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DearDr Dacre

Inquiry into employmentin theautomotive componentmanufacturing
industry

Thani you for your letter to Mr Mark Patersonof 12 May2006concerningtheinquiry into
employmentin theautomotivecomponentmanufacturingindustrycurrentlybeingundertakenby
theStandingCommitteeon Employment,WorkplaceRelationsandWorkforceParticipation.

As requested,pleasefind enclosedemploymentfiguresfor motorvehiclepartsandaccessory
equipmentmanufacturing,forseveralselectedcountriesup to 2002. This is the latestdata
availableto theDepartment.Also enclosedis asummaryoftheDepartment’sunderstandingof
internationalinvestmentincentivesfor industryin selectedcountries,that maybe relevantfor
automotivemanufacturers.

Thankyou for providingtheDepartmentan opportunityto appearat apublic hearingon
Thursday15 June2006. TheDepartmentwill berepresentedby myselfandMr PeterClarke,
GeneralManager,Automotive,TCF andEngineeringBranch.

Yours sincerely

A

KenPettifer
HeadofDivisioi4

A

Manufacturing,EngineeringandConstructionDivision

J/May 2006
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Table 4,1: Employment hi motor vehicle manufacturing 0998-2002; unts n thousands)

Indusby Dehnition 1998 1999 2000 2001 2002

Argentina

Brazil

mob’ v ~ S aro par,s

motor ve#ic)es and set

46.8 ma na r~a

250.0 255.1 259.1 254.8 250.1

China

India

Japan

S Korea

motor vehicles and parts

motor vehdes and parts

otorveh~des and parts

mota veh~cies and parts

1,963.0 4807.0 na

2S1 .2 238.6 na na ma

734.0 704.9 682.1 664.0 646.2

186.8 193.5 na

Aus*ia

Belgium

Finland

Franee

Gern,any

Italy

Netherlands

Portugal

Spain

Sweden

UK

motor vehHes and pails

motor vebEeles arid parts

motor vehHes and parts

motcr vehides and parts

rnctorveh~c~os and parts

motorveh~oies and parts

rnoto~ vehkles and parts

motor vehk~es and parts

rnotcrvehiolesandparts

motor vehties and parts

motcrvehtclesandparts

27.5 23.2 28.6 29,8 30.2

54.8 52.1 54.0 53.2 51.0

7.4 7.3 7.5 7.2

269.4 273.8 277.2 2767 27&2

806.2 335.5 555.5 867.6 866.6

1902 181.0 175.8 1757 163.9

271 280 23.0 26.2 26.8

23.6 24.4 28.2 20.9 20.0

154.8 159.5 165.6 161.9 158.5

70.5 72.3 77.5 19.1 50.5

25t9 224.8 231.3 222.4 219.2

Czech Rep

Hunga~’

Poland

Romania

Russia

Se~tia

Slovak Rep

Slovenia

motor vohHes and parts

motor vehH~s and parts

motor vobkios at parts

motor veHojes and parts

motor veh~cIes end parts

rneaos of transpcrt~ton

motor vehiofes end patts

means of tr~nsoortaton

67.0 69.4 78.5 na na

33.9 32.1 33.2 36.2 r~a

108.0 icac 17.6 74.3

na 86.2 76.0 74.7 na

862.0 534.0 535.0 na

65.6 60.8 56.0

na na 14.7 na na

7.6 9.8 GA 6.4 na

Canada

Mexico

USA

motorveh~desandpars

motorvehHesandpaPs

motor%hidesandparts

163.0 163.0 172.0 163.0 167.0

137.3 140.0 148.1 128.1 ma

na 1.312,6 1213.6 1212.5 1,lStG

S Attica motor veheles SM pMs 77.1 77.7 79.2 r\e

r~a= not ava~ab~e
Source: V~A

changesoverthreeor moreyears.Only the five countriesas notedhadanincreaseof more
than2.5 percent.In contrast,thirteenvehicle-producingcountrieshaddeclinesin employ-

ment.The remaining6 stayedabouteven.In otherwords,only aboutonein five vehicle-

producingcountheshad a notableimprovementin employment.

4.3 Assembly employment declines compared to auto parts
Formanyvehicle-producingcountries,the numberof workersemployedin vehicleassembly,

includingenginesandbodies,hasbeendecliningrelativeto employmentin autopartsmaim—

factuzing.The adoptionby autocompaniesaroundtheworld of so-calledleanproduction

techniquesand just-in-timedeliverysystemsassociatedwith the ToyotaProductionSystem
hasplayeda critical wit. The restructuringthathastakenplace as a resultof employersim-
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plementingleansystems,asdescribedin the ChallengesandStrategiessectionof this IME Auto

Report,hassignificantly alteredemploymentpatternsandconditionsin the global automo-

tire industry.

Transnationalauto assemblercompanieshaverestructuredproductionandsupplychains

in pursuitof severalobjectives.Gainingfastertime-to-marketfor their products,increasing

flexibility in operationsarid how workforcescanbe deployedandutilized,andshifting more

risks andresponsibilitiesontosupplierswhile demandingcontinuouspriceconcessions,are
frequently identified.Wagesandconditionsfor manyworkersin the assemblyandparts

industryhavebeenunderconstantpressureasa result.Someof the mostdifficult conditions

occurin the supplychain, theworst takingplacein ExportProcessingZones(EPZs)where

systematicviolationsof labor andworkersrights occur.

As a resultof restructuringwewould notbe surprisedto seethe statisticsindicatea decline

in thepercentageof employmentin assembly.Putanotherway,we expecttherestructuring

of the auto industry,which haslongincludedoutsourcingpracticesand thedis—integration

of whatwereonce“in-house” operations,to beanimportantfactor causingthe shareof
employmentin the autopartssectorto rise.The statisticsin our Tables,in fact, stronglysug-

gestthis.

Table 4.2: Employment in motor vehicle assembly, including engines and bodies (1998 -2002; units in thoussmds(

Industry DefinitioiV 1998 1999 2000 2001 2002

Brazil motorvehicles 83.0 88.1 89.1 84.8 82.1

China

Indonesia

Japan

S Korea

Thailand

motor vehicles and engimes

motor vehicles and engines

mm engines and bodies

my, engines and bodies

motor vehicles and engines

723.0 626.0 na na ma

38.4 41.5 49.8 ma ma

211.0 202.6 196.3 190.9 185.7

92.6 85.3 ma na ma

78.6 97.2 101 .6 na ma

Austria

Belgium

Finland

France

Genneny

Italy

Netherlands

Portugal

Spain

Sweden

UK

mv,englmesandbodies

my, engines and bodies

my, engines and bodies

mw. engines end bodies

my, engines and bodies

mv, enginesand bodies

mv, enginesand bodies

mv, engines and bodies

mv. engines and bodies

mv, engines and bodies

mm engines and bodies

11.8 18.7 17.9 15.7 18.4

46.7 44.1 44.3 42.8 41.0

6.6 6.5 6.7 6.5 6.3

190.0 193.0 180.5 179.8 177.5

549.2 565.7 570.9 570.2 559.1

113.8 104.3 100.2 85.9 76.8

22,0 22.4 22.2 21.4 21.4

13.6 12.2 13.0 12.4 11.9

93.1 94.6 98.5 94.3 92.4

48.5 53.5 53.6 55.3 56.4

153.8 127.9 130.7 123.3 121.3

Poland

Ulnine

mm engines and bodies

motor vehicles

ma ma na 28.9 24.7

49.0 47.0 47.1 ma ma

Canada

Mexico

USA

my, engines and bodies

mv, engines and bodies

rn’s engines and bodies

76.0 75.0 74.0 68.0 69.0

92.7 94.1 98.4 91.9 ma

ma 475.5 474.1 428.1 420.5

S Africa my, engines and bodies 32.5 32.5 34.2 na

- mv~m1otorvehicles
na—not available
Source: VOA
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Table4.4ranksvehicle-producingcountriesby the shareof their industryemploymentin
thevehicleassemblysectorfor 1999. In Japan,forexample,only 29 percentof employeesin

1999 workedin the assemblysector(includingenginesandbodies),the lowest shareamong

the listedcountries.Japan’sremaining71 percentof employeesworkedin the autoparts

sectotAt the otherendof the range,Table4.4shows 84 percentof employeesin Belgium
workedin the assemblysectorandonly 16 percentin auto partsmanufacturing.

A hostof factorscontributeto the ranking, suchas the structureandhistoricaldevelopment

of theauto industryin a particularcountry, thenatureof its internationaltraderelations

within andacrossvehicle-producingregions.Of course,it partially reflectsthe compara-

five size of nations’auto partssectors.However,therankingalso stronglysuggestswhere

leanproduction,just-in-timesystemsandoutsourcingapproacheshavebecomemostpro..

nounced;namely,in the U.S. andin Japan.Theimpactsof globalizationandTNC strategies

in the automotiveindustrymayalso bepartially reflectedin Brazil’s result.Therankingof

Europeancountriesatthe otherendof the spectrumsuggeststhat relativelynarrowerdis-
paritiesbetweenassemblyandpartsworkers,togetherwith sector-widebargaining,canactto

lessenincentivesto outsource.

Table 4.3: Employment in motor vehiole parts and accessory equipment (1998-2002; units in thousands)

Industry DefInition’ 1998 1999 2000 2001 2002

Brazil motorvehicle parts 167.0 170.0 170.0 170.0 168.0

China

Japan

S Korea

my parts and accessories

my parts and accessories

my parts and accessories

759.0 730.0 na ma ma

523.0 502.3 486.8 473.1 460.5

94.2 108,2 ma ma ma

Austria

Belgium

Finland

France

Germany

Italy

Netherlands

Portugal

Spah~

Sweden

UK

myparisandaccessories

my parts and accessories

my parts and accessories

my parts and accessories

my parts and accessories

my parts and accessories

my parts and accessories

my pads andaccessories

rnvpartsandaccessorles

my pads and accessories

mvpartsandaccesscries

9.7 9.5 10.7 11.1 11.8

8.1 8.6 9.7 10.4 10.0

0.8 0.9 0.9 0.8 0.8

79.4 80.8 96.7 96.9 95.7

257.0 269.8 284.6 297.4 307.5

76.5 76.7 78.6 89.8 87.1

5.7 5.8 5.8 5.5 5.5

9.9 12.1 15.2 8.5 8.0

61.7 64.8 67.2 67.5 66.1

22.3 18.7 23.9 23.8 24.2

101.1 96.9 100.6 99.1 97.9

Poland

Slovak Rep

my pads and accessories

my pads and accessories

ma ma ma 48.8 49.7

ma ma 4.7 5.7 ma

Canada

Mexico

USA

my Paris and scoessories

my Paris and accessories

my pads and accessories

87.0 93.0 98.0 95.0 98.0

45.1 45.9 49.7 46.2 ma

ma 837.1 839.5 774.7 731.1

S Africa my parts and accessories 36.2 35.4 36.1 ma ma

my — motor vehicles
ma—no’ available
Source: VOA
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This bringsus to the otherim-

portantandcautionaryindication

from the figuresin Table4.4. Over

time, we seethat in all butone

of the countriesforwhichcom-

parabledataexist, the shareof
employmentin the assemblysector

dropped.(A comparableearlier

figureis notavailablefor the U.S.

becauseof a switch in classification

systems,butextensiveoutsourcing
anddis-integrationof U.S.- based

autoTNCs in North America

meansa very highlikelihood that
the assemblysectorshareof auto

employmentdeclinedtheretoo.)

The figurespoint to a cautionary

signthat the challengesposedby

outsourcinganddisparatiesamong

Table 4.4: Percent of industry employment in assembly
(including engines and bodies)

Change

Country 1994 1999 2002 99v94 02v94

Japan 31 29 29 -2 -2

Eraz,l 22 33

USA 36 37

SAfnoa 42

S Korea 43 44

1Canada 48 45 41

.4

Portugal 49 50 59 1 10

UK - 82 57 55 -5

Italy 70 58 47 -13 -24

Spain 64 59 58 -4 -5

Austria 74 66 61 ~7 -13

Mexico 67

Germany 74 68 65 -7 ~10

France 71 70 65 -1 -6

Sweden 80 74 70 -6 -10

Netherlands 86 80 80 -6 -6

8e~gium 86 84 80 ~2 -5

Souroe: VDA, IMP

assemblyandpartsworkersremain.



InternationalInvestmentIncentivesfor Industry

Providingincentivesto attractFDI

A departmentalanalysisof45 developingcountriesfound that85%offeredsomekind
oftaxholiday or reductionofcorporateincometax for foreign investment.In
developedcountries,thenatureoftat supporthasshiftedoverthelastdecadeaway
from marketprotectionmeasures(high tariff andnon-tariffbarriers,minimumlocal
contentrequirements,ete)to subsidiesofvariousforms(investmentattraction,
designatedregionaldevelopmentzones,innovationandResearchand Development
(R&D), skills development,tax concessions,etc).This shift wasencouragedthrough
newWTO Agreementsaimedat liberalisingtradeandinvestment.Automotive
supportpoliciesinternationallycanbebroadlyclassifiedinto eight types:

• Import tariffs;
• Non-tariffimport barriers;
• Investmentincentives;
• R&D assistance;
• Educationandtraining support;
• Regionalaid;
• Tradeblocs;and
• Corporatetaxrates.

Canada

The OntarioGovernmentinitiatedtheOntarioAutomotive InvestmentStrategy,
which is designedto supportprivatesector investmentwith skills training; innovation
andresearch;improvedinfrastructure;andenergyefficienciesand environmental
technologies.

UnitedStates

StateGovernments,particularlyin theSouthernStates,havebeenactivein offering
investmentincentivesto automakers.Incentivesincludepropertytax abatements,
lowerelectricityrates,extensionofinfrastructure,paymentstowardworkertraining
programs,job creationtax credits,pre-employmentjob trainingprograms,combined
with projectspecific incentives.

Mexico

Mexico hastwo mainprogramsto stimulatemanufacturing— MaquiladoraandPITEX
(Programfor TemporaryImportsto produceExports)— that largelyoperatein the
samemanner.Thefirst is focusedon companiesthat specializein in-bond
manufacturingandexport,while thesecondis for companiesthat mayhave
significantdomesticsales.Bothprogramsexemptcompaniesfrom import dutiesand
applicabletaxes(e.g.VAT) on inputsandcomponentsincorporatedintoexported
manufacturedgoods.In addition,capitalgoodsandthemachineryusedin the
productionprocessaretax exempt,butarecurrentlysubjectto import duties.



Mexico’s stategovermnentincentivesincludeprojectsubsidiesorotherfinancial
assistance,employeehousing,R&D tax exemptions,payroll tax exemptions,supplier
developmentprogramsandstate-paidworkertraining.

Brazil

Brazil activelysoughtinvestmentin theautomotiveindustry.A typical auto-sector
investmentincentivespackageincludesbothfinancialand fiscalincentives,with both
stateandmunicipalgovernmentsaddingto this. Thefiscal incentivesarecommonly
statesales-taxholidaysand exemptionsfrom municipal taxesandthefinancial
incentivescommonlyincludetheprovisionandpreparationof theprojectsiteand
buildings,alongwit dedicatedinfrastructure.

UnitedKingdom

TheUK offersincentivesfor companieslocatingin depressedregionsofthecountry,
aslongas theinvestmentgeneratesemployment.RegionalSelectiveAssistance
(RSA) is also availablefrom thecentralgovernmentfor qualifyingprojects.Grants
arethemaintypeofassistance,andthe level ofgrantis basedon capitalexpenditure
costsandexpectationsofjob creation.TheUK governmenthascreatedanew
automotiveacademyto perfectandshareproductiontechniquesbetweentheUK’s top
carengineersandmanufacturers.

France

TheformalFrenchinvestmentregimeis amongtheleastrestrictivein theworld.
Thereis no generalizedscreeningofforeigninvestment.Only acquisitions,
irrespectiveofsizeorthenationalityofthe investors,involving public order,the
nationalsecurityofFranceor thenationaldefenceinterestsaresubjectto prior
approvalby theFinanceMinister.

Germany

Thereareabout3,000incentiveprogramsfor investorsin Germany,offeredby EU,
federal,andstateauthorities.Cashgrantsareavailablefor improvingthestructureof
regionaleconomiesandtheeconomyasawhole.Thegovernmenthasplaced
particularemphasison investmentpromotionin theformerEastGermanyandhas
offereda largenumberof incentivesto this end.Available incentivescurrently
includecashgrants;taxincentives;investmentgrants;and creditprograms.

Spain

A rangeofinvestmentincentivesexists in Spain.Authorities that provideincentives
in SpainincludetheEU; SpanishGovernment(usuallyto matchEU funding);
RegionalGovernmentsandMunicipalities.Typesof incentivesavailableinclude
subsidies;tax exemption;credit access;customsdutyexemption;landgrants;
subsidisedtraining; andsupplyof infrastructurefacilities.

CzechRepublic



TheCzechgovernmenthasin placean approvedpackageofincentiveswhichcanbe
takenup by foreignanddomesticfirms. Thepackageincludesrelieffrom corporate
taxesfor up to 10 years,job-creationgrants,re-traininggrantsandopportunitiesto
obtainlow-costland.A taxincentiveis alsoavailablefor theexpansionofan existing
manufacturinginvestment.Subsidiesareofferedfor servicescentresfor software
development,customerserviceandrepairs.Tax deductionsfor newmachinery,real
estatetax relief, job creationgrants,re-traininggrants,simplified customsprocedures
andduty-freeimport ofmachineryarealsoavailable.

SouthAfrica

TheMotor IndustryDevelopmentProgram(MIDP) wasdesignedto helpthe industry
adjustandincreaseits competitivenessin thenewpost-apartheidtradepolicy
environment.Theprogramcomprisesfour principalelements:reductionofimport
dutieson vehiclesandcomponents;Import RebateCreditCertificatesto offset duties
on importedvehiclesandcomponents;accessto thestandarddutydrawbackprogram
for exporters;aduty freeallowanceon importedcomponentsanda “ProductiveAsset
Allowance” that providesimport duty creditsequalto 20%ofthevalueofqualit~ing
investments.

India

Severalnon-taxincentives,in theform ofcapitalsubsidiesandconcessionalcredits
areofferedby thecentralandstategovernmentsin the interestofdeveloping
backwardareas,exportsorsomespecific industries.No distinctionis madebetween
domesticandforeign investors.

China

Chinahasdevelopedand expandeda complexsystemof investmentincentivesover
thelast twentyyears.TheSpecialEconomicZones(SEZs)ofShenzhen,Shanton,
Zhuhai,XiamenandHainan,14 coastalcities,hundredsofdevelopmentzonesand
designatedinland cities all promoteinvestmentwith uniquepackagesofinvestment
andtax incentives.Chineseauthoritieshavealsoestablishedanumberoffreeports
andbondedzones.In recentyears,SEZshavesoughtto enhancetheirautonomy
while officials from inland Chinahavepressedthecentralgovernmentto reduceSEZ
privileges.To makeprogresstowardaconsistent(andrequired)nationaltraderegime
aspartof its WTO accession,Chinahasindicatedthat it will not introduceanynew
SEZinvestmentincentivesandwill decreaseexistingincentivesovertime. It also
reducedby morethanhalfthenumberofSEZs in 2004.

Thailand

TheThai Governmentis activelyseekingto developits automanufacturingsectorby
offeringincentivesandcreatingan investmentfriendlypolicy environment.Theauto
sectordevelopmentstrategy,launchedin early2002,offeredall automotiveprojects
with investmentvaluesof 10 billion baht(US$254,000)andrelatedpartsproductiona
permanentexemptionofimport tax on machineryregardlessofthe investmentzones.



In July2004theThaiGovernmentannouncedan additionalinvestmentstrategyto
supporttheautosector.The strategyprovidestaxandnon-taxincentivesasfollows:
exemptionorreductionofimport dutieson importedmachinery,materialsand
components;exemptionofcorporateincometaxesfor threeto eightyears;permission
to bring in foreigntechniciansandexperts;andpermissionto takeorremit foreign
currencyabroad.

Philippines

Export-orientedcompaniesregisteredwit investmentagenciessuchasthe Philippines
BoardOf Investment,PhilippineEconomicZoneAuthority, Clark Development
CorporationandSubic Bay MetropolitanAuthority areentitled to incentivepackages
suchas incometaxholiday, tax andduty freeimportationof capitalequipmentandraw
materials.Assemblersandmanufacturerswhodo not operateacustomsbonded
manufacturingwarehouseand/orwhosefacilities are not locatedinsideexportzonesare
refundeddutiespaidon rawmaterialsusedin themanufactureor productionof articles
uponexportationofthesamethrougha tax credit system.

Malaysia

Malaysiais to introducethefollowing measuresto supporttheautosector:
establishmentofan IndustrialAdjustmentFund; provisionofincentivesto
componentsandpartsmanufacturersto upgradequality, increasemarketaccess,
enhanceskills andenableexpansioninto theglobal supplychainofthemajor
automotivecompanies;provisionoftraining grantsfor automotivemanufacturers,
assemblersandcomponentsandpartsmanufacturers;andprovisionof R&D grants.


