Case study on the Australian automotive
industry
Welcome to this edition of ASCCI Quarterly.
The focus article of this newsletter is a case study on the Australian
automotive industry that considers various factors that have contributed to
the closure of Original Equipment Manufacturer (OEM) plants and the
ultimate demise of the Australian automotive industry. The second section of
the newsletter outlines the vehicle production data for the second quarter of
2015, while the third section discusses the latest aggregated data for the
APDP Administration System (AAS). The AAS data provides an overview and
analysis of the value addition that is present in the local OEM supply chain.
The last section of the newsletter reviews the ASCCI activities undertaken
over the previous quarter.
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1. CASE STUDY ON THE
AUSTRALIAN AUTOMOTIVE
INDUSTRY
Review by Dr Justin Barnes
Introduction
The focus article of this newsletter is based on the findings from the review of the Australian automotive
manufacturing industry undertaken by the Australian Productivity Commission1. The light vehicle automotive
manufacturing industry in Australia will cease existing in 2017, with the closure of the last three remaining plants in
the country: owned respectively by Ford, Toyota and General Motors. This follows the closure of a Nissan plant in the
1990s and a Mitsubishi plant in the late 2000s. In total, up to 44,000 Australians will lose their jobs when this happens.
A total of 6,600 of these jobs will be in the vehicle assembly industry and the balance at automotive component
manufacturers supplying the vehicle assemblers. The Australian automotive industry has been in decline for an
extended period, with production in 2012 of only 200,000 units relative to a peak of 390,000 units in 2005. This
decline has occurred in spite of growth of the domestic market, which consumed just over one million light vehicles
in 2012, or 200,000 more than in the mid-2000s. The underlying reasons for the failure of the Australian automotive
industry are multi-faceted, although its failure can simplistically be attributed to domestic vehicle assemblers losing
the Australian market to imports, and struggling to substitute these lost production units with exports. As their
production output declined the Australian plants struggled to justify capital investments requiring scale economies,
making the vehicle assemblers dependent on labour-based processes in an economy with extremely high labour
costs. This made local production substantially more expensive than the import competition, setting in place a cycle
of consistently declining competitiveness, and ultimately a decision to close assembly plants with decades of
production experience and considerable sunk investments.

1

Productivity Commission 2014, Australia’s Automotive Manufacturing Industry, Inquiry. Report No. 70, Canberra.
The full publication is available from the Productivity Commission website at www.pc.gov.au.
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Key to understanding the narrative above is unpacking why the domestic market was lost to imports, and why the
Australian vehicle assemblers were unsuccessful in compensating lost production for the domestic market with
export contracts. Each of these is considered below.
Domestic market share losses
The major driver of import growth into the Australian vehicle market has been the liberalisation of the automotive
trade regime. From being heavily protected in the 1980s and 1990s, the market was aggressively liberalised through
first the Motor Industry Development Plan (or Button Plan, introduced in 1984), then the Automotive
Competitiveness and Investment Scheme (ACIS, 2001), and finally the Automotive Transformation Scheme (ATS,
2009). Tariffs declined from nearly 60% in 1984 to 15% in 2000 to only 5% in 2009. From dominating the domestic
market in the 1990s, imports increased to around 85% of the domestic market in 2012. At the same time the domestic
market became increasingly fragmented as a plethora of imported models swamped the market. For example, the
largest selling model in the Australian market in 2012 was the Toyota Corolla at only slightly over 40,000 units. The
domestic market also changed its consumption profile, with larger vehicles (in which Australian vehicle assemblers
specialised) substituted by smaller, more fuel efficient models. From selling over 300,000 units into the domestic
market, the Australian assemblers were reduced to marginal players, selling only around 120,000 vehicles in Australia
in 2012. This included sales to government departments who were obligated to purchase Australian made vehicles
under Federal and state (at least in Victoria and South Australia) designation rules. Outside of these purchases, barely
100,000 domestic assembled vehicles were purchased in the Australian market.
Exports
The growth of Australia’s domestic consumption of vehicles has been driven by a commodities and services boom
that has led to the substantial appreciation of the Australian Dollar, making local production substantially more
expensive than international benchmarks. For example, research by the Australian Productivity Commission (NPC,
2014, 70) noted that Australia was the most expensive vehicle production location in the world, with vehicles
assembled in Australia carrying a cost premium of around 20% relative to vehicles assembler in China. As a result,
local plants struggled to justify their existence as export production sources, particularly when exports came to
dominate local production. The Australian government had historically generously compensated domestic vehicle
assemblers for their perceived cost disadvantages, although this support was slowly reduced as the Federal
government bought into the “Washington Consensus” of reduced state support for industrial sectors. For example,
under the Button Plan, the Australian government supported vehicle exports through the provision of import credits.
Given that it was illegal under the rules of the World Trade organisation, the Button plan was replaced by ACIS in
2001, with ACIS supporting vehicle and automotive component production and Research and Development activities
through the provision of import credits. The latest version of the Australian government’s support framework, the
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ATS, supports production through grant assistance associated with eligible investment, Research and Development
and production. The Australian government’s support for the automotive industry was therefore slowly ratcheted
down - at exactly the same time as the industry’s competitiveness was eroded through rounds of commodity-induced
currency appreciation and the associated loss of the domestic market to imported models.
Government position
The Australian government’s position on the imminent closure of the domestic automotive industry is remarkably
sanguine. According to the NPC (2014) report, the Australian economy is better off without the industry. It argues
that the management and technical skills presently embedded within the industry will be released for the benefit of
other manufacturing sectors when the plants cease operating, while the incentives presently given to the industry
will become available to other more worthy government initiatives. Some less skilled individuals, and some poor
communities near the vehicle assembly plants are recognised as likely to suffer from the closures, but these negative
impacts are seen as manageable in the context of Australia’s well-resourced social welfare system. The Australian
Government Productivity Commission report (2014) reads as a white wash supporting the Australian government’s
failure to respond to industry pressure demanding further support to sustain their operations in the country. The
report argues that the theoretical case for further industry support is weak. However, it fails to undertake a
comprehensive Cost Benefit Analysis of the cost of support provided relative to the economic benefits secured from
having a vehicle production sector in Australia. Instead of using empirical information to consider the validity of
continued support for domestic automotive industry production, its position is ultimately derived from neo-classical
economic theory that almost always concludes industry support is ineffective, and that economies are better off
importing products from cheaper, more competitive economies (that surprisingly are often subsidised through
undervalued currencies, or direct government grants, etc.). The wisdom of the Australian government’s decision in
respect of the automotive industry will be tested empirically in future, and not via further ideological/theoretical
posturing. The fact is the Australian government will have allowed its automotive manufacturing industry to close in
2017, despite support for the industry costing government only 9.4% of its Gross Value Addition (GVA) to the
Australian economy (NPC, 2014, 11).
Central lessons
Building a local industry without a sizable domestic market base is extremely difficult, as it then becomes critical for
local manufacturing operations to be globally competitive. This is a major challenge when local content levels at the
domestic manufacturers is low.
A liberalised domestic market will lead to model proliferation in the domestic market, reducing the opportunity for
scale economies in local production, and therefore limiting the opportunity for the realisation of local content levels
that support international competitiveness.
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Domestic market tariff liberalisation cannot be driven too aggressively, unless compensated by regulatory
restrictions, which give local producers the opportunity to specialise (realise scale economies), or secure an
advantage over imports, which can easily be sold on a marginal cost basis.
Exporting is dependent on genuine vehicle assembler competitiveness, or generous government support to
compensate for competitiveness shortcomings. Given the strictures of the World Trade Organisation the nature of
government support needs to be carefully articulated to ensure it does not fall foul of the WTO’s Agreement on
Subsidies and Countervailing Measures. Critically, it also needs to ensure that the benefits secured for the domestic
economy from government support are substantially greater than the costs incurred.

2. VEHICLE PRODUCTION
This report focuses on production in the third quarter of 2015, as well as projections for the remainder
of the year.
In 2015, vehicle production is projected to be 11%, or 61,417 units higher than in 2014. The largest
contributor to this jump is the projected 15% increase in passenger car numbers, from 277,491 to
320,000 units. LCV production is expected to increase a more moderate 7%, from 255,629 to 273,000
units, while M&HCV production is expected to increase 5% from 32,963 to 34,500 units.
As shown in Figure 1, the third quarter of 2015 saw the production of 164,647 vehicles, which is 26.2%
of the target for the year (627,500 vehicles). In respect of where locally produced vehicles are sold, in
the second quarter of 2015, 33% of passenger vehicles and 56% of light commercial vehicles produced
in South Africa were sold locally, while 67% and 44%, respectively, were exported.
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Figure 1 - SA vehicle production data

Source: NAAMSA

3. LOCAL VALUE ADDITION
INTRODUCTION
The analysis contained in this section of the Newsletter is based on APDP Administration System (AAS)
data up to the end of Quarter 3 of 2015 (2015 Q3), which represents the period July to September
2015. The data represented here is from over 100 suppliers that subscribe to the system, and relates
to the five participating OEMs, namely, Toyota, VWSA, GMSA, Ford and Nissan. Additionally, the
following should be noted when reviewing the data:


All data presented is obtained from the SMDs and Form C1s that firms complete on the system,
complemented and validated by supporting information received from the participating OEMs.



Value Addition (VA) is comprised of Manufacturing Value Addition (MVA), represented as sales less
material costs, plus Standard Value Addition (SVA), the 25% value addition associated with
specified local materials.



All data presented can be considered a proxy of the profile of the local OEMs’ Tier 1 suppliers.



All data has been adjusted for the quarterly lag and therefore the quarterly data presented in this
article, as well as contained in Annexure A, reflects sales in the quarter to which it actually applies.
This is indicated by the year and related quarter e.g. 2015 Q3.
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The annual data presented in this article, as well as contained in Annexure A, relate to the average
data for the previous four quarters e.g. 2014 Q4 to 2015 Q3 referred to as 2014 Q4 - 15 Q3.

APDP OVERVIEW - 2015 Q3
The latest quarterly Value Addition (VA) figure for 2015 Q3 represents an increase of 5.4% on the total
for 2015 Q2. This increase reverses two successive quarters of decreasing VA recorded in the AAS data.
The increase is expected based on a significant increase of 8.7% in local vehicle production being
reported for 2015 Q3. Although the figure for 2015 Q3 is 4.7% lower than the figure for the
corresponding quarter last year (2014 Q3 – see Annexure A), the annual average for 2014 Q4 to 2015
Q3 is 1.8% higher than the level for the previous period (2013 Q4 to 2014 Q3).
Also of interest is that the 2015 Q3 VA level as a percentage of sales at 52.2% (Annexure A) is relatively
unchanged over the last two quarters (52.5% and 51.7% in 2015 Q2 and 2015 Q1 respectively).
Although lower than the figure of 56.5% achieved in 2014 Q4 it is slightly higher than the comparative
figure from the corresponding quarter in 2014 of 51.4% and virtually the same as the average over the
last year (52.31%).
Figure 2 – % Change in Value Addition by Quarter
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2015 Q1 SUPPLY CHAIN VA STATISTICS
VA BY MAJOR FIRM CATEGORY
An analysis of the VA data by ownership profile, as well as in relation to the sales and employment
categories is shown below:
Figure 3 – VA % Contribution by Ownership



Ownership: The multinational owned firms continued to account for the largest portion (64.1%) of
the total VA figure versus the local owned firms which is in line with the previous quarter’s figure
of 64.2%.
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Figures 4 & 5 – VA % Contribution by Firm size based on Sales and Employment respectively



Sales: Firms with turnover of over R 500 million accounted for 45.0% of total VA in the last quarter,
followed by those firms with sales levels of R 100-250 million (20.4%), R 250-500 million (16.7%),
and R 10-100 million (15.4%). Small firms, with sales of less than R 10 million, made up 2.4% of the
total in the last quarter. There have been no major changes in the contribution levels by size with
the biggest change being the 0.9% decrease in total contribution by firms with sales of R 250-500
million.



Employment: Firms employing over 1,000 employees and those with employment levels from 51200 accounted for 17.9% and 13.7% of the total VA amount respectively in 2015 Q3, but the firms
employing 201-1,000 persons, at 67.7%, still account for a substantial majority of the total. Firms
employing less than 50 persons made up less than 1% of the total. The employment percentage
split has also remained relatively unchanged over the last 12 months.

As has been shown above, besides some of the percentage changes when analysing the VA contribution
by sales category, no major changes in the industry’s total VA profile have occurred over the last
quarter.
VA (MVA & SVA) CONTRIBUTION BY SUB-SECTOR (% OF TOTAL VA)
The automotive trim firms, with a contribution of 20.7% in the last quarter, remain the largest sector
in terms of total VA. This is closely followed though by the components and metal forming/press subsectors at 20.6% and 19.1% respectively. Interestingly, these three sectors account for over 60% of the
total automotive supply chain value addition. The next highest sector is harnesses/electronics at 8.1%
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which has shown some slight increases but nothing significant, as with the remainder of the subsectors.
Figure 6 – VA % Contribution by Sub-Sector

VA PRODUCTION INCENTIVE (PI) % CONTRIBUTION BY SUB-SECTOR
A review of the VA PI level by sub-sector reveals that the foundry/forge generated the most benefit at
an average of 7.1% over the last four quarters while tyre and rubber, other and metal form/press subsector firms all generated benefits of between 6% and 7%. The automotive trim, components,
harnesses/electronics plastic moulding and exhaust system firms’ PI benefits ranged between 5% and
6%, while the safety systems’ benefits are only 4.4%. At 2.7%, the total PI benefit level for the drive
train sub-sector firms is the lowest of all. Again we see from the figures that the VA PI benefit level for
all the sub-sectors has been fairly consistent over the last few quarters.
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Figure 7 – Average VA PI% generated by Sub-Sector

MATERIALS COMPOSITION
At 75.1%, the level of materials imported in the last quarter is substantial and this has remained
relatively unchanged over the last year. Although high this is not a true measure of the local content in
automotive components based on the final sales which is explained and calculated below.
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Figure 8 – Materials: Local and imported

While component imports may incur very little value addition after import, imported materials will
generally be subject to further processing. Therefore a comparison of imported goods (materials &
components) versus local material purchases is not a true reflection of the final local content. We have
calculated the final local content percentage by deducting the total automotive components sales value
from the total value of imported goods divided by the sales value.
This graphs representing this calculation are represented in figures 9, 10 and 11 below.
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Figure 9 – % Local Content versus Imports on all sales

The figure above indicates that the average local content across all component sub-sectors in the
automotive supply chain is fairly constant over the last three quarters at 61.6%, 62.9% and 62.4% for
the quarters 2015 Q1, Q2 and Q3 respectively. However as we can see in the figures below, an
analysis at sub-sector level reveals some significant movements in the local content percentages,
both up and down, of a couple of sectors.
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Figures 10 & 11 – Local content analysis by Sub-Sector
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Looking at the change in local content at sub-sector level we see that the majority of the sectors’
local content has remained fairly constant (whether high or low as expanded on below) with two
notable exceptions, namely Exhaust Systems and Drive Train. Exhaust Systems has seen its local
content increase from 70.9% to 78.2% while Drive Train has decreased from 53.2% to 44.2%. It will be
interesting to continue to monitor this to see if this is an anomaly in the data or an ongoing trend.
The top three sub-sectors in terms of local content are foundry/forge, metal forming/press, and exhaust systems at
around 75%, while the two lowest performing sub-sectors in terms of local content are the drive train and safety
systems sub-sectors with average levels sitting at below 50%.

4. LAST QUARTER REVIEW
ASCCI continued to drive key projects over the last quarter and
progress of these projects is reflected on below.
World Class Manufacturing implementation
The third quarter has seen steady progress in ASCCI’s WCM interventions with supplies. To date 6
projects have been launched, 6 projects will be launched in November and two of these are scheduled
to be closed off towards the last week on November 2015.
The WCM Phase 2 projects are envisaged to be launched early in the new year and this programme will
be rolled out with a greater focus towards second tier suppliers that are of strategic importance to the
local industry. The companies to benefit from the next phase of interventions will be selected from the
list of value chains that ASCCI has prioritized from the onset. These value chains are defined as follows:
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Lower tier WCM pilot intervention at 5 firms
A further project has been initiated as part of a joint initiative of the ILO and UNIDO funded by SECO.
The project is being implemented by the AIDC and will initially focus on developing and piloting an
upgrading methodology for lower tier suppliers. Engagements with senior management from the
beneficiary companies are scheduled to commence in November.
Tier 1 and tier 2 localisation
The broader scope of the current two projects is to identify cross cutting blockages in the automotive
industry and also to develop business cases for the localization of a specific set of commodities. The
business cases will focus specifically on the following:
o

Seats and seat components

o

Drive shafts

o

Prop and side shafts and

o

Heat exchangers

The mapping and matching of components has been completed in the latter project and the activities
to start writing up the business plans will commence mid-November. Cross cutting blockages have also
been identified within the areas of tooling and tooling investments, technology investments and also
testing facilities.
Upcoming events
The Overseas Human Resources and Industry Development Association (HIDA) has once again arranged for a training
programme to take place in Japan from 1 to 10 February 2016. This training programme is organized in collaboration
with the Automotive Industry Development Centre (AIDC) with the view to upgrade business management
capabilities of executives and senior managers working in the automotive industry in South Africa. This programme
envisages to deepen participants understanding of managerial skills and techniques adopted by the Japanese
automotive industry in areas such as Japanese corporate management, production management and human
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resource development. Moreover, the programme will provide participants with tools for plan formulation and
managerial problem solving which will aid them in achieving set targets and objectives in their respective companies
or organisations.
Up to sixty percent of the total costs of the programme will be covered by HIDA whereas the remainder will be borne
by the participants. There is a limit of only 20 participants who should be, in principle, owners, executives or senior
managers between the ages of 25 and 60 years, working in the automotive industry of South Africa. Unit heads or
managers of public organizations and/or business associations advising automotive industry stakeholders may also
apply. For more information about this programme please contact either one of the following programme
coordinators:
Ms Thulaganyo Mokoka

Mr Nkumbuzi Ben-Mazwi

Email: TMokoka@aidc.co.za

Email: nben-mazwi@aidc.co.za

Mobile: +27 79 306 0140

Mobile: +27 82 377 1578

If you have missed something important, or would like additional information on any of the latest activities,
contact ASCCI (www.ascci.co.za).
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ABOUT ASCCI
The Automotive Supply Chain Competitiveness Initiative (ASCCI) was established in December 2013 to coordinate
supply chain developments in the South African automotive industry. The creation of ASCCI was initiated jointly by
the Department of Trade and Industry (dti), OEMs (represented by NAAMSA), suppliers (represented by NAACAM),
and labour (represented by NUMSA) in the industry. ASCCI is thus a first in respect of facilitating such breadth and
depth of collaboration to develop a successful and sustainable local automotive industry.
For more information about ASCCI please visit www.ascci.co.za.

ABOUT THE DTI
The Department of Trade and Industry (dti) is focused on creating a dynamic industrial and globally
competitive South African economy, characterised by inclusive growth and development, and decent
employment and equity. In this regard, its mission is four-fold:


Promote structural transformation towards a dynamic industrial and globally competitive
economy;



Provide a predictable, competitive, equitable and socially responsible environment, conducive
to investment, trade and enterprise development;



Broaden participation in the economy to strengthen economic development; and



Continually improve the skills and capabilities of the dti to effectively deliver on its mandate
and respond to the needs of South Africa’s citizens.

For more information about the dti please visit www.thedti.gov.za.
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ABOUT NAAMSA
The National Association of Automobile Manufacturers (NAAMSA) of South Africa is the official body
representing new vehicle manufacturers. The organisation is responsible for compiling new vehicle
production and sales statistics, and has specialists committees focused on addressing each of the major
issues facing the industry, from local content to vehicle crime and safety and legislation. For more
information about NAAMSA please visit www.naamsa.co.za.

ABOUT NAACAM
The National Association of Automotive Component and Allied Manufacturers (NAACAM) was
established 34 years ago to represent the interests of South African automotive component
manufacturers. NAACAM provides companies with a forum to formulate policies and take actions that
benefit the industry as a whole. For more information about NAACAM please visit www.naacam.co.za.

ABOUT NUMSA
The National Union of Metalworkers South Africa (NUMSA) is an employee union offering its members
collective bargaining with employers. Additional workplace activities include technical training and
adult basic education; and health, safety and environment, and HIV/Aids. For more information about
NUMSA please visit www.numsa.org.za.

POWERED BY B&M ANALYSTS
Facilitation services are provided by Benchmarking & Manufacturing Analysts SA (Pty) Ltd (B&M
Analysts), an organisation that provides specialised services to enhance sustainable industry
development. For more information about B&M Analysts please visit www.bmanalysts.com.

20

