Indonesia (TMMIN): The Case Study

International technology transfer has been covethwmy process of the economic
relationship between a transferor (i.e. TMC) andransferee (i.e. TMMIN). In
addition, it might include the whole series of teth issue, such as the relevant
national policies and legal framework of the natiBarthermore, technology transfer
has played significant international trade andeased the involvement of different
countries in the flow of goods and service acrbsstational boundaries.

In addition to general economic benefits to thespective home societies in terms of
export promotion, increased job opportunities, atgthnology advancement,
technology transfer transactions also generatecgcmnrents that both the transferor
and transferee may share. However, like other foohdnternational business,
technology transfer not only brings particular H@aebut also some costs to the
participants. Those benefits and costs vary a grealtfor transferors and transferees,
depending upon the channels selected for the gansf

In consequence of different nature and developrhezsisons, technological advances
in different countries have always been unevens Tinieven nature of technological
progress throughout the world provides the veryisbdsr technology transfer.
Accordingly, in the past few decades, internatideahnology transfer has multiplied
rapidly. Technology trade has not only formed adependent market, but also
become a significant part of international econongilations. Export of technology
and relevant experience has become a distinctriradeof MNE business worldwide.

The successful conclusion of negotiations with slgming of a contract only marks

the beginning of a continuing relationship betweka transferor and transferee.
Transferring technology from one company to anotberot often a one-time, single
act, but rather an ongoing process. Therefore ntdolyy transfer agreement should
be a mutual commitment to work together for thedbi¢of both sides. Accordingly, a

good technology transfer arrangement is a long-tamthcooperative venture.

In studying the automotive industry, inevitably tteehnology is characterized by a
specific knowledge base. The automotive sector liichvinnovation is quiet rapid,
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sectoral boundaries are not static, but change twez. Knowledge and basic
technologies constitute major constraints in th# fange of complexity in the
automotive sector. Links and complementarities agnartefacts and activities also
play a major role in defining the real boundariethes sectoral system.

Building the industry in this sector is complexchase the product itself is complex.
A car has some five thousand components (excludmtyl parts), which can be
disassembled into over twenty thousand individuetgs. Therefore, this complexity
makes cars expensive and thus they do not sell wlenapita income levels are low.
On the supply side, production of car requiressineultaneous growth of supporting
industrial activities such as the manufacturing pratessing of raw materials and the
supply of various parts and components.

Technology transfer in the automotive sector byniédure is a very complicated

process, which may involve multiple players. Beeathe technology normally does
not have a clear-cut market value and the negotigtrocess is characterized by a
bilateral monopoly. Therefore, the bargaining psscean be intricate and difficult,

with each participant trying very hard to incredseshares of the economic rents.
Accordingly, trust and cooperative spirit are ipdiesable for an agreement to be
doable in the long run.

To be clear, technological knowledge in terms @ #utomotive sector in Japanese
characters can be classified into two broad caiegjocapital-embodied and labour-
embodied (Odakat.al 1988). Capital-embodied technology is intrinsicvarious
production processes such as casting, forging,lfoetéing, welding, pressing, etc.

Additionally, the technologies are related to psscand quality controls. On the other
hand, labour-embodied technology includes (1) skithd know-how in the operation
of specific processes, (2) the ability to underdtaapital-embodied technology,
which is the ability to maintain and repair mackied equipment (this is applied for
elementary level of employees),and (on more adwhheeel) the ability to devise
alternative processes and equipment in respongaitaus economic and engineering
needs, (3) the capacity to design or redesign mtsdyprocesses and plants, and (4)
the ability to innovate and to develop new prodarctiechniques.

In Southeast Asia region particularly Indonesiagign direct investment (FDI) from
Japanese car producers has played crucial roledéeeloping knowledge and
technology in the automotive industry (Chen 199%dwhere in the world is the
influence of transferred Japanese technology grelaém in Southeast Asian region
(Chen 1996:7). For Japan, Indonesia has always bemimlly important source of
raw materials and cheap labour for its dynamic rfecturing industry.

Additionally, Indonesia has become not only sprivegidl for Japanese products to
West European and North American markets, butitdeti one of the fastest growing
markets for Japanese products. Japan’s technalaggfér through FDI to Indonesia
has been designed to strengthen and develop &swih this country. As it is
mentioned by the TMMIN representative in the follog/quotes:

“Indonesia has great potential to be base for Tktdté base to produce
low cost car, regardless of the other rivalry caest such as China,

13



Brazil and India. However, the realisation of doihis investment has
not been officially announced yet, as the feasibitudy has been
underway. Despite the hegemony of TATA which praaldlano along
with Hyundai, Toyota wants to start the low cost pepject by 2010 or
2011. Accordingly, it is expected that Indonesiaosvegnment keeps
improving its infrastructure including car port ‘ii&or's interview
2007)

In the automotive industry, the transfer technol&gygommonly happening between
the parent company (i.e. TMC) and the host compaey TMMIN). The process
itself does take time as it is not simply technglggr se but also involves human
interaction which leads to the absorptive capaliyhen & Levinthal 1990), as it is
mentioned by the Toyota Indonesia engineers agvisl|

“When we started working in the actual plants ofydta, it is not a

trouble-free work place. The learning process wdagldin since the first
time we joined the company and it would be a neveling journey. The
training for a new engineer will take about threenthis and six months
for operator under the probation scheme and ittivth be examined by
the supervisor and line manager to continue foeranpnent contract. It
is very challenging work place and sometimes & istressful situation.
However, once we achieved the target, it is rewardplace to be

“(Author’s interview 2007)

The nature of the technology that Japan transfess {Toyota) to advanced
industrialized countries is fundamentally differeftom that of the technology
transferred to Indonesia as a developing countschmology transferred to the
advanced industrialized countries largely consi$tpatented high-level technology,
while transferred to the developing countries isniyamodernization experience and
skills closely related to standardized producticthmnds.

The scope of a typical technology transfer contrastially covers production,
management, and marketing. The various productddiviees that Toyota Motor
Corporation has transferred to Toyota Indonesiude material selection, selection
and installation of equipment, plant layout, assgmmbethods, machine operation,
training of personnel, maintenance techniques,igimv of technical data, quality and
cost controls, and inventory management (TMI 200d] 2007b). The following
guote is addressing the nature of technology tearisf Toyota Indonesia, mentioned
by the Toyota Indonesian engineers:

“The learning process as stated in Toyota Produchgstem (TPS) has
become the fundamental foundation for Toyota Md@arporation to
transfer technology to Toyota Indonesia. Howevelis inot about the
higher level in R&D, but it is part of continuousprovement kaizenin
product development because of market demand astdmoar. The final
decision in R&D is a managerial level decision betww CEO/Production
Manager in Indonesia and CEO/Production Managdapan” (Author’s
interview 2007)

In general, one notable motive for many Japanesepraducers to select direct

investment as a transfer vehicle was derived frbe mature of the transferred
technology. For along time, Japanese car produgiensst exclusively transferred
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general know-how and industrial experience. Thastfiexr of this type of technology

entails long-term involvement by the transferorttie production and management
activities in the host country. Moreover, technglogcipients tend to require foreign
investors to be involved in the initial stage obguction. Many developing countries
do not usually recognize the economic value of stdal expertise and tend to regard
as a free service that should accompany the pwrcblaaachinery and equipment.
Therefore Japanese car producers found it necessabtain sufficient compensation

for their technology through capital ownership an@ct management of their foreign
investment (Ozawa 1981:40).

As most technology transferred by Japanese camupers to Indonesia is related to
labour-intensive industries, labour training oce&spia prominent position in the
Japanese strategy of technology transfer. Forrd@ason, on-the-job training (OJT)
has been considered by some as Japan’s ‘inner mieochaf technology transfer’
(TMI 2007a, TMI 2007b). OJT not only provides tewah and administrative
knowledge to the employees, but also coaches tremntt have higher motivation
and better discipline so that the process of neweing quality improvement (i.e.
kaizer) can be fulfilled. Unlike European and Americanmganies, which utilize
written manuals and detailed job description, Japancar producers support their
production management methods and their techniialg all the way through OJT.

Additionally, in order to establish common groumatr bargaining, Toyota Motor
Corporation (TMC) and Toyota Indonesia (TMMIN) hatweclose the gaps in their
ceiling and floor price offers. This process istlier complicated by some specific
factors, for instance governmental regulationsitipal and business risk, levels of
competition for technologies, and so on. Therefoth TMC and TMMIN have to
pay attention to the appropriateness of the tran3echnology appropriateness has
both macro and micro dimensions. The macro dimesstomprise such issues as the
impact on employment and shifts in the overall be¢aof power among the nations
involved. The micro dimensions deal with the direapacts upon the participants of
technology transfer.

Moreover, Japanese car producers (i.e. Toyota) k#ferent approaches towards
technology transfer. Most Europeans and Americampamies will pull back their
technical advisers when the factory runs smootduhyg the local employees will only
need to follow manuals carefully. On the contranyJapanese automotive affiliated
companies, technical advisers tend to stay evesr aftgood operation has been
achieved. They will continue to train the employstep-by-step in productivity and
quality control, maintenance and repair, utilizatiof new production methods and
new technology, as well as other production-relatelis.

There are a number of reasons for the Japanes®pd such an approach (Hieneman
1985:63). First and foremost, the technologiessimatied by OJT are basically know-
how or experience related to well-proven and stedided production techniques. As
technologies in the automotive are the type whatnot easily be transferred both in
the form of industrial equipment or through bluegsior operating manuals, instead it
can be better transferred through personal comratioic between employees and
managers at all levels. However, for most Japaegpatriates the language barrier
poses a particular difficulty in communication, amst of them do not have a
sufficient training in local languages and theinst@ant job rotation makes language
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learning even more difficult. This problem may hekplain why Japanese managers
tend to like the ‘learning by doing’ approach iarisferring technology rather than

depending on comprehensive manuals that a largd@&unf employees may have

trouble understanding.

Additionally, by adopting OJT, Toyota expects topnove technology at the shop
floor level. As technology continually progress achigher level, it can hardly be
written into the manual thoroughly (Womaekal 1990). For Toyota, there should be
no end to technology improvement as Toyota wantsetalways moving forward to
technology. Technological process is consideredaadynamic and incremental
process, and must be pursued by all members dartfanization rather than only by
engineers. Therefore, Toyota employees on the #bop are also involved in the
activity of technological improvement. This condeptis clearly manifested in the
quality control that symbolizes the unique strengih Japanese production
management. The Japanese excel in continuing tgoirapthe quality of their
products, the process commonly callkdizen The effect of such incremental
innovation is highly visible when the product ochiaology is standardized.

In addition, the heavy reliance of Toyota on ‘tf@nghrough people’ is also closely

related to their emphasis on FDI as a major chanhélansfer. There is usually a

strong linkage between a supplier company’s wiliess to be involved in the

training of the local employees and its financiaks in the recipient. In the case of
licensing and technical cooperative arrangemeaititrg programmes are much less
significant. For example, large number of traindmwe been sent to Japan for
technical instruction under various programme spmt by the parent companies
and the Japanese International Cooperation AgehCAj (TMla 2007).

Nevertheless, despite relatively evident accompiisht in technology transfer by
OJT, the transfer of technology from TMC to TMMIMdinot been trouble-free. The
manner in which most Japanese car producers haechaology transfer has also
been criticized by locals as reflecting the Japaneswillingness to teach more
sophisticated technology to the local people. Sgé¢iat Japanese managers have
tended to show insufficient confidence in local émgpes and consider it appropriate
to design and develop new products at the headgmaresearch centres in Japan.
Therefore, Japanese car producers tend to tratestemology that is necessary mainly
for routine operations. Furthermore, the heavyarele on OJT or on the Japanese
technician’s experience sometimes causes seriousunaérstandings between
employees and managers.

Even in OJT, Toyota has encountered a serious gmgblwhich is mainly the

relatively high rate of turnover of the traineescerthey return to their respective
companies in Indonesia. Lifetime employment is pat of indigenous traditions and
the commitment of employees to their companies ighmless than that of the
Japanese. When skilled employees return home, ateeyisually in high demand in
the job market and find it hard to reject more &tie offers from other companies.

Responding to this negative side, since the beginaf the 1980s, Toyota has made
increasing efforts to deal with the problems accanying their technology transfer
and direct investment to Indonesia. As a resullyoi® has begun to examine the
applicability of its management system and the ipdigg of a higher degree of
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localization and decentralization. With further elisification of production from

purely labour-intensive industries to more compécda manufacturing processes,
pressure has built up to expedite higher-levelnetdgy transfer. Finally, there is a
mutual benefit based on understanding of the adepiction from the shop floor to
managerial decision making. Indonesian governmastagreed this initiative as part
of the FDI agreement and the support to spur int@vainto local automotive

industry.

Accordingly, in the automotive industry, Japaneae mroducers, notably Toyota, is
currently the main source of mature technology sf@nto Indonesia. Industrial
expertise and knowledge have been the primary faanshile foreign direct
investment constitutes the most widely used transf@nnel. Traditional Japanese
OJT management has commonly been used to asseessuaf the transfer process.

As a result, the process of transfer is beneffaalloyota and its host country, since
Toyota needs to shed some of its traditional imiksstin order to promote high
technology and service-based industries. On therdtland, the continued flow of
technology and investment from Japan to Indonesianat only contribute to growth
of industrialization but also help generating Inésian economy in the booming
Pacific Rim.

The initial advantage may be required through snsaémingly insignificant events
and the triumphant variant is not necessarily godanically superior or more efficient
one. Its dominance might be based purely on thetfiat it was the first to gain wider
acceptance in the marketplace, which many supplyusiness, distribution networks,
supporting technologies and users, and a large contyrof users and developers, all
converged on its design in particular automotivcustry.

Consequently, the parameters of deep competitigemesmanufacturing and in
product development are the key for TMC to transf@GMMIN. As Toyota has been
known as one of the pioneer in production systeemch, it is essential to underpin
the importance of capability building in the protdan line in Indonesian base.
TMMIN has focused mainly on the efficiency of pempind equipment in production
process in transmitting accumulated design infoionatio raw materials and to work
in process. TMMIN’s employees strive to raise tlze by equipping employees with
multiple skills and by putting the multiskilled efogees in charge of multiple tasks
along with focussing mainly on reducing unproduetiime in their efforts to shorten
lead time. Aggressively in keeping material itemg of the warehouse and in the
production flow. Toyota’s just in time productioyrehronizes the processing of
small lots throughout the manufacturing sequenci&ke(L& Meier 2006). That
maintains a nearly continuous transfer of desigorimation to the material and
thereby converts the material swiftly into finishe@ducts.

In conjunction with the philosophy of eliminatingagte the cost reduction purpose is
to secure the company profit and continues theatjoer so that it can contribute to
the employees, shareholders, community, and theétgouThen, to achieve cost
reduction, Toyota had used TPS in m®nozukuri(i.e. manufacturing) as well as
QCDSM (Quality, Cost, Delivery, Safety, and Morale)
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Based on TPS, TMMIN has identified the followingzee major types of non-value-
adding waste in business or manufacturing procefisese following steps should be
acompanied by the 14 Toyota Way Principles (Likev&ier 2006, Liker 2004, Ohno
1988):

1. Overproduction

Producing products for which there are no ordelsclvgenerates such wastes
as overstaffing and storage and transportationschasicause of excess
inventory

2. Waiting (time on hand)
Employees merely serving to watch an automated meaar having to stand
around waiting for the next processing step, suppdyt, or just plain having
no work because of stock outs, lot processing delaguipment downtime,
and capacity bottlenecks

3. Unnecessary transport

Carrying work in process (WIP) long distances, tingainefficient transport,
or moving materials, parts, or finished goods imt@ut of storage or between
processes

4. Over processing or incorrect processing

Taking un-needed steps to process the parts. dregffly processing due to
poor tool and product design causing unnecessarfoma@nd producing
defects

5. Excessinventor.
Excess raw material, WIP, or finished goods caudwmmger led times,
obsolescence, damaged goods, transportation ar@jstoosts and delay

6. Unnecessary movement.
Any wasted motion employees have to perform dutimg course of their
work

7. Production of defective parts or correction.
Repair or rework, scrap, replacement productiond amspection mean
wasteful handling, time, and effort

Subsequently in Toyota’s lean manufacturing, a cefisists of a close arrangement
of the people, machines, or workstations in a @siog sequence (Womaek. al
1996, Fujimoto 1999, Sobek 1998, Ohno 1988). Calés created to facilitate one-
piece-flow of a product or service, through variooperations (e.g. welding,
assembly, casting).

In addition, the ultimate goal of lean manufactgris to apply the ideal of one-piece-
flow to all business operations, from product desig launch, order taking, and
physical production. Therefore, optimizing desigmformation in product

development is crucial thing in the production lif®@yota’s success in shortening
lead time in product development has raised thaiuiacy in targeting demand. Also,
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raising productivity in product development has l@ed Toyota to conduct
development projects. Higher productivity increades number of projects that are
possible with the same allocation of funding, eegis, material, and other resources.
That has enabled Toyota to serve a greater of déraad to address the growing
diversity of demand more comprehensively (Sobel819%hno 1988).

Toyota has also increased the effectiveness of tteielopment projects by using
generally small project teams. Assigning broad-maggesponsibilities to the team
members gives each member a broad perspective eorprisject. That improves
communication and efficiency hugely in conductimgduct development.

Further increasing the effectiveness of producettmment, Toyota has invested the
immense power in the product managers. Those menageld authority over the
entire sequence, from developing product concdptsugh translating the concept
into detailed designs to putting them into masgipetion. They are as proficient in
the language of the consumers and of salesperstheywsre in the technical lingo of
engineers and designers.

Also characterizing product development at Toystalose communication between
the product designers and their counterparts idystoon engineering, on the plant-
floor, and elsewhere in their companies. That comoation begins in the earliest
stages of conceiving vehicle models. The partiaypadf production people in those
stages help and allows for shaping designs toititeil efficient assembly. It also
allows for starting work on production equipmendtl gtant layouts for manufacturing
the new vehicle models while the models are stilevelopment.

Toyota and another Japanese car producers have ibi@grated manufacturing

system in which (1) the percentage of time of raaterial and work in progress

spend actually receiving value-added informationhigh, (2) the percentage of
operating and working time that equipment and eyg®#s spend transferring value-
added information to raw material and to work ingress is high, (3) the accuracy of
the information transfers is high. These threengfifes are manifest in short time lead
times, high productivity, and high quality (Ohna889.

In extreme case, during the difficult time in tladel 1990s due to Asian economic
turmoil, TMMIN has experienced to respond to a mecin demand for a model by
reducing the number of people on the productioe lmd broadening the range of
tasks handled by each person. When demand for a&Inmcreases, TMMIN can

deploy more people on the line and narrow the ramigéasks handled by each
individual. Accordingly, the versatility-human andechanical- is the result of
investing in employees and equipment with morermgttion than they require for
any individual task (TMIb 2007).

For decades, Toyota was doing just fine in appl@nd improving TPS on the shop
floor in daily bases without documenting TPS the@jker 2004). Workers and
managers were constantly learning new methods am@tions on old methods
through actual practice on the shop floor. Commationn was strong in what was a
relatively small company, so that best practicegetigped within Toyota spread to
other Toyota plants and ultimately suppliers. Néhwaess, as the practices matured
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within Toyota, it became clear that the task oflehtely teaching TPS to the supply
base was never ending.

The employees who understood the culture behind MBS follow the real work of
implementing lean. They were not contributing te tontinuous improvement of the
system or improving themselves. In Toyota Way,sitthe people who bring the
system to life, working, communicating, resolvisgues, and growing together. From
the first look at excellent companies in Japan g lean manufacturing, it was
clear that the workers were active in making impraent suggestions. Nevertheless,
the Toyota Way goes well beyond this; it encouragapports, and in fact, demands
employee involvement.

The Toyota Way means more dependence on peopldeswtlt is a culture, even
more than a set of efficiency and improvement tepies (Liker 2004, Ohno 1988).
Toyota depends upon the workers to reduce invenideyntify hidden problems, and
fix them. The workers have a sense of urgency, gaepand teamwork because if
they do not fix it there will be inventory outagAccordingly, on a daily basis,
engineers, skilled workers, all involved in contmsg problem solving and
improvement, which over the time trains everyonbgéoome better problem solvers.

One lean tool to accommodate this teamwork is dali® (sort, stabilize, shine,
standardize, sustain), which is series of actiwitier eliminating wastes that
contribute to errors, defects, and injuries. Irstimprovement method, the fifth S,
sustain is arguably the hardest. It is the one kieaips the first four S’s going by
emphasizing the necessary education, training, raméirds needed to encourage
workers to properly maintain and continuously imr@perating procedures and the
workplace environment. This effort requires a camabon of committed
management, proper training, and a culture thatesiaustaining improvement a
habitual behaviour from the shop floor to managemen

In view of that, TMMIN has been training their erapées to monitor the quality of
their work while processing material, and they hdesigned equipment and systems
to detect irregularities immediately and to stopewhproblem occur to prevent
defective items from progressing into the followipgpcess. Here again, Toyota has
improved its manufacturing performance by investiegple and equipment with the
capacity for handling multiple task-inspectionvasl as processing.

In addition, to apply the Toyota Production Systasthe basic philosophy on the
shop floor within Japanese plants can be done gtlydover the last three decades.
The hardest time has had been faced by Toyotaviel@e its production system and
across the enterprise-in sales, product developmemd design-to be efficient

automaker. In addition to knowledge transfer, Taydid take the first steps to spread
the lean by diligently teaching the principles d?S to their key suppliers. This

moved its isolated lean manufacturing plants towatdl lean extended enterprises-
when everyone in the supply chain is practisingsém@e TPS principles.

However, the challenge to spread TPS globally widmother Toyota’s plants is an
ongoing journey. In order to expand its global sing as well as market, Toyota has
relocated its transplant in overseas. Therefore&s Which is defined as Operations
Management System to achieve goals of higher guédiver costs, shortest lead time
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via engaging people, could be done effectively omith the right management and
the right philosophy-the basic way of thinking. fhermore, TPS along with other
technical tools often associated with lean prodwedliT,jidoka, heijunkaare just the
technical tools, not a lethal weapon for sustairiimg success of the Toyota Way’s
implementation.

The lengthy process of technology and knowledgastea has been an on-going
agenda for TMMIN. As a result, Toyota Indonesia Issven to continuously
improve the quality of their products to fulfil lacand international standard in its
commitment to be the best in the fields. Since 19870 2007, Toyota Indonesia has
been awarded the ‘Triple Crown’, the top seed sdtms passenger vehicles,
commercial vehicles, and both.

In 1981 Toyota’'s total sales already passed 200006 and in 1989 Toyota
Indonesia’s total unit sales reached the 500.00&sna big step toward achievement
of the breakthrough one million unit marks in 199®%ie success cannot be parted
from the support of Toyota Indonesia’s main dealleas can be found throughout the
nation, enabling the customer everywhere in Ind@nés purchase and maintain
Toyota Products.

In Toyota Indonesia’s bid to become a leader infthe trade era, Toyota Indonesia
will continue to export its vehicle in CBU (comp#ét build-up unit) and CKD
(completely knocked down unit), engines and praduacttool series. Toyota
Indonesia started exporting in 1987 to several Asiaific countries, even managed
the export to Toyota home country in Japan. In 200fota Indonesia exported
Toyota Avanza, a collaboration product between T@ymd Daihatsu in Indonesia, to
ASEAN (Association of Southeast Asian Nation) coiest in CBU and CKD. The
export marks Toyota Indonesia first big CBU expuattich closely followed by
Kijang CBU. These as well as exporting productionls such as welding jigs and
press dies since 1987 prove that Toyota Indonesjaality meets other local
customer requirements and achieves high interrat&iandards (Toyota 2000).

Additionally, Toyota Indonesia believes that human resourceeikdly success for a
company’s business. Therefore, Toyota Indonesiassés employee to numerous
training both in Indonesia and overseas to develap human resource quality.
Accordingly, Toyota Indonesia has tried to integrabyota Way into 4P Model for
its organization based on guidance and on goingruiction from the mother
company:

1. Philosophy. The company is a vehicle for adding value to @mstr, society, the
community, and its associates

2. Process. When leaders follow the right process they wiit ghe right results,
including long-term cost-reduction and quality irpement

3. People and Partners. Add value to an organization by challenging ikople and
partners to grow and become more skilled and centid

4. Problem solving. Continuously solve root problems to drive orgatianal
learning
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Even so, implementing the Toyota Way outside ofXgan is another challenge for
Toyota as Toyota has been relocated its manufagtuand assembling plants
globally. Therefore, learning the path dependencfamanagerial and manufacturing
technology is deliberately important to understtreltrajectory in Toyota Production
System supported by suppliers and partners. Aaegidi Toyota Indonesia perceives
this matter as a complex issue and there are reufigrts to answer it (Liker & Meier

2006)

5. Commencing Technology Transfer to Knowledge Transfer: Learning
Aspect from Knowledge Network in the Automotive Sector

The Japanese automakers have intensified theiirFDidonesia and other countries
in ASEAN region. The propelling question remainesl ¢an the Japanese
manufacturing system and its associated manageteeimiiques really be operated
abroad? The answer cannot speak for every Japan&s®otive company. However
it can be said that in accordance with Toyota’s Hodda’s experiences the process
of global local technology transfer can be donalgadly, although there is still dark
side of the Japanese secrecy in their pace of odmiw transfer particularly in the
early 1980s until the late 1990s (Aoki 1988, Bort@92).

In line with Japanese understanding of knowledgpramsarily ‘tacit—something not
easily visible and expressible; hence, most ofJdy@anese automakers segment tacit
knowledge into two dimensions (Mito 1990, Nonakd &euchi 1995). Firstly is the
technical dimension, which encompasses informal @atts in the term know-how.
Secondly is cognitive dimension consisting of memadels, beliefs, ‘credo’, and
perceptions and it is shaped by the surroundingr@mwent. Thus, Japanese auto
firms have come to realize that tacit knowledgencdrbe easily communicated as
they believe that knowledge will also embraceslglealues, and emotion along with
images and symbols. These soft and qualitative eisnare significant to an
understanding of the Japanese view of knowledge.

Take the example of Toyota; the process of knovdadansfer has been started from
technical capability. As they believe that this qgass involves transferring through
people by OJT. For this reason, on-the-job traini@®JT) has been considered as
Japan’s ‘inner mechanism of technology transfeM(R2007a, TMI 2007b). OJT not
only provides technical and administrative knowkedg the employees, but also
coaches them how to have higher motivation andbéitcipline so that the process
of never-ending quality improvement (ilaizer can be fulfilled. Unlike European
and American companies, which utilize written mdswand detailed job description
(Nonaka & Takeuchi 1995), Japanese support thedymtion management methods
and their technical training all the way throughTOBowever, it is often said that
compared to American and European MNEs (in thermotive industry), those of
Japan concentrate their R&D function and high tetdgy production in the home
country rather than allocate these functions ttable host countries (Franko 1983,
Dicken 1992,0zawa 2005).

Back in the early 1980s, Asia and Latin America bathe to take a substantial part

of overall Japanese MNEs’ activities and FDI, wh{ahthat time) are characterized
by low-costs, fast-growth, and an export-orientednr®my (Dicken 1988). Therefore,
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those regions have been playing important foreitggs $or Japanese MNEs (Franko
1983, Billet 1990). Indeed, Japanese MNEs havesiede in large number of
developing countries to take advantage of the admtncaw materials and cheap cost
labour forces in these countries and to exportint@ufactured products made there
either to major markets direct or to other plantstreeir own to make them into
finished products (Dicken 1992 pp. 78-81).

In view of that, to comprehend the nature of JapanEDI is considerable to
distinguish the classification of their FDI and kledge diffusion in the beginning of
their globalization engagement. This classificatien based on Japanese FDI
destination as an appropriate approach to explaimith traditional global strategy of
Japanese MNEs and the recent shift in the patfedapanese FDI all over the world
(Dicken 1988 pp. 646-650). FDI in Japanese MNEsspmstive (including the
automotive makers), is classified into two kindamely developing country-oriented
FDI and developed country-oriented FDI. For a safisil period, Japanese economy
has depended on its maintenance and growth upcernekttrade with foreign
countries; hence, it has been an export-orient@thany. During the process, the
necessity to utilize cheap labour force and natwsburces in neighbouring countries
has been widely recognized (Han 1994). As a rethdt; have been able to establish a
well-formed network of production alliances thatlirde these Asian countries.

In contrast, for Japanese MNEs (including the awotora industry), developed
countries, such as the US and European countr@esbéen considered initially only
as the markets for completed products rather tisagither the providers of resources
of the sites for production plans (Dicken 1988,Kk@ic 1992). This connotes that there
was a sharp distinction between the productionraadketing functions in Japanese
industry; hence, production created in Japan aritdemeighbouring Asian countries
whereas marketing in the developed European casmnd the US.

In consequence, in these ‘beginning’ motives tiagsbeen fundamental dissimilarity
in the two kinds of FDIs. The Japanese FDI in th@aA developing countries has
been aimed at obtaining access to cheap labour natdral resources and at
improving the value-added and sophistication of Yapanese domestic economy and
its industry by transferring ‘low technology indstto these countries. In contrast,
the Japanese FDI in developed countries has beitre imain motivated deliberately
to avoid the growing trade barriers in these mackeintries (IBJ 1989 pp. 16-18).

Subsequently, Japanese MNEs (including the autesjoin developed countries are
also differentiated from those in developing cow@str by their superiority in
technology (Han 1994, Chen 1996). In developingntes, the issue of technology
has two sides. In one side, there is no doubt attutiominance of Japanese auto
companies in technology; however, how and to wikedrg this excellent technology
can be transferred to host country-owned busindsste® major issue of concern to
these developing countries. Equally, however, bylgioing with the cheap labour
and resources of the host countries, Japaneseqgisp@ven though they are made by
low-level technology in these countries are stilleato be more than competitive in
the international market (Miyakawa 1991, Kodama4)99

In developed countries, on the contrary, wheregedous companies posses their
own higher technology, the possessions of morerambgitechnology appears to be
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critical for the success of the Japanese subsidigiian 1994). Moreover, Japanese
companies are placed at a relative disadvantageeduring low cost labour and
materials; hence, the Japanese subsidiaries inlageee countries tend to equip
themselves with higher technology than is the cdtbose in developing countries.

Ultimately, another kind of difference between thwe is found in the type of division
of function. Japanese companies operating in theldping countries decide the
division of labour in those Asian countries. On twntrary, those subsidiaries in
developed countries tend to be managed more indepéyg from headquarters and to
show the division of labour appropriate to the #ipechigher technology and
complete products made.

Nevertheless, those argument about ‘the old wavéapanese FDIs’ particularly in
developing countries in ASEAN-4 has been changekir@ 1991, Miyakawa 1991,
ADB 2005, Ozawa 2005). In other words, in investiligctly in ASEAN-4, Japanese
MNESs have shown tendency to place their plant sitéise lucrative market countries
where their products have already dominated pdatiluin Indonesian market (i.e.
Japanese car and motorcycle posses lion shareeirAsian and ASEAN region
compared to the US and European automotive prefluct

In short, this changing pattern of Japanese FDhftmth developing country and
developed country oriented which encompasses thagas in management style,
technology level, and organization structure. Hosvewt seems to be insufficient to
explain overall changes in the global strategy apahese MNEs (including
automotive) simply in the context if the drastigathanging world economy, which is
often called ‘post-fordism’ and is characterized flexibility and diversification as
described in the case study of Toyota and Hondarefbre, in interpreting the
empirical evidence of the recent automotive industr must be envisaged by
understanding the beginning of Japanese FDI cileag8dn to find comprehensive
understanding of the Indonesian (including ASEANd adsia) automotive
development.

Since Indonesia is still treated as a developingnty for Japanese technology
transfer; hence, it is difficult to measure the qass rather than to understand the
process, in part because the term itself is veyimgbue and it is quiet complex and
long-term commitment process, as it comprises tlaeranand micro dimensions
(Okada 1983, Ichiro 1991, Chen 1996). Macro dimamsisuch issues as the impact
on employment and shifts in the overall balancpafer among the nations involved,
the micro dimensions deal with the direct impagisruthe participants of technology
transfer. As confirmed by both Japanese represessatrom Honda and Toyota in
Indonesia as follows:

“By coupling our increased standardized productsnget growing
demand and pressure in the global consumer prefesenith global
sourcing, manufacturing, and shipping systems, ilsgeafirms must
be proficient to transform and to move towardsgraéing their core
activities-production, finance, technology, managetm human
resources, and marketing-into our global network&uthor's
interview 2007)
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Consequently, in this research, technology tranisfelefined to signify the method,
knowledge, and skill used to improve and enhaneeptbduction and distribution of
goods and services in the automotive. As a regutian be embodied in different
forms: the machinery used in production or distitnj the manuals detailing
business procedures; or the minds of techniciargneers, and managers who design
and execute those procedures. For this reasonjgittnbe seen that technology
transfer is nothing more than the movement if saamethod, knowledge, or skill
from one country to another.

Nevertheless, Lindsey (1985) and Chen (1996) arthatgshe distinction between the
transport of technology, which is only suggest movement ahd transfer of
technology, which implies a degree of localizatidocordingly, it can be said that for
an effective technology transfer to occur, it igusd that local firms as well as the
human resource in the host country must be ableonlyt to operate the imported
technology, but to adapt and master it to suitllooaditions. Therefore, it needs an
understanding of the underlying nature of the ingubrtechnology, and thus a
mastery of it, for instance, in the case of trangig the automotive engineering from
Toyota Motor Corporation (TMC) to Toyota Motor Mdaaturing Indonesia. Both
Japanese engineers and Indonesian engineers nat @&l incorporate the local
value with the standardized TPS (Toyota ProducBgstem). This has been done by
choosing OJT (on the job training) programme, areinmechanism of technology
transfer’ for sharing the knowledge and masterimg éngineering techniques from
Japan to Indonesia

Additionally, the nature of the technology that daptransfers to advanced
industrialized countries is fundamentally differeimom that of the technology

transferred to Indonesia as a developing county {ioyota and Honda). Technology
transferred to the advanced industrialized coustaegely consists of patented high-
level technology, while transferred to the devabgpicountries is mainly

modernization experience and skills closely relatedstandardized production
methods, for instance the scope of a typical teldgyotransfer contract usually
covers production, management, and marketing (D&f@6d, Chen 1996, Sugiyama
2000).

What is more, the Japanese FDI in the automotigiasimy in Indonesia and ASEAN

in general merely smart, rational, and entrepréakuesponse to changing cost
conditions in Japan (Hatch & Yamamura 1996). Furttoze, they appear to be more
or less consistent with the pattern of comparadiveantage. Being rational, therefore,
direct investment from Japan has contributed toett@nomic development of host
country, not only by promoting capital formatiorrpguction and employment, but
also upgrading technological capability throughhteslogy transfer (Akamatsu 1962,
Terry 2002, Kasahara 2004, Ozawa 2005). It is aft pf a chain of unintended

benevolence in which Japanese production causesidsg economic growth, which
begets overseas production in Indonesia (Asia megd), which triggers technology
transfer, which links to local economic growth (Adl©88, Nakatani 1984, Gerlach
1992, Shujiro1993, Hatch & Yamamura 1996, Chern6).99

! Technological knowledge in terms of the automoseetor in Japanese characters can be classified
into two broad categories: capital-embodied andlatlembodied (Odakat.al 1988)
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Nevertheless, the view that Japanese MNEs aregistinthan their Western
counterparts are, it is cautiously contributed tdapanese TNCs (Transnational
Corporation) behave differently (Yamashita 1991,iM#£94, Hatch & Yamamura
1996, Ernst 2000). In fact, Japanese are shapeahhoby market forces, but also by
the distinctive set of institutions, policies, andrms that have evolved over the
history of their society (Ozawa 1981, Sakiya 198@&nemaret.al 1985, Odaka 1988,
Mito 1990). Furthermore, in Japanese business capsociety, there is an unusual
amount of cooperation between firms (particulaiypse belonging to the same
keiretsu,or enterprise group), between industry and govempand between labour
and management. This cooperation allows firm totwwapmaximum gains from
technological innovation and make the most efficiese of resources over time.

Therefore, without a clear understanding of Japaiséde cooperation, it is difficult
to comprehend the actual impact of Japan’s deegemitbnomic presence in
Indonesia (and Asia) due to Japanese MNEs aregtrginreplicate their domestic
system of networking in the region as a whole. Aiddal argument is by building
keiretsu-like production networks that embrace eweh smother local entrepreneurs,
technician, and workers in Asia; Japanese MNEs liwek control of technology
transfer up in the vertical-quasi integrated neksorln doing so, they are able to
extract an unusually large share of the rent orusieeof their knowledge (Chen 1996,
Sugiyama 2000, Ozawa 2005).

Subsequent argument for the reluctance of Japakiétes for being ‘careful’ to
anticipate the risk of spilling technology has bestadies mainly in the electronic
industry. In addition, Japanese companies in this industeyargued of being slower
in the localization of managerial and technicalspenel, slower in promoting them,
and slower in training. In fact, they also appearernreluctant to set up design and
R&D units in the host countriésEven though they constantly transfer old techgylo
to the Asian electronic industry, ‘new technologig® up’ in Japan; hence, year after
year, the technological gap between Japan and emAtiian electronic producers (i.e.
South Korea, Thailand, Malaysia, and Indonesia) ewsd This fact has been
considered as not a mutual benefit in the eleatrovdustry as if this trend continues;
the Japanese economy will become even more domimémis regiof.

In view of that, it is assumed that Japanese MNMEB&é electronic industry is acting
bit different compared to automotive industry. e telectronic industry, it is argued
that Japan due to the nature of industry, JapaviéHes do not want to spilling their
technology to unrelated firms outside of their k&St (Ernst 1994) It is argued that

2 See detailed evidence of Japanese technologyferaims Electronic Industry in Hatch, W. and
Yamamura, K. (1996Asia in Japan's Embrace: Building a Regional Prditut Alliance pp. 101-
112. Cambridge: Cambridge University Press.

% Dan Biers, “Matshushita Pioneers Effort to LocalizAsian Wall Street Journa9 August 1994, p.4;
Chia Siow Yue, “ Japanese Overseas Direct InvedtiteMSEAN and Asian NIES”, a research
monograph, VRF Series No. 187, Institute of Deviglgfeconomies, Tokyo, February 1991, p.64.

* See Christopher Freemafiechnology Policy and Economic Performance: Lessoms Japan
(London : Pinter Publisher, 1987), pp. 31-54.; RithSamuelsRich Nation Strong Army: National
Security and the Technological Transformation qfala(lthaca: Cornell University Press, 1994)

® See detailed discussion about Japanese and theosle industry in Asia in Hatch, W. and
Yamamura, K. (1996Asia in Japan's Embrace: Building a Regional Prditut Alliance pp. 108-
111. Cambridge: Cambridge University Press.
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Japan’s large, oligopolistic firms enjoy what idlea relative asymmetries of access
to trade and investment opportunities in their oamd their partner's countries
(Borrus 1992). This asymmetry created by governmeiity and business practices,
makes Japanese knowledge relatively difficult torapriate. Ernst (1994) argues that
the closed nature of Japanese regional producebmanks in electronic sector had
constrained the opportunities for host country §irmto develop their own
technological and organizational capabilities tree necessary for continued
upgrading of their production efficiency and prodogx.

Other scholar suggesting that Japanese firms haedge in cross-border alliances
because their own knowledge base is context depénde embedded in an
established social system and thus relatively daliffito penetrate (Imai 1991,Woo-
hee 1992). Japan is extra ordinarily eager to aedqachnology, but loath to part with
it, particularly if it is not part of FDI, the press of technology transfer will be
different to FDI. Japanese MNEs who invest in n@i-will transfer technology in
two ways. They carry it with them when they invediroad in new production
facilities, or they license it to overseas firmseTtechnology transferred through
licensing is often referred to as ‘unbundled’ temlbgy because it does not come with
a bundle of management resources that continuegetd control. In fact, even they
share unbundled technology; Japanese firms appéder ¢éxtraordinarily cautious.

In many cases, they share only mature (older) amdsirdized technology (Hatch &
Yamamura 1996). This is common phenomena in thetreld@c industry, which is
labour intensive (Ernst 1994). In fact, in the sniracting case, Japanese firms in
Asia tends to import parts from Japan or purchdeentlocally from Japanese
suppliers who have set up their own factories enrfgion. Japanese firms form parts
procurement networks and there is a wall that presveéechnology from being
transferred outside this network (Kiba & Kodama 1.9%nai 1991, Woo-hee 1992).

In contrast, the FDI (in the automotive industrgrnaes as a particularly effective
mode of technology transfer (Ichiro 1991, Chen 1%%nda 1991, Guy 1991, Toyota
2000). Moreover, it is argues that FDI in this seds likely to bring about a more
effective transfer than other channels since itoives a sustained relationship
between the transfer and the transferee (Ichirdl 1€y 1991). This assertion, is
based on the assumption that technology naturdtfysés through the training of
local suppliers, who may be expected to meet higt@ndards of quality control,
reliability, and speed of delivery and through tingining of local managers and
technicians, who eventually might move from foreignlocal firms, transferring

human capital with them (Hatch & Yamamura 1996)vétheless, at the beginning
of the process, Japanese MNEs in the automotivestndwere indeed able to block
or constrict the technology diffusion, similar casehe electronic industry.

It has been argued that Toyota and Honda are istifctogether the disparate
economies of Indonesia as well as integrating theto a multilevel regional
production alliance. Because of FDI developmengmmme since 1990s, Japan has
been increasing their trading with Asia particylamh the automotive industry.
Consequently, high technology products, especialBchinery components, have
come to occupy an increasingly important sharéaf intraregional trade (Yamashita
1991, Mair 1994, Hatch & Yamamura 1996, Chen 1¥®st 2000, Toyota 2007,
Honda 2007). Accordingly, by having subcontractorsheir verticalkeiretsu,they
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enjoy the benefits of quasi-integration, includiagcess to capital and technology.
Subsequently, to varying extents, all Asian ecomsmhave used this Japanese
production alliance to expand their manufacturirgaets. On the other hand, they
have become embraced by and dependent on Japaapsal @and technology
(Gerlach 1992, Hatch & Yamamura 1996, Chen 19968 A&D05).

In addition, to strengthen the Japanese produetiance, Toyota, the leading player
in the car maker, and Honda, the leading playeth& motorcycle maker, are
enhancing their manufacturing plants in ASEAN-4d(inesia, Thailand, Malaysia,

the Philippines) and East Asia into a more tiglmiegrated network (Honda 2007,
Toyota 2007). This approach coincides with a plamizmbers of ASEAN to reduce
duties on products gradually imported by one cguiitm another in Southeast Asia.
It is expected by the Toyota and Honda to reinfa@®rt of intraregional division of

labour and functional specialization. That meanseatrating more on production of
single products or parts in different factoriesifierent countries and exporting most
of the output to other markets.

In addition, Japan’s major contribution to auto nffacture has been in process
technology. More specifically, Japanese auto filmase exhibited an impressive
ability to manufacture small numbers of differemthicles and models efficiently.
Domestically, through just-in-time ankianban production, as well as the rapid
modification of jigs and dies, Japanese auto fipregluce nearly three times as many
bodies and engines per unit as their U.S. countsrpBoyota 2000, Sugiyama 2000).
Whereas U.S. firms have concentrated on largerdegsloped countries markets, the
overseas transfer of these innovations has alldhedapanese to move into smaller,
fragmented markets such as those found in the ASE#gibn (primarily focus on
Thailand, Indonesia, and the Philippines).

6. Fostering the Global-Local Alliance Formation for the Case of
Indonesian Automotive: Innovation, Learning, and Network

The forces determining the spatial location of vehoildustries can be divided into
two categories, internal and external forces. Titernal forces mean the specific
factors internal to industries, which cause faet®in an industry to cluster or disperse
such as organizational structure and external en@wof scale (Dicken & Lyold
1990). The external forces of location are thosthefarea characteristic attracting the
companies in an industry (Han 1994).

On the other hand, factors which influence the tiooal shift of manufacturing

companies are also divided into two categorieshgastors which make a company
move from an existing site and pull factors whittieet the company, which on the
move. External forces and pull factors are likety he related to geographical
locations. Meanwhile, push factors tend to implythb@eographical and non-
geographical motives in industrial location.

This research argues that Japanese MNEs (in tbenative industry) push factors in
Indonesia and ASEAN region are originate in Japanhe main. The wage cost
increases in the home country, the difficulty icwgeng raw materials there and the
necessity to secure foreign sales network (i.e.adege vertical-integration
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alliances/keiretsu), and to access foreign markKdia( 1991, Han 1994). Southeast
Asia’s early attraction for Japanese auto firms paytly in the region’s general
growth (Doner 1991) and it is auto markets in gaitir. The ASEAN-4 played an
important role in the industry’s early stages whighographically is also made
Southeast Asia a logical focus of early Japanedenmiive expansion. Japan’s
proximity to, and war-time position as occupier $gutheast Asia provided contacts
and encouraged a view of Southeast Asia as a gitaeffer for Japanese firms
(Smitka 1991, Borrus 1992).

Product compatibility also played role. The prodeytle theory presumes that an
innovating country will export to, ad eventuallywést in, markets similar to its own.
In addition, the ASEAN markets constituted a tegpt@nd training ground for
Japanese vehicles and personnel preparation fatmad¢ion of markets in advanced
countries (Doner 1991, Dickeet.al 1995). Furthermore, in view of the auto
industry’s central role in Japanese manufactunpegsimistic predictions for OECD
market growth, and the assumptions of the impogaricast Asia and the ASEAN-4
for Japanese firms will probably increase (JonasWdé&mack 1985, Sugiyama 2000,
Humphrey et.al 2000). Thus, Toyota, for example, the least irddomal of the
Japanese auto firms, moved to expand its ASEANepas in the early 1980s as a
response to declining demand and rising importidarin Western auto markets
(Toyota 2000).

More specific features of Japanese corporate gtemteeinforce the impact of these
long-term market considerations. Japanese autc fincorporate long-range market
concerns into long-term investment decisions. Atemsive comparative study of
Japanese and German auto firms operating in Indoescluded that the Japanese
time frame for returns on investment is often teriwenty years, much longer than
those German counterparts (Doner 1991). Seeingtikag@mphasis of Japanese is on
long-term market share and not short-term profitserefore, this long-term
investment perspective is strengthened by the &mgamiew that investment in the
individual ASEAN countries is necessary as footBold Asia Pacific emerging
region (Sugiyama 2000, ADB 2005, Ozawa 2005, UNCTZID7).

In addition, unlike push factors pull factors nofipavork to assist a company in
deciding on one location among several alternatitess. For Japanese and Indonesian
government, the captains of industry and governrhamé been collaborating closely
on sustaining the development and progress of tiie mdustry for both parties.
However, from Indonesian point of view, in makirgst assertion, it is argued that
Indonesia has both a bureaucratic authoritarian andentre less state. The
cooperation between government-business networks ben maintained slowly
(Hatch & Yamamura 1996). It is referred as ‘bureatic-industrial complex’, while
Indonesian’s politicians have the final say on s&é@ution policies affecting special
interests, bureaucrats more often than not get thay on larger or more long-run
issues perceived to be in the national interesth sis foreign policy and economic
planning (FAIR 1989, Doner 1991, ADB 2005).

On the contrary, in Japanese point of view, govemninas penetrated business and

business has penetrated government through a grételsard Samuels (1987) calls
‘reciprocal consent’ as follows:
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“In exchange for the use of public resources, peivadustry grants the
state some jurisdiction over industrial structurdhe ‘national interest’.
“Business enjoys privilege, systematic inclusiontte policy process,
access to public goods, and rights of self-reguatit reciprocates by
agreeing to state jurisdiction in the definitionro&rket structure and by
participating in the distribution of benefits” (Rigrd Samuels 1987 p. 9)

In other words, Japan’s government-business netvimria mutually reinforcing
alliance of partnership that is capable of strategisive action so long as it hews to
the established, conservative policy line (Tokund§&3, Kodama & Kiba 1994,
Hatch & Yamamura 1996). Furthermore, Japanese gmamnt-business network has
followed the line carefully in Asia, particularlyr iSoutheast Asia, which has long
been identified as critical to Japan’s nationalusé¢. Consequently, it has tried to
cultivate close relations with elites in the regiammed at securing the political and
social stability, as well as the liberal trade amebstment policies, vital to Japanese
capital (Sekiguchi 1983, Miyakawa 1991, Kiba 1991h fact, the ‘trinity
programme’ has been initiated known as ‘comprelvenstonomic cooperation’ with
Southeast Asfa

At the beginning, Japan’s economic cooperationcgdlh Southeast Asia was based
on the need to secure a steady supply of raw rafgexnd a low-cost production on
the need to secure a steady supply of raw matenalsa low-cost production base for
textiles, electronics, and another labour intensivdustry. However, in the mid-
1980s, the ground beneath that policy shifted wi@matic appreciation of the yen
undermined the international competitiveness oftually all manufacturing
enterprises that export from Japan (Hideki 1988, M®1, Borrus 1992, Kodama &
Kiba 1994, Ozawa 2005).

As a result, Japanese industry particularly expgrindustry in the automotive began
to see the region as an extension of its home &skunaga 1993, Hatch &

Yamamura 1996, Terry 2002). Because of that, thesmonent-business network
promoted new vision of Southeast Asia as integaaispof a Greater Japan, critically
important links in an expanded Japanese produetwhexporting alliance (Hideki

1988, Kayoko 1991, Borrus 1992, ADB 2005). Furthemm Japanese government-
business believes the globalization of economitviicthas made it impossible to

push ahead with economic development within thetéidnframework of a country

defined by strict national boundaries, particularlythe Asia-Pacific region as ‘one
large economic zone and centre of the growth’ (FASR9, UNCTAD 2007).

7. Forging the Automotive Industrial Production Networks and Macro
Regional Integration in Japan and Southeast Asia

The automotive industry is not the only JapaneseEBINying to outmanoeuvre one
another in Asia. Alongside this industry, the dalecic industry has also been
following the rapid expansion of the Japanese HFDISbutheast Asia (Chow &
Kellman 1993, Ernst 1994, Ernst & Kim 2002, Ginzpu& Simonazzi 2004).

® Consider the title of MITI's 1986 white paper arpaomic cooperation: Toward a New International
Division of Labour: Promoting Aid, Trade, and Intrgnt as One in International Cooperation
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However, the limitation for this research is fodngson the automotive industry
itself.

The Southeast Asian region in fact is a buzzing witompetitive energy that is more
than a little reminiscent of thea kyoso (excessive competition) (Aoki 1987). Each
automotive manufacturer enters this regional rae ravith high-volume technology
investment for expanded production facilities, @ase output, reduce costs, boost
exports and grab larger shares of the global mailais, the Japanese automotive
makers have been using the Japanese governmeuglthitte administrative guidance
(gyosei shid) to manage the competition in this region (Hatch¥&mamura 1996,
Edwards 2002).

Additionally, another way of doing it is the basibannel, comes from theeiretsu,
the firm’s own network, which spreads out the castl risk of doing business in a
highly competitive and uncertain environment (Gwyt#90, Guy 1991, Kasahara
2004, Ozawa 2005).The alliances that in Japan altedcasvertical keiretsuthat
reflect what could be called asertical quasi-integratiora unique form of
cooperation that lies somewhere between vertidegmtion of transaction within a
single firm and long-term contracting between argger and a weaker firm (Aoki
1987, Hideki 1988, Kodama 1994, Hatch & Yamamur@g)9

Afterwards, using this vertical quasi-integratiahe firms with more bargaining
power and have greater technological and manageajghcity as well as greater
financial muscle involves itself intensively (FAIFB89, Gerlach 1992 ). By being a
parent company in the context of automotive indygtre firms with more bargaining
power, will usually provide the subordinate lo¢ans with one or more of the
following:

1. capital (either equity or loan financing),

2. technology (through license, the export of niaety and parts, or the
training of employees),

3. managerial know-how (usually in the form of atkmte managers and
advisers),

4. a market for the subordinate firm’s good (thrfouliyect play an active role
in helping the subordinate firm devise plans fdufa investment, production,
and marketing).

As a result, through vertical quasi-integratione tlominant firm maximizes the
advantages of both integration and long-term cotitrg, while minimizing the

disadvantages of both. The advantages for the giibate firm are the resources (i.e.
capital, technology, managerial expertise, and eketpthe dominant firm provides,
but also the profits and wages earned over theofifthe relationship. Moreover, it
includes the prospect of a more promising, or noaeain future than the available
alternatives (i.e. operating independently or engemto a long-term contract with

either a large local firm or Western multination@pner 1991, Dicken 2003). It says
that ‘typical’ Japanese MNEs in the automotive stdy operating in Indonesia and
ASEAN has demonstrated a willingness and abilitymtaintain such keiretsu-type
relationship for long periods (Hideki 1988, Kodad®94, Hatch & Yamamura 1996,
Kasahara 2004). In fact, these multinationals Hasen able to take larger market
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shares, and thus market power by achieving sigmfieconomies of coordinated
intranetwork investment, production, marketing ampetitive ways.

Nevertheless, it argues that in the case of lot@béshed operational norm vertical
keiretsu, Japanese subordinates and suppliers messt the needs of their major
Japanese business counterpart. Therefore, they imeestt in highly specific job
training for their employees and use preciselybeated tools and dies for production
(Chen 1996, Toyota 2000, Honda 2004). These areated assets that under these
terms (i.e. vertical quasi-integration in keiretsa)subordinate in Indonesia can ill
afford to shirk or do anything but exert its maxmmeffort to maintain the vertical-
quasi integrated relationship. This is becauseade$ the very real threat that the
dominant Japanese firm (i.e. parents company)tarithinate the relationship, causing
a drastic reduction in the value of the assetsoaéelil to the relationship (Doner 1991,
Guy 1991, Hatch & Yamamura 1996).

Although the Japanese government has used itsemdtito flourish the economic
trading in the multilateral agreement, however,al@gse automotive makers have
supplied the actual bonding agents-capital andnigdolyy by themselves (Gerlach
1992, Sugiyama 2000). In fact, the alliance theyehbeen used is more than the
complex web of vertically integrated production wetks spun across Asia and
ASEAN, the dynamic region, by the many differergtitechnology firms seeking to
expand their market power by capturing the retamsheir investment in innovation
(Chow 1993, Dicken 2003). The Japan is settingampexclusive’ Japanese market in
which Asia-Pacific nations are incorporated trade‘captive imports’, such as
products from plants in which Japanese automotiakers have invested for ‘captive
exports’, such as necessary machinery, enginemanerials.

Along with FDI, Japanese automotive investment &vedoping Indonesia (and
ASEAN) has different characteristics from Japanagtomotive FDI in developed
regions. For one thing, it is geared more to prtidaccapacity as many Japanese
MNEs are using their Asian profits to boost theazaty of their production networks
due to another year of loses at home(Jonash 198mkkva 1991, Toyota 2007,
Honda 2007). Therefore, Japanese MNEs moved touodste its global operations,
pumping more money and manpower into ASEAN-4 anth Ay stimulating high
technology manufacturers to consolidate and integthe facilities (Aoki 1988,
Gwyne 1990, Ministry of Trade and Industry Republidndonesia 2005) as Japanese
believes that the countries of Asia are their ratpartners to help Japan restore the
profits (Nakatani 1984, Hienemaat.al 1985, Gerlach 1992, Shujiro1993, Hatch &
Yamamura 1996, ADB 2005).

For that reason, Japanese FDI in the automotivesingl in Indonesia (and ASEAN)
tended to match a host nation’s comparative adgangand thus promoted trade. It
was more efficient in promoting the growth of hostuntry output than non-Japanese
automotive makers (Gwyne 1990, ADB 2005, Ministry Trade and Industry
Republic of Indonesia 2005). The nature of thiasserted to be the dynamic trade-
oriented nature of the Japanese FDI, which promdies development of the
industries in which the host country has an adgmt@latch & Yamamura 1996).
Therefore, in the initial stage of their expansidapanese has tried to make possible a
more orderly transfer of technology due to its dae@ndowments (high on labour, low
on specialized knowledge).
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Nevertheless, many scholars have argued that Jsgpd&ial has been no more trade
oriented and perhaps even less than any otherrgesiRDI’. More importantly, they
argued that the unique features of the Japanesstment would not last longer, that
they reflected nothing more than a transitionalgstan Japan’s industrial and
technological development. This argument was empthithat Japanese-style FDI
would come to resemble American-style FDI in thieife (Floridaet.al 1998).

That argument, however, could be the case of thantse electronic MNEs whereby
the nature of industry is still relying heavily ortensive-labour rather than intensive
technology (Erns 1994, Doner 1991, Ernst 2000, t£2662). On the contrary, up till
now Japanese automotive makers have been settiagnopdern overseas plants’ and
have shifted their focus from labour and capitédisive industries to more
technology based and knowledge-intensive industemka 1988, Aoki 1988, Doner
1991, Ozawa 2005 ). Despite these changes, how#veannot be conclude that
Japanese FDI is the same as American or EuropeamRBe automotive sector. In
the past, Japanese MNEs in the automotive arensditteally’ multinational in the
same way as European or American MNEs. No mattwerfaothey expand. They still
hold fast to their membership in a Japanese aliatwcture.

In reality there are hopeful signs that Japanetareakers in the early 1980s are now
making progress toward ‘localization’ by purchasimgre of their parts from the
local suppliers in the host country (Kenney andiBiln 1993). This pattern has been
changed since 1970s in order to accelerate catehgngrocess for the automotive
industry in ASEAN and Asia region (Hienemanal 1985, Mair 1994, Ernst 2000,
ADB 2005). They are no longer continuing to impibe most sophisticated auto parts
and electronic component from Japan. In fact, theye been transforming the local
supplier and established joint ventures betweeankzge-affiliated part manufactures
with the local firms. Although in the beginningpdmese affiliates still employ large
number of expatriates in management positionstthadg been reduced gradually with
the local manager along the trajectory. Clearlyisinot an easy task for them as
Japanese representative in Indonesia has mentitbned

“We felt under increasing pressure from both logglvernment and
employees and from third parties, such as Japagmssanment, to transfer
technology, localize management, decentralize obnand ‘de-Japanese’
authority. Yet, we believe that this process wopld our operations at risk
and would therefore be carried out in comprehensiags including the
cross cultural management issue” (Author’s inteswv&907)

In response to that, therefore, Japanese autonmotkers must devise its own model
of global expansion strategy, a model in which ttagious members of a high-
technology production alliance namely governmernt bosiness executives, parents
firms and subcontracting firms, management andugbim order to maximize the
benefits of innovation and to reduce transactiostolrhat model is taking shape in
ASEAN today to achieve dynamic technological effiay.

" See for example, Tien-Chen Chou,”American and dega Direct Foreign Investment in Taiwan:
Comparative Study” Hitotsubashi Journal of Economicd/ol. 29 (1988); Jung Taik Hyun and
Katherine Whitmore,"Japanese Direct Foreign InvestimPatterns and Implications for Developing
Countries”, The World Bank, Industry and Energy Blepment Working Paper, Industry Series
Paperl (February 1989)
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Back in the late 1950s, Japanese investment indfasSoutheast Asia was designed
almost exclusively to extract raw materials for tttene market. Firms in labour and
capital-intensive industries shifted some of tipgoduction to the region in the 1960s
and 1970s, when wage rates, land prices, and emuental regulations in Japan
began to pinch their domestic operations. Thusseéhmanufacturers had another
motive namely, to continue to supply markets thasthbgovernments in Asia had
begun to protect (Sekiguchi 1983). It was the \olve’ of Japanese FDI. The ‘new
wave’ of Japanese FDI is to enhance the globakveseof existing technology by
forging tighter ties with sub-contractors includimgvestment in R&D and begin
producing an even menu of richer menu of goodhénaiutomotive products.

Additionally, Indonesia (and ASEAN) has become aattive outlets for Japanese
automotive makers for manufacturing and exportimgvdy base. Nevertheless,

cheap labour was not the main attraction to dragadese to this region. The fact that
cost considerations by enlarges. Japan has becorature’ economy and high-

technology firms using highly automated productisystems (Nakatami 1984,

Soesastro 1989, Gerlach 1990, Miyakawa 1991) uakiern increasingly large share
of its overseas manufacturing activity-in ASEAN aeldewhere. Automation has

dramatically reduced the need for-the low-cost pobidn workers, while increasing

the need for skilled workers.

Subsequently, Japan’s automotive makers are imgesti ASEAN for strategic
purpose, namely, to achieve economies of scalepescand networking by
capitalizing on the region’s deepening vision didar; in other words, to secure a
‘strategic distribution’ of management resourced production activities (Dowling

& Cheang 2000, Erntet.al 2000). Japan views Asia (including ASEAN) as one
integrated but technologically stratified economy,extension of their domestic base
to pursue a global corporate strategy. In the aatwe context, they are building
regional production networks by laying the foundatfor such networks in the early
1980s (Soesastro 1989). This fact has become figiokwious to those in East and
Southeast Asia as it has been mentioned by Soe$&a989) as follows:

“Willing or not, the ASEAN economies have becomdraegral part of a
production structure that is emerging in the Pacigion, with Japan as
its core”

As the set of connections has evolved, the prodoctietwork built by Japanese
automotive MNEs in Asia (including ASEAN) has asadrat least three different
forms, represented schematicallyFigur e 1 the Evolution of Japanese Network in
Asa.
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Figure 1 the Evolution of Japanese Network in Asia

Hub Cluster

Source: Hatch & Yamamura (1991)

The earliest type, which can be called the hub ogtwis a collection of regional
affiliates that tie themselves closely to the pafems in Japan but do not interact
much, if at all, with one another. Many of thesfliates are joint ventures with well-
connected business group in the host nation, whiébrmer Toyota executive has
appropriately labelled ‘local capital umbrellas’a(8 Ichiro in Richard Doner 1991
p.80). Even in the case when Japanese partnem®kday-to-day management of the
regional affiliate, this is accomplished in diffateways. For instance, ‘the local
capital umbrella’ may agree to utilize as a dumrhgreholder, a partner only on
paper or the two sides may sign a ‘basic agreemimtiing over all but a few limited
responsibilities (i.e. labour relations and locadrketing) to the Japanese partner.
Alternatively, the Japanese partner may win adygntay securing a loan to finance
the local partner’s equity interest (Okada 1983ad2k1985).

In addition, typical joint venture in a hub netwarkthe beginning was a ‘screwdriver
operation’, which does little more than assemblésganported from Japan. However,
it has been changed over the time towards the ioatclp process in the auto

technology in this region as it has been explainefioyota and Honda case study in
Indonesia. In Toyota case, the path dependencecbhological trajectories has been
developed along with TPS (Toyota Production Systang) Toyota Way; whereby in

Honda case, the technological capability has bedamced through NH Circle and
the R&D facility in motorcycle.

As the 1980s went on, to remain competitive, Japarsitomotive makers had to
begin purchasing locally produced parts. They tabuild a new kind of network, a
cluster network, based on a dense set of interfehationships. Most of the big

assembly firms managed to persuade their Japambsergractors to pack up and
move to Asia or signing technology license agrednmwith domestically owned

suppliers in the region. It happened in the caselaida, in which Honda used its
self-reliance spirit to energize its own keiretsuexpand in Indonesia (Mito 1990,
Mair 1994, Honda 1991). Similar case to Toyota,hwits big influence in the

automotive network, Toyota has managed to expanekittical integration in ASEAN

region to supply their plants in Indonesia.

As they turn more and more to ASEAN as a base fite export-oriented

manufacturing cluster, Japanese automotive makehei1990s were building a third
and even more comprehensive type of network, wbéehbe called as a web network

35



(Soesatro 1989, Miyakawa 1991, Ichiro 1991). Indhse of Toyota and Honda, as it
has been suggested, they have been setting up aaetebrk across the Asia. And
many other Japanese MNEs are doing so as well. ®gether by intraregional and
intragroup trade, this type of vertically integitgetwork serves to unite the scattered
children of Japanese parents. Affiliates assembigh-tech parts and less
sophisticated component both from Japan and otligiates in the region.
Accordingly, manufacturing activities are stratediiy placed in technologically
appropriate sites according to a firm’s own divisad labour (Borrus 1992).

In view of that, Japan’s automakers are no lessitaoub. Toyota, for instance, is a
mass-producing gas engines in Thailand, diesehesgh Indonesia, steering parts in
Malaysia, and transmission in the Philippines @eggre 2).

Figure 2 Toyota Motor Networks ASEAN-4
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: 4
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Source: Toyota Motor Corp. (2000)

It has established regional trading centre in Soga (i.e. Toyota Tetsu), which
coordinates the movement of the automotive partevden Toyota affiliates
throughout Asia. The affiliates are expected teadde these standardized parts into
finished cars and trucks (Hatch & Yamamura 1996 CT®000). Toyota Indonesia’s
representative has confirmed it as follows:

“In order to thrive in the fierce of auto compaetiti the managers
must learn and see the bigger picture as well asglbbal
picture. It is a big headache for us to meet thatlenge. But on
the other side, we also want to hold onto the lanatket we
already control and continue to earn the high pwdéi have been
earning” (Author’s interview 2007)
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Therefore, the truly regional and strategic vehitées become practical concept for
other Japanese automakers such as Nissan, IsukGuanki. In fact, they have been
following Toyota to produce cars in different nasoacross Asia and trying to meet
local government and local market requirement (T@y2000, Dowling & Cheang
2000).

Similar tactic to Honda's approach, the global-lostrategy, it has produced
motorcycles on country-by-country basis (Sakiya2l98ito 1990, HMC 2004). As it
has been confirmed by Honda'’s representative fraoriesia as follows:

“This would be far more cost effective, if we coulckep
continuing a division of labour among our productioases in
Asia by letting each plant specialize in a certéype of
motorcycle or component, and have these facilgigsply each
other with products. So that we can move aheadnaaititain
our lion share in this region. We must keep contiguhis tactic
based on our experience being the leading makeotorcycle”
(Author’s interview 2007)

In view of that, using business network that haeedme increasingly complex,
evolving from hubs to clusters to webs, JapaneseEdINave become agents both
regional economic integration and developmentahobh In this research, this has
been referred as the regionalization of Japan’sedtimalliance structure.

Subsequently, global strategies are driving Japaedionalize its economy not cost
considerations. This is evident in the fact thghkiech manufacturers use the region
in part as a platform for exports to developed raezkn the Asia Pacific, the US, and
Europe, not merely as a source of ‘reverse imgmtk to the home market (Ichiro

1991).

Moreover, it is like to occur as Japanese MNEs he tutomotive use their
tremendous advantages to capture more of the ‘aédafactors’, such as skilled
labour and supplier contracts in those host coemt(West 2000, Pries & Scheer
2004). Therefore, given those outcomes, Japaness fiould end up with an even
tighter grip on their own technology, allowing theémearn monopolistic ‘rent’ on its
use. Even more, they might be able to enrich themsdurther by engaging in such
practices as transfer prici’ﬁg—|owever, the Asian NICs, China, and the ASEAN-4
might not actually feel the pinch of captive deyetent until Japanese high-tech
manufactures (such as the automakers) stumble @ ghursuit of dynamic
technological efficiency (DTE) (Kodama & Kiba 1994)his is because the pace of
technology transfer to Asia is largely determineg the pace of Japan’'s own
technological innovation at home (Kodama & Kiba 498hen 1996).

Subsequently, Japanese MNEs also benefit from tbbfgvation of sub-regional
zones in Asia. In most cases, these zones are pednhby local, state, and national
governments in hope to achieve complementaritiedivisions of labour between
geographically proximate but economically disparasreas within their

8 See William Rapp, “Japanese Multinationals: An IEtionary Theory” in Theodor Leuenberger and
Martin E. Weinstein (eds}urope, Japan, and America in the 1990s: Coopenatind Competition
(Berlin: Sprienger-Verlag, 1992), pp.248-9.
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jurisdiction.These sub-regional zones are quitekentustoms unions or free trade
areas; they are ‘investment-driven and export-¢e@ninward-looking in terms of
production networking, but outward looking in terrak exports (Business Times
1992. They are perfect for Japanese MNEs.

Japanese MNEs in auto industry has been usingsitsnAproduction alliance in part
as a platform from which to continue supplying htgbhhnology products to Western
markets (Hideki 1988, Gwyne 1990, Miyakawa 1991e€tb996). While the US and
Europe continues to loom large, as markets for isaports, high-technology
manufacturers in the West are becoming increasimglgginal players in the region’s
emerging production alliance. It is Asia’s supplsusture, not its demand structure,
which is turning inward (Hatch & Yamamura 1996).

From the political point of view, Japan is devotimpre attention to Asia than any
time since World Ward Il (Kasahara 2004, Ozawa 200% promoting regional
economic development and cooperation. Most imptytathe Japanese government
is continuing to pump up massive amounts of foreighinto Asia (e.g. in 35% of aid
foreign budget in 1991-1992) and setting up a thih&nk, the Foundation for
Advanced Information and Research (FAIR). On thieeoside, upset by what they
consider to be a ‘cold shoulder from the US andodpe, many Asian leaders are
welcoming Japan’s embrace. In fact, ASEAN-4, th@ANICs, China and Japan had
set up a new organization, the Western Pacific Baon Cooperation, to represent is
Asia’s interest in multilateral trade talks. Thenef, unless its political and business
leaders begin to forge closer and durable ties thighr counterparts in Asia, the West
may find itself on the outside looking in on thends most dynamic region. Seeing
Japan is quickly embracing Asia, in terms of ecop@amd technology, Japanese have
already conquered Asia (Washington Post 1990)

Nevertheless, as this research have focused exelysin the vertical business ties
between Japanese and Indonesian, there is moreneeido investigate the vertical
political ties between the Japanese governmenthastiregimes in Asia. These ties
are maintained and strengthened through the updamah economic policy among
Japanese and Asian countries.

Additionally, it must be noted that the vertical agitintegration maintained by

Japanese MNEs in Asia cannot help but be exclusjoma this case, American and
European MNEs in the automotive industry will faaechallenge and hard time to
enter the Japanese markets dominated by keirdeiorships. Breaking into Asian

market, therefore, will be difficult as the marlgtare and power of such networks
increasé’.

° The example of this zone is Batamindo IndustriakPthe flagship project of the Singapore-Johor-
Riau, the cooperation amongst Singapore, Indonesid Malaysia. The huge park has lured
international electronic clusters dominated by dapa MNEs. The success of Batamindo Industrial
Park has inspired another industrial park-induséiséate across Indonesia.

2 See Roberts Z. Lawrence, “Japan’s Different Tiadgime: An Analysis with Particular Reference

to Keiretsu,”Journal of Economic Perspectiwéol. 7, No. 3 (Summer 1993), pp.3-19.
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8. Conclusion

The automotive industry (i.e. car) is developedamoincreasingly high degree, on a
global and transnational basis, not only in marigetierms but also in corporate
structures and strategies, finance, product desigmelopment, and manufacture.
While the growth of vehicle industries in newly uwdrializing countries is an
important current development, in the major indafzed the motor industry is
mature.

These two broad features of the industry mean téelnical development and
competitive forces along with market growth generdie main dynamics of change
in its structure. And both these dynamic forcesespthemselves transnational rather
than within the confines of national boundaries.

At present, the industry faces the risk of volati@nges in the highly competitive car
markets in the world. Despite the dominance of Acaer, European, and Japanese
car companies, Asian car companies are now exedmgnfluence on the world
industrial system, even though some of them hawn lpart of the Japanese car as
parents company.

The Japanese approach to organizational knowledggian can be applied outside
Japan and that the key adjustment needed is angexdophase of socialization and
externalization. This adjustment is needed becdusakes time for people from
different cultures to share tacit knowledge. Itoatakes more time to build trust
between people from different cultures. The exampmé Toyota and Honda in
Indonesian plants have confirmed this postulate.

In focus, the example of Toyota, the leading camufacturer, has expanded its
managerial and manufacturing in Indonesia as reghms lucrative market and
promising productional location for Asia-Pacifienri. The globalization of Toyota in
the automotive industry has caused restructurieyeldping it into a truly world
wide. This initiative has been taken place sin@e0%s in Java region Indonesia. Since
then the operation of Toyota Indonesia has beengdpiogressively growing along
with managerial and technological path dependency.

It is the fundamental system that Toyota viewswtsld and does business. This
operational excellence is based in part on tool$ @qumlity improvement methods
made famous by Toyota in the manufacturing wornldhsas just in time (JIT) along
with kanban, kaizenone-piece-flowjidoka, andheijunka These techniques helped
generate the lean manufacturing revolution in mactufing industry, specifically in

the automotive.

Nevertheless, implementing the Toyota’s basic jgilecand characteristic outside of
the Japan is another challenge for Toyota as thesptants have been relocated
globally. Therefore, understanding path dependefceanagerial and manufacturing
technology from Parents Company in Japan to thectal host country is deliberately
significant to understand the trajectory in Toy®&wduction System supported by
suppliers and partners. Although displaying a numbé unique or at least
differentiating factors from other industries, thare still very important lessons to be
learnt which have a wider application.
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Subsequently, in response to the growth of carstitgun ASEAN region and Asian
market, Toyota Indonesia increasingly makes efféotamprove their production
system and management system. Furthermore, Toywianésia has become a
significant base for Toyota Asia-Pacific of the €af the global industrial system of
the automotive, not only in manufacturing and sdes also in technology and
management. Furthermore, the establishment of Mehand engine plants in
Indonesia by Toyota has led to a net increase imade for locally supplied
components. It is also part of Japanese produsgistems (i.e. TPS) which using the
concept of lean production by JIT and kanban systéon avoid waste in
manufacturing activities. In addition, these plaats likely to be organized on quite
stringent just-in-time principles, thus reinforcitige need for new components supply
sites close to vehicle assembly plants.

In addition, the perspective of forging the autorindustrial production networks
and macro regional integration is equally valid &bir Asian economies (ASEAN in
particular), but not for all industries; like it ©idbeen suggested that this analysis
applies best to manufacturing industries, espgcinlgh-tech industries such as
automotive industry. These industries, however, danction as an engine,
transforming a low wage, labour intensive, and t®iag economy into a higher-
wage, technology-intensive, and developed economy.

Nevertheless, the analysis is not an outlook arsathsit cannot and does not attempt
to predict what might happen in the relatively digtfuture. In fact, this analysis is an
attempt to reflect on what has happened in thenbégj and what has been going on
in  the automotive industry in Indonesia (inclugiASEAN and Asia). In view of
that, this analysis is trying to fill in the gaptiween the theory and the practice of the
Asian automotive industry, which has been domindbgdthe Japanese MNEs
particularly for Indonesian automotive in regionahtext.

It is widely recognized that in Japanese automotirras, they should not just be
conceived as legally bounded entities and ownerproperty assets, but also as
institutions with permeable and highly blurred bdanes or so called ‘networks
within networks’, the Japanese keiretsu. As indhpanese vertical quasi-integration
process, the Japanese opened up their boundades@ued into their own keiretsu
first then continued with the surrounding networksd created certain realms of
firm-territory interaction; this process known & in region and region in firm.

From the perspective of regional competition, the&epossibility for Japanese
automotive MNEs to lose its competitive edge in ASE4. As the American and

European rival might force Japanese MNEs to modifgbandon a preferred course
of action in Asia: a sudden, unexpected increaspraduction costs will cause a
Japanese MNEs to choose a low-cost but unrelateplisu These are all possible
scenarios in response to forging the automotiveistréhl production networks and
macro regional integration, an attempt from Asiamggnment to intervene to restrict
the behaviour of Japanese MNEs, extricating theraselrom Japan’s embrace. In
fact, to anticipate this, Japanese government igingoaggressively to secure the
nation’s innovative capacity in Asian region. Moveg Japan is consolidating its
system of cooperation that promotes dynamic tecyicdl efficiency.
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