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ABSTRACT  

This thesis studies the emergence and development of the Thai automotive industry, which includes 

both vehicles assembling and components or parts manufacturing. It investigates the determinants 

that influenced and led Thailand to become nowadays the hub in Southeast Asia for the automotive 

industry, also known as the Detroit of Asia.  

 

It has been argued that the reputation that Thai automotive industry has nowadays is based on a cluster 

model and government intervention. Indeed, the Thai government has had an important role not only 

in creating a conducive environment and promoting the industry but also influencing the direction of 

the industry expansion and regions through both direct and indirect incentives. For instance, it started 

to promote the industry by offering economic incentives while under a highly strict regulatory with 

high import tariffs and local content requirement (LCR) policies aiming to develop local 

manufacturers and suppliers. Even though one can say these measures were successful, because the 

automotive industry expanded and, also supporting industries emerged in the country, they were also 

problematic to some extent. Therefore, Thailand quickly understood the need for liberalizing its 

market and created an attractive environment for foreign direct investment. The industry grew along 

with an industrialization strategy. Throughout its development, trade tariffs were gradually reduced, 

free trade agreements (FTAs) were signed and the automotive industry gained importance not only 

nationally but also internationally. 

 

An overview of the general investment structure, related policies and incentives is presented followed 

by a systematic discussion of the dynamics of interactions between the Thai government, 

multinational enterprises (MNEs), local firms and supporting industries along with the growth and 

expansion of the cluster. Furthermore, a discussion if the automotive sector has brought value to the 

Thai economy and a long-term sustained competitive advantage has been accomplished.  

 

 

Keywords: Automotive Industry; Thailand; Government; Foreign Direct Investment; Cluster; 

Technology; Innovation; National Innovation System; Competitiveness  
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1. Introduction 

Thailand as a developing country has an industrialization development extremely notable and worth 

of study. Within less than 60 years, Thailand emerged rapidly and switch from an agriculture based 

economy to a successful industrial manufacturing country (Intarakumnerd et al, 2002). The 

automotive industry deserves a special highlight since from 1960s, when it started production, until 

last year, 2016, it achieved the 12th rank position for the producer worldwide for both cars and 

commercial vehicles together (OICA, 2016). In 2013, the automotive industry represented 

approximately 12% of the GDP and in 2015, the production of cars accounted for 1.9 million which 

1.2 million were exported and 800.000 were sold domestically (ASEANup, 2016).  

 

At that time of promotion of the automotive industry, Thailand was already a market with a significant 

demand for vehicles. This can represent the basic requirement to attract global automobile companies 

to establish their business in a particular location. The way auto companies actually operate within 

the Thai economy is a case of government intervention. Indeed, the government has been involved 

within the establishment and development of the automotive sector. Further incentives and 

regulations concerning production and trade have a major impact on the how Thailand became part 

of the global production network (GPN) for multinational vehicles producers. Even though one can 

say these measures were successful because the automotive industry not only expanded but also 

supporting industries emerged in the country, they were also problematic to some extent. Technology 

and innovation capabilities did not arise along with the growth of the automotive industry. 

Accordingly, despite Thai government’s policies being a significant tool for founding the basic 

conditions for firms to locate, innovation and technology are necessary for value creation and for 

competitiveness. Therefore, government intervention was successful in attracting foreign investors 

but value creation stayed behind. 

 

The vehicles assembly industry is very likely to encourage new linkages with the rest of the economy, 

specially supporting industries. Therefore, investigating the automotive industry case will lead to the 

discussion of backward linkages and FDI relevance. Also, the role of MNEs in flourish a specific 

industry with a specific policy framework environment.  

 



  2 

To understand the evolution of Thailand’s innovation system, policy formulation processes notions 

and concepts of Porter’s diamond model, National Innovation Systems, government intervention, 

FDI, technology transfer and clusters are presented. 

 

1.1 Motivation 

The motivation to examine the automotive industry in Thailand arouse from the opportunity of the 

researcher to spend a living period within the country. At her interest is the subject of emerging and 

developing markets as well as governmental issues and its impacts. The choice of the automotive 

industry was simply related to the fact that it is a meaningful topic of research not only because of its 

international significance but also because of the phenomena it is by itself.  

Within this matter, relevant theoretical frameworks learnt during the master study could be 

implemented along with a learning opportunity to explore an industry that influences worldwide 

businesses. 

 

1.2 Research Question  

The research question presents the overall scope of the discussion that will follow within this thesis. 

It is descripto-explanatory in nature.  

 

“ What explains Thailand’s apparent success of its automotive industry? ” 

 

1.3 Structure of the Thesis  

After this introduction, in which the research object is presented as well as significant considerations, 

the research work is organized as follows.  

 

In section 2 the methodology undertaken throughout this research is explained. It includes the 

research philosophical stance and approach, the research process, the research design, the research 

method, the data collection and research delimitations. Precisely it describes how the research 

question is going to be addressed.  
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In section 3, a theoretical framework and literature review is presented. It reviews the conceptual 

frameworks of Porter’s Diamond Model, with a special focus for cluster’s creation and policies, the 

National Innovation System (NIS), with special attention to technological innovation and interactive 

learning, and finally the role of the government and the role of FDI in development and improving 

national competitiveness.  

 

Section 4 presents a general overview of the investment climate and industrialization in Thailand 

including the macroeconomic and political environments, policies regarding foreign investors, the 

labor market and infrastructures availability.   

 

Section 5 starts by giving a general background of the automotive industry. Followed by the historical 

development of the automotive industry verified in Thailand, the respective trend of FDI and finally, 

the formation of the auto cluster.  

 

Section 6 discusses the national innovation system in the case of the automotive industry in Thailand. 

The roles of main actors are analyzed along with interlinkages and collaboration among them.  

 

Section 7 evaluates the value creation in Thailand through the automotive industry and further 

investigates if Thailand conceived a competitive advantage.  

 

Section 8 contains main findings and conclusions, and future challenges for Thailand.  

 

Lastly, section 9 presents the answer for the research question.  
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2 Methodology 

The intention of the methodology section is to clearly explain choices and procedures used throughout 

the development of this thesis regarding the research, methods and delimitations. It is important to 

clarify the selection of empirical methods that have been used within this specific study and how they 

helped solving the proposed research question and respective sub-questions in a fulfilling manner. 

The emergence and evolution of an industry cannot be analyzed out of its context and therefore in 

this thesis it was adopted a case study research strategy for the automotive industry in Thailand, which 

is the research object. The principal objective of this work is to provide an analytical-descriptive 

answer to the proposed research question that seeks to find explanations for the apparent success 

Thailand had in developing its automotive industry. To do so, sub-questions were raised to found the 

leading of the discussion.   

This section will firstly clarify the research philosophical stance and approach adopted in this thesis. 

Following, specifics of the research process, the research design, research methods, data collection 

and delimitations are described.  

 

2.1 Research Philosophical Stance and Approach  

Research philosophy relates to both knowledge development and nature used within the thesis 

(Saunders et al, 2009). It is important to firstly determine and clarify such underlying philosophy used 

throughout this process, since it shapes the research process in the way assumptions are made 

(Saunders et al, 2009).    

The ontological1 and epistemological2 stances of this research are based on subjectivism as the thesis 

is built on the assumption that there is no right and objective truth to answer the proposed research 

question. The Thai automotive cluster is an illustration of interactions, linkages and connections 

between the several agents present within the industry, which are rather hard to measure and evaluate 

as an objective truth. Therefore, the research philosophical stance is rooted in pragmatism (Saunders 

et al, 2009).  

                                                
1 Ontology regards the nature of reality (Saunders et al, 2009).  
2 Epistemology regards the knowledge within the study (Saunders et al, 2009).  
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Throughout the development of this thesis an abductive approach was conducted. According to 

Dubois and Gadde (2002), abduction is about exploring the connection between “everyday language 

and concepts”. It combines deductive and inductive elements by consistently moving back and forth 

between facts and literature (Dubois and Gadde 2002). Accordingly, an assessment if what happened 

in Thailand corresponds to what theory defends and arguments as well as a discussion of the potential 

inconsistencies.   

 

2.2 Research Process 

The research process intents to provide a clear synopsis and structure of this work. The analysis of 

this case study is presented by interlinking different way of thinking approaches rather than having a 

clearly separation among them. At a first stage, existing relevant theoretical frameworks that could 

be used as base to explain the case of Thailand are reviewed. It additionally serves as a base along 

the analysis and discussion to identify potential inconsistencies. Afterwards, a simultaneous and  

“back and forward” in description, explanation and analysis investigation is performed. Furthermore, 

the researcher relied on literature and theoretical concepts to review data and facts. Finally, it is 

discussed if the presented existing theory is adequate to justify and support the case of Thailand. 

 

2.3 Research Design 

The research design illustrates the structure and several sequential steps taken throughout the 

research. It also discusses the course of decision-making regarding the purpose of the study, type of 

investigation and time horizon.  

2.3.1 The Research Purpose  

The purpose of this study is to find an answer for the proposed research question “What explains 

Thailand’s apparent success of its automotive industry”.  

According to Saunders et al. 2009, this thesis represents both an descripto-explanatory study, in which 

the description of events is aiming to be a foundation to explanation. This research provides a detailed 

description of events to portray a clear overall picture of the phenomena in study while being 

analytical. It describes the timeline of enforced policies, the changes in the country context and 

actions and factors associated with the development of the industry. It aims to seek for new 

explanations about a specific phenomena by posing questions and determine new perspectives and 
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viewpoints related to it. By formulating the groundings of this specific case while being skeptical 

about the nature of the problem, it challenges to which extent theory justifies the outcome (Saunders 

et al. 2009). 

2.3.2 Type of investigation 

This research is performed by means of a correlation study. It aims to outline the important factors 

that are associated with the case at study. Accordingly, Thailand’s achievement of the development 

and growth position it has nowadays is a result of interactions and relationships between several 

factors. An examination of these relevant factors associated with respective interrelations is 

presented.  

2.3.3 Time horizon 

The process of data gathering along this research was performed through cross-sectional study. This 

approach has been selected because data was collected over a specific period of time to particularly 

answer this research question. 

 

2.4 Research method  

The research method section presents a description of the methods selected and applied along this 

research.  

2.4.1 Qualitative research  

A qualitative research is characterized by the predominant use of words rather than numbers (Bryman, 

2012), which emphasizes the connection between the theory and the research and aims on generation 

non-numerical conclusions. This thesis is grounded in theory, an approach to the analysis of the 

qualitative data (Bryman, 2012). Remarkably emphasis the importance of allowing theoretical ideas 

to emerge out of the researcher observations. Further, it has an important function when testing 

theories (Bryman, 2012). The conduction of the analysis and discussion according to literature and 

frameworks leads to an easier connection of this research to the accessible knowledge on the matter.  

The main source of information collected for this thesis purpose was secondary data, which concerns 

to knowledge reproduced and published by someone other than the present researcher. 
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2.4.2 Validity and Reliability  

Proving the quality of research is at extreme importance but it can face some challenges when it is 

rooted in qualitative data. The validity and reliability criteria widely use were formerly designed to 

test quantitative analysis (Ritchie and Lewis, 2003).  

The validity of this research report can be influenced by different types of faults. The most relevant 

for this case is biases. Biases represent regular inconsistencies from what is observed and what is 

actually true. Accordingly, they are difficult to identify.  

According to Saunders et al. (2009) reliability refers to the extent to which the research design 

employed will yield consistent findings thus whether the results obtained will be same every time the 

same process is applied. Regarding a qualitative study, the ability to “generate understanding” 

evaluates the research quality. A study performed on an industry cluster cannot be separated from its 

context, thus the measures undertaken to analyze an industry cluster cannot be argued to yield 

precisely the same results on other circumstances. This, however, does not mean that the 

methodological approach is regarded as unreliable. There are other ways to increase reliability 

according to Saunders et al. (2009). These measures regard to whether other researchers will make 

identical explanations as the ones made by the researcher in this thesis, and whether there is 

transparency in the gathering of data and consequent analysis of the same. 

The use of secondary data from different sources addressing research on the Thai automotive industry 

and respective cluster can be argued to increase the reliability of the methodological strategy. The 

fact that an assortment of publications by several authors is applied in the analysis greatly raises the 

likelihood that other researchers would make analogous observations and conclusion, as the ones 

present in this thesis. Cautious consideration of the authors and publishing institutions of the 

secondary literature employed contributes to the level of reliability. 

 

2.5 Data Collection 

This section presents in detail how the data used in the thesis was collected. Further reviews the 

secondary data collection and discuss the general decision making regarding the literature.  

2.5.1 Secondary Data  

As mention in the prior section, the main source of information used to answer the proposed research 

question is secondary data. Saunders et al. 2009 stress the value of using secondary data as sources 
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for research purposes. Usually, this type of data within a particular scope constitutes information and 

expertise with a high degree of quality and therefore its validity is given by well known publishing 

institutions.  

For this thesis, the nature of the secondary data is specialized reports about the automobile industry 

in Thailand and worldwide, books, journals and academic articles about Thailand’s industrial 

development and competitiveness, official statistics, official policies documents, statistical indicators, 

scientific literature, databases among others. 

2.5.2 Theory 

With the theory presented, it is possible to build a logical argument to describe the phenomena 

presented in this thesis. Within the theoretical framework section, I used substance analysis methods 

to address existing literature on national competitiveness. In order to have a clear understanding of 

the state of field explored, literature and theoretical frameworks have been reviewed extensively.  

The literature presented will identify perspectives and beliefs that can be related to this specific case. 

A comparative analysis between the theories presented and the case study of Thailand is performed.  

The purpose is to present a good understanding and insight into relevant previous research and 

patterns that emerged.  

 

2.6 Delimitations 

The intention of this thesis is not to cover all relevant factors influencing Thailand’s international 

competitiveness but to focus on the importance that the automotive industry development had within 

that. Therefore, the automotive industry, part of the manufacturing sector, is at focus even though 

agriculture and services including restaurants and tourism are the most competitive sectors which 

bring strength to Thailand.  

 

A drawback to this thesis is the fact that the answer presented to the research question is ambiguous 

to some extent. Some institutional factors have been explored as the evolvement of power relations 

among key actors such as bureaucrats, business people, the different social classes and investors, 

several laws and regulation frameworks as competition and environmental laws, among others. This 

is rather hard to evaluate in nature.  
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3 Theoretical Framework & Literature Review 

In order to have a thorough analysis of the automobile industry in Thailand, a comprehensive 

understanding of key concepts and applicable theoretical frameworks formerly published are 

presented. The purpose of this section is to underline relevant arguments defended by academic 

perspectives that will serve as support to what will be addressed during the analytical framework. 

The automotive industry constitutes a crucial cluster for Thailand to stand in global markets 

(Wonglimpiyarat, 2016). The Thai government had a critical role in achieving international 

competitiveness. It pursued a policy scheme aiming an export-led industrialization development and 

foreign direct investment (FDI) inflows (Brimble, 2002). Further, the creation of a favorable national 

context was at focus for becoming a regional hub for the automotive industry (Busser, 2008). 

Therefore, concepts of Porter’s Diamond Model and national innovation systems are extremely 

relevant as they provide crucial tools to comprehend the organization and dynamics of the automotive 

cluster in Thailand.  

 

3.1 Porter’s Diamond Model  

The “diamond model” describes a systemic framework for understanding the competitive advantage 

of nations. Even though, national competitiveness is a term widely used in economics, there is not 

yet a consensus definition among academics (Li, 2011). Porter (1990) defends this concept is 

conceived, not inherited, and it relies on the capability of the specific industry to innovate and 

upgrade. Here, is important to note that these two concepts are interrelated. Upgrading indicates a 

cumulative improvement of existent products or the development of new ones through innovation 

(Porter, 1990). This can be related to the quality of the product itself, the methods of production or 

the upward move in the value-chain with more expertise needed. 

 

The Thai development of its automotive industry has been perceived globally as a great success case 

(Wonglimpiyarat, 2016, The Economist, 2013). Thailand in less than 50 years has evolved into an 

element of the global production networks (GPN) for leading automotive assemblers. Hence, it 

established an international position of competitiveness. The industry increasingly has contributed to 

the growth of Thailand’s economy and currently, the auto sector accounts for about 12% of domestic 

GDP and employs more than 550,000 people (BOI, 2016). However, when examined in detail, this 

apparent success seems dubious defined by an uncertain long-term sustainability. The industry is 
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dominated by foreign players and the few local firms present within the supply chain are low in 

innovation activities and lack technological upgrading (Intarakumnerd and Techakanont, 2016). 

Therefore, according to Porter (1990), the basic groundings to conceive the namely competitive 

advantage are already missing.  

 

According to the Diamond scheme, there are four main factors that both separately and all connected 

contribute to the creation of international competitiveness of a particular industry within a nation.  

Namely, factor conditions, demand conditions, related and supporting industries and, lastly, the 

context for firm’s strategy, structure and rivalry, which form the national environment that affects 

how firms establish and operate (Porter, 1990).  

The key factor conditions of production such as capital, infrastructure and skilled labor need to be 

developed and deployed since they are not part of a country’s natural endowments that thrive alone. 

In knowledge-intensive industries, as the automotive one, the most critical factors require a sustained 

and great amount of investments and specialization. Technology, for instance, is regarded as a major 

determinant. 

Demand conditions are considered as the basic structure for market competitiveness. The character 

of the home-market determines how firms recognize and react to its customer needs. The more 

demanding and challenging buyers are, the more the firms will have to constantly innovate their 

performance to sustain a competitive advantage from rivals.  

Related and supporting industries represent home-based suppliers and other activities directly allied 

with the industry in question. Usually, the appearance of these industries arose as a result of the 

agglomeration of similar firms in a specific region. This aggregation creates urgency for relating and 

supporting activities that stimulates not only innovation and cost reductions but also cooperation, 

shared knowledge and conception of new solutions. The fact of being close located comes along most 

of the time with cost-efficiency, faster communication and regular flows of information. 

Consequently, the opportunity for industries and firms raises with proximity because it leads to 

greater support and pressure from each party for ongoing innovation and interchange of insights and 

technology.  

Lastly, the domestic context for firms that includes rivalry or direct competition will influence how 

they are established, structured and managed.  
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Further, as figure 1 shows, two other residual determinants can influence a country’s position. These 

are the role of the government and the factor chance also known as “luck”. These two other elements 

are relevant within the model because they shape the circumstances and the environment in which 

the other four factors perform and attend to establish the desired linkages. The chance determinant 

implies unexpected technological disruptions, political instability or other unpredictable events. The 

government can have a direct or indirect influence in each of the four factors. Its role will be deeply 

examine further in this section.  

 

The necessity of constant innovation and improvement to outperform competitors within the same 

industry urge from the combination of the characteristics of national environment with companies’ 

goals and dynamics of management. This outcome is particularly strengthened when there is a 

geographic concentration of competitors in the same sector, which is known as a cluster (Porter, 1990; 

Li, 2011).  

 

 

 

 

 

 

 

 

 

 

 

 

 

   Fig.1. Diamond Model.  

Sources: Porter (1990, 2001); Wonglimpiyarat (2016) 

 

Again, the diamond model represents an environment that encourages the foundation of clusters of 

competitive industries. Geographic concentration facilitates the achievement of competitiveness.  
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Porter defined a cluster as a geographically proximate group of interconnected companies, suppliers, 

service providers and associate institutions to a particular field, linked by externalities of various 

types. This concept already implies that firms are collaborating among them and that this will promote 

the diffusion of information and technology which in turn leads to innovation (Porter, 1990; Porter, 

2003). In the case of the automotive sector, a scale-intensive cluster (OECD, 1997), the innovative 

performance of actors in the system is related with the ease to import and at the same time with the 

science research and development (R&D) stage, with special attention with manufacturing processes 

upgrade. 

 

3.2 National Innovation System (NIS) 

A nation’s competiveness and capacity to catch up depends considerably on its embedded national 

features or the national innovation system also known as NIS. The origin of innovation systems 

conceptions emerged long ago with Shumpeterian economics that highlights innovation and 

entrepreneurship, together with the evolutionary theory (Intarakumnerd and Lecler, 2010). Also, one 

can find a straightforward association with the diamond scheme explained previously.  

 

The theory of the National Innovation System underlines that the interaction among enterprises, the 

community and both private and public institutions such as universities and the government, is are 

essential for the innovative progress. In other words, the networking process among these agents leads 

to the diffusion and exploitation of information and new technology within national borders (OECD, 

1997). Interaction between all players can be legal, commercial, financial, social and technical and 

its ambition can be protection, development, financing or the creation of regulation for new 

technology and science (Intarakumnerd and Lecler, 2010). 

Clusters, as defined earlier, encourage interactive and collective learning and knowledge as well as 

the production of other externalities for actors present within it. Among the several existing different 

ways of analyzing a national innovation system, the cluster analysis approach is the most relevant for 

this present case. It targets the interactions between specific types of businesses within a sector, which 

usually are gathered according to their technological and networking characteristics. These linkages 

may derive from the use of mutual technologies, knowledge, skills or shared manufacturer-supplier 

relationships (OECD, 1997). Accordingly, the progress and evolution of the Thai automotive cluster 
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highly depends on the dynamics of interactions among all different players and technological 

capabilities as well as on technology transfer. 

  

The concept of NIS can be used as a tool by policy-makers to understand and enhance the national 

economic and social performance as well as the overall competitiveness. Innovation is expected to 

be an ongoing process within major actors that are continuously progressing in interactive learning 

and searching for new products, techniques, forms of assembly and markets (Lundvall, 1992). 

Therefore, societies have innovation and fundamental uncertainty as part of their essence and 

governing organizations have a major role in regulating and imposing certain behaviors. The way the 

public sector is organized and implements its strategies, along with education and R&D policies, will 

impact how economic agents behave as well as how firms and businesses create and sustain their 

networks (Lundvall, 1992). Governments should set regulations and principles in order to make 

cooperation more effective and bear the responsibility of creating communication infrastructures and 

systems (Johnson, 1992). 

 

In recent years, the concepts of clusters and networks are focus of a continuous debate, not only as 

tools for regional development and increased competitiveness but also for improving knowledge 

creation, dissemination and transfer through communication infrastructures of a region as well as 

interaction of the several agents within the industrial cluster (Intarakumnerd and Lecler, 2010). 

The formation of a new cluster sets up a new “model” of collaboration between the government, 

educational or research institutions and private sector. Therefore, each player has an established role.  

 

3.3 The Role of the Government  

Theoretical foundations for the role of the government are at interest for this study due to the 

considerable credit that has been given to government intervention within the presented phenomena 

(Intarakumnerd, 2010). Moreover, and in accordance to the NIS theory formerly presented, the 

government is one of the agents that can have a greater impact within the cluster network generated.  

 

There are two central views that attempt to analyze what approach should governments take in order 

to increase national competitiveness: the neoliberal and the structuralist view. The principal 

difference among these views is their perspective on government intervention regarding industrial 
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policies. The neoliberal vision supports that liberalization and openness of an economy is the best 

strategy for integration within international markets since the free market forces will allocate 

resources and competitive advantage will surge naturally (Lall, 2004). Accordingly, the role of state 

is merely to provide public services as infrastructure, education and health and to grant legal and 

financial institutions to the well set of the economy (Li, 2011). Contrarily, the structuralist viewpoint 

defends that although markets have dynamic forces, they are not always perfect, hence liberalization 

is not enough and Governments must intervene to enhance desired outcomes (Lall, 2004).  

 

The success of industrialization of the three countries known as the East Asian Tigers (Singapore, 

South Korea and Taiwan) has been attributed by the neoliberal economists to the liberalization of 

their economies and resultant free trade and foreign investments. However, these countries have had 

considerable industrial policies, thus government intervention, that led to an increase of FDI, trade, 

technology transfer among other factors (Lall, 2004). Therefore, the role of the Government was 

crucial in the development stage achieved, which is the key idea defended by structuralists.  

 

According to Lall (2004) while neoliberalism believes that technology in developing countries comes 

along with liberalization because an efficient market will welcome and acquire new technologies that 

are embodied in foreign investments, structuralists suggest that technology transfer requires users to 

have new skills, expertise, practices, specific technical and managerial information that will only arise 

if government intervenes.  

According to both Porter’s diamond and national innovation system models discussed previously, 

one of the primary drivers of national development and industrial competitiveness is technology along 

with innovation. However, it is argued that the ability for an industry to innovate and upgrade is not 

an automatic process meaning it is not inherited but rather created (Porter, 1985). In most developing 

countries, the state of technological innovation relies upon the socio-economic context as well as the 

national political framework. Therefore, technological development and competitiveness through it, 

is challenging.  

 

The role of the government should be both stimulator and moderator as a powerful entity (Porter, 

1990). It can shape each actor present within an economy as well as the interactions between them. 

The government should creative a conducive environment by investing in education, infrastructure 

and all other factors necessary for a sustained economic growth. Within the automotive industry, the 



  15 

government can promote and help local firms to connect and cooperate with foreigner players by 

having an active role.  

 

3.4 The Role of Foreign Direct Investment (FDI) 

It is important to explore the potential of foreign direct investment within the development of a 

country. For Thailand’s economic progress and structural changes, it has been one fundamental 

factor. FDI positively influenced the development of economic activities not only regarding the 

exploitation of natural resources but also the industrialization expansion as verified in the automotive 

sector. Given the thriving presence in competitive global markets, the analysis of FDI and its relation 

with growth, trade policies and respective orientation as well as the emergence of spillover effects 

are at interest. 

 

Foreign Direct Investment (FDI) is one of the most important ways of entering a new country. The 

role of FDI in the economic development of a nation is controversial as many empirical research 

shows. On one hand, FDI is considered an important variable in economic development (see for 

example Bello and Rosenfeld, 1990) since foreign investors provide technical, capital and marketing 

capabilities necessary for growth. On the other hand, some studies have shown that FDI undermines 

the very core of economic development (Razin, Sadka and Yuen, 1999) in terms of employment, 

inequality, income distribution, sovereignty and negative impact on the balance of payment if 

supplies need to be imported. 

 

The developing and emerging economies have started to include FDI in their national development 

policies as they believe FDI is a driver of economic and income growth, innovation and employment 

as well as a cheap channel of direct technology transfer. If the host country has already achieved an 

elementary level of development and presents relevant policies, technology overflows will be 

generated, human capital will develop, a greater competitive business environment within an 

international trade integration (OECD, 2002). Further, it might origin intra-industry spillovers to 

domestic firms without direct foreign partnership (Damijan et al, 2003).  

The investigation about spillovers or externalities from FDI started in the earlies 1960s. The purpose 

of performed studies was to determine disadvantages and gains that may arise from FDI. Empirical 

evidence from case studies was always at the basis of arguments rather than theoretical support 
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(Blomstrom and Kokko, 2001). For instance, Kokko (1993) analyzed the presence of technological 

spillovers from foreign firms in the Mexican manufacturing industry and concluded that aspects 

related only to technology do not prevent spillovers. However, large productivity gaps and large 

foreign market share are significant impediments to technology spillovers since they represent two 

main features of industries with relevant economies of scale that allow foreign companies to crowd 

out domestic firms. Adam (2008) concluded that in Sub-Saharan Africa (SSA), technological 

spillovers depend on the absorptive capacity of the citizens who must recognize the validity of 

external information exploiting it with commercial purposes. Ndikumana and Verick (2008) 

investigated the overall effect of FDI inflow in SSA on the economic development of the region 

focusing on the consequences on the domestic market. The study shows that FDI crowds in domestic 

investment and that the relationship runs in both ways because domestic capital accumulation 

enhances the positive impact of FDI.  

 

FDI as a capital flow, it is likely to create impactful effects on the host country since it brings 

additional capital funds to the host economy. This in turn, will decrease the cost of capital and 

stimulate domestic production. However, since international markets are becoming globally 

integrated, this direct impact has lost importance. Yet, FDI is likely to affect the host country’s 

economic structure as well as the operation and performance of local owned firms. It also means that 

there are newcomers in the industry which can raise national competition. It can also promote 

downstream and upstream industries and so trigger new complementary investments. Another 

indirect impact, is the FDI technology spillover. Assuming that MNE entering the host country is 

embedded with higher technology that will spread into the host markets and even non-related firms 

will benefit from it (Kohpaiboon, 2006). Spillover effects or externalities are said to happen when a 

foreign firm’s presence produces productivity or advantages for the local non-directly associated 

firms (Blomström and Kokko, 1998).  

 

Taking into consideration theories of growth and FDI, trade policies and orientation, the degree of 

government intervention and the sources of funding, it is possible to identify three development 

patterns with distinct roles for FDI: the import-substituting, the export-oriented, and the FDI-led 

development regimes. They are typically separated and representative within the same time 

framework as three waves, IS until the 1980s, EO between the 1980s and the 1990s and FDI-led 
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started in the 1990s (Gammeltoft, P.&A. Kokko, 2013). The import-substituting regime aims to 

protect domestic producers from imports that could create competition. As a result, there is a high 

government intervention in the economy, the ingoing FDI is still seldom and mainly done between 

countries with colonial relations. It was perceived as a source of technology and capital investment 

that hence was directed to raw materials’ sectors, characterized by being highly protected with 

capital-intensive technology needed. These investments were seen as a way to reach the goals of IS 

policies. In the export-oriented (EO) regime, economies are liberalizing its foreign trade and 

investment regulations that might lead to more favorable conditions of doing business. Enterprises 

are now looking for receiving FDI in order to grow their networks and increase their exports. Also, 

the FDI is perceived as an essential source of know-how and technology. Multilateral trade 

agreements start to be introduced, a greater international environment is observed and consequently 

the continuous learning from interactions with other markets leads to the emergence of outward 

foreign investment. In the FDI-led development regime, the regulations of the trade market are 

liberalized with an increased number of imports and exports. Companies already present in the 

markets with trade-base measures had gain sufficient knowledge and will now shift towards more 

FDI-base measures. Consequently, FDI is now integrated into corporate competitive strategies and 

national development policies, with particular attention on OFDI, addressing to access markets and 

resources abroad, as establishing subsidiaries and foreign acquisitions. OFDI is seen as a fundamental 

tool for development (Gammeltoft, P.&A. Kokko, 2013). 

 

Regardless the type of FDI, market condition variables (local market, regional market, key clients) 

and local resources (labor costs, availability of skilled labor, raw materials and local suppliers) have 

proved to be important. Moreover, eight business conditions resulted to be relevant for market seeking 

MNEs, namely political and economic stability, quality of infrastructure, legal framework, protection 

of investments, quality of life and physical security.  

For empirical purposes, appropriate conditions were selected to be reviewed and presented for having 

a general overview in Thailand. Those are macroeconomic and political environment, policies 

regarding foreign investments, labor market and infrastructure availability. These will follow within 

the next chapter.  
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3.5 Conclusions 

This section has comprised relevant theoretical perspectives and concepts that will serve as basis to 

analyze the case of the automotive industry in Thailand. There is some resemblance among the 

presented frameworks, which creates a basis for what it will be the focus throughout this research 

work. These perspectives defend what are the dynamics for the development of a cluster and 

respective competitive advantage. Different actors can be identified and interactions among them are 

at relevance. Further, the context in which they are present need to be taken into account because they 

influence the way a cluster evolves and establishes. The role of the government has been specially 

emphasized because within the Thai automotive industry, it has been perceived as a major actor.  

Therefore, these concepts should be taken along with the analysis and discussion to review if, in broad 

terms, the present case complies with theory.  
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4 The General Investment Climate and Industrialization in Thailand  

Having an overview of the general investment structure, related policies and incentives is imperative 

for enterprises deciding to move to a host country, particularly when it is a case of FDI that carries 

risk and uncertainty (Kohpaiboon, 2006). Undoubtedly, it has a big influence in how MNEs involve 

and establish their businesses. Therefore, any investment decision usually comes along with the 

understanding of the political and macroeconomic stability, civil rights, labor market, infrastructures, 

the position of the host government towards foreign activities as well as the transparency of the laws 

binding (Kohpaiboon, 2006).   

Among economists there is a common agreement that the general investment climate is way more 

critical when MNEs decide to entry a new country than investment incentives or benefits from its 

government. The role of the overall environment is to diminish the risk and uncertainty mentioned 

previously that comes along with direct investments. Therefore, government’s investment incentives 

have a higher significance when the host country presents a more favorable investment atmosphere 

for foreign players. Also, given the large competition among countries to attract investment, benefits 

granted by one country are usually counteracted with similar policies by competing countries 

(Kohpaiboon, 2006).  Hence, occasionally it is also important to have comparable data and facts of 

other ASEAN countries that directly compete within the automotive industry. 

 

4.1 The Macroeconomic Environment  

The stable macroeconomic environment is a major determinant in an overall conducive environment 

for long-term economic growth. It permits the private sector to carry out forecasts more accurately 

and gives them more security (Kohpaiboon, 2006).   

 

Thailand started its industrialization development in 1960s with an import substitution (IS) regime in 

which FDI was narrow and mainly directed to consumer goods production to compete against foreign 

imported goods. Until the beginning of the 1970s, the Thai government was committed to improving 

its infrastructural networks, transports and public utilities in general (Wongtada and Kanipong, 2011). 

The result of these large public investments was the foundation of a favorable base for industrial 

growth (Wongtada and Kanipong, 2011). For instance, exports from agriculture in 1960 represented 

the largest portion of the GDP, 34.6%, which gradually decreased to 25.9% in 1970, while exports 

from manufacturing raised from 18.5% to 25.3% within the same period (UNCTAD). 
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According to the World Bank in 1980, Thailand had achieved an increasing economic growth and 

industrialization development. Overall it managed a large aggregate growth, domestic prices’ stability 

and several important actions that lead to a reduction of general population poverty. These remarkable 

realizations had been associated with the conservative monetary and fiscal policies implemented 

within the country (World Bank, 1980).  

 

However, at the very beginning of the 1980s, Thailand saw a slowdown of its economy along with 

the globally economic downtrend. As a result of this economic deceleration, the country experienced 

a deterioration of the natural resources and an increase of unemployment (Lall, 2011). This in turn 

led to a decline of the exports and the appearance of deficits in the current account (Lall, 2011). From 

the late 1970s to mid 1980s, due to the verified increase on fiscal deficit, new fiscal regulations 

regarding taxes were promulgated as part of a conservative strategy. As a result, the deficit of 5% of 

the GDP in 1984/85 became a 5% surplus in 1988/90 (Intarakumnerd and Lecler, 2010). Another 

measure imposed by the Thai government to fight the fiscal deficit was the devaluation of its currency, 

the Thai Bath. In May 1981, there was a devaluation of 1.08% and another in July of the same year 

of 8.7%. Further, in 1985, the country got a loan of 500 million dollars from the International 

Monetary Fund (IMF) (Lall, 2011). 

 

In the mid-1980s there was a shift in policy orientation to a more liberalized and open regime that 

originated an export-led industrialization strategy (Intarakumnerd and Lecler, 2010).  As a result, the 

period from the second half of the 1980s and over the 1990s, was the most prosperous in economic 

development. It is believed that this advancement emerged from two main determinants: FDI and low 

cost competition (Intarakumnerd and Lecler, 2010).  

Japan and the Newly Industrializing Economies (NIEs) were directing great amounts of investment 

to Thailand because they perceived its potential as a new site for establishing their manufacturing 

operations (Lall, 2011). FDI in 1986 was 262 million US Dollars whereas in 1990 it reached 2,575 

million US Dollars, an increase of 883%. As a result, during this period, Thailand had an average 

annual GDP growth rate around 10%, the first “double-digit” growth (UNCTAD, 2017). 

Furthermore, the change in approach of the trade policy brought many benefits. Export promotion 

policies included the reduction of both non-tariff and tariffs boundaries on trade such as narrowing 

the products under import limits and cutting duty standards, respectively. Overall this period was 
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characterized by a strong macroeconomic policy including accurate timed changes in FDI policies, 

aligned with favorable international and regional atmospheres (Intarakumnerd and Lecler, 2010).  

During the Asian financial crisis, in 1997 and a few following years, this pattern slowed down. In 

order to fight this new tendency, the Thai government was forced to float the Thai Bath. This caused 

a rapid and severe devaluation of about 16%. In August of 1997, the Thai central bank, the Bank of 

Thailand (BOT) appealed for another loan to IMF (Lall, 2011). A major concern within its 

conservative monetary policy was keeping the nominal exchange rate relatively stable. Excluding the 

crisis period, which was characterized by massive fluctuations, one can say this strategy was 

successful. From 1961 to 1980 the nominal exchange rate was 20 Bath/$ and by the end of 1984 it 

devalued to 27 Bath/$. Afterwards, in 1996, it appreciated to 25.6 Bath/$ (Kohpaiboon, 2006). In 

general, the Bank of Thailand (BOT) has been having a substantial policy independence and has 

adopted a conservative monetary policy, which is linked with a stable nominal exchange rate and 

methods to control short-term capital (Kohpaiboon, 2006). 

 

Despite some adversities, as we can observe in the graph 1 below, Thailand managed to recover its 

general economy from the crisis rapidly, proving its resilience. Indeed, in 1998 the Thai GDP growth 

was diminishing at a rate of 7.6% and in 1999 it reached a growth rate of 4.6% (World Bank, 2017). 

This fast recovery can be partly attributed to leading world institutions for development, as the World 

Bank and the IMF. The close follow up and support through policy guidance and recommendations 

had an important role in increasing liberalization, free trade and privatization (Intarakumnerd and 

Lecler, 2010).  

 

Although Thailand overcame the Asian crisis, this recovery did not bring the economy to the same 

growth levels of before. Poverty within the country had significantly increased and in 1999, the 

people considered to be poor represented 16% of the population (World Bank, 2000). The financial 

and corporate reorganization was slow-moving, which posed a hold back for private investors (World 

Bank, 2000).  Further, the following years were influenced by external circumstances as the rise in 

oil prices and general slowdowns of global growth.   
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Graph 1: Thailand GDP growth (annual %) 

Source: World Bank, 2017 

 

Between 2008 and 2009, Thailand verified a new slow turn of its economy mostly because of the 

global financial crisis. The rise of oil prices lead to an increase in commodity prices and exports 

declined.  Another factor, was the national political instability lived at that time. As part of the military 

revolution, the two airports in the city of Bangkok were took over, which had huge negative effects 

in tourism (Bank of Ayudhya, 2009) 

Government expenditure and investment along with a decline in imports have contributed to a 

sustained recovery. Also, the recovery of tourism had a significant positive effect since it is one of 

the key drivers for Thailand’s economic progress. However, the trend in the GDP growth has been 

sluggish. In 2015, the Thai GDP growth was 2.8% compared to 0.9% rate in 2014. (World Bank, 

2016).  

 

4.2 The Political Environment  

Thailand has managed to spread a reputation of having a considerably secure political environment 

(Kohpaiboon, 2006). However, it has experienced a succession of military coups and attempts of it 

along with several changes in the administration of the government. Nevertheless, policy makers have 

followed a similar ideology in political and economic terms with major differences regarding 
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allocation issues. National bureaucracies have had a significant influence in keeping policies in the 

same direction. Therefore, since 1970 until the beginning of the 2000s, Thailand has not changed 

dramatically its general economic policy regime, which contributed to spread a political confidence 

and be widely recognized of political certainty (Kohpaiboon, 2006). 

 

The Freedom House Organization conducts yearly a worldwide survey to evaluate the state of 

freedom by country and region. It reports an index of political environment highlighting two main 

elements: political rights and civil rights. The score ranges between 1 and 7 and the lower the rating 

in the index, the higher the degree of overall political freedom. Thailand between 1981 and 1990 was 

classified in with 2.9 for political rights, from 1991 to 2003 with 2.3 but more recently, in 2016, was 

rated with 6, meaning it was considered as a non-free country (Freedom House, 2017). Indeed, more 

recently, the political environment has been in a state of agitation and tension. Protests and 

demonstrations against the government, a sequence of violent incidents as grenade attacks and bombs, 

have had an extensive impact on tourism and in the overall business context. 

Thailand is the only Southeast Asian country that has never been colonized by any other nation. A 

constitutional monarchy was initiated in 1932 when the military took over power. Over the following 

six decades, the government was irregular by changing between a military and civilian leaderships. 

During the 1980s, the country was ruled by Genaral Prem Tinsulanonda, who made efforts to shift 

the nation into a democratic regime. In 1991, the military returned to power but a year after, King 

Buhumipol Adulyadej, the monarch at the time, ordered the delegation of the prime minister role to 

a civilian. (Freedom House, 2017).   

 

Thaksin Shinawatra, who was part of the Thai Rak Thai Party (TRT), was elected as Prime Minister 

in 2001. He was popular among the lowest Thai classes because of his guarantees as cheap health 

care, financial help to farmers and new investments for villages (Freedom House, 2017).  However, 

in 2006 he was incriminated of corruption and was forced to abandon his position. A military junta 

called Council for National Security (CNS) took over and governed Thailand until the elections in 

2007. Protests and demonstrations were organized by the People’s Alliance for Democracy (PAD) – 

a right-wing party of royalists, military leaders and business people - against the possibility of Thaksin 

reelection that ended when the constitution court eradicated the TRT party supporting his candidacy 

(Lall, 2011). As a result, a new constitution was imposed and Thailand turned to a bicameral 

parliamentary system, which led the country to inferior level in democracy (Freedom House, 2017).  
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In 2014, a new election was predicted but once more protests hold it back and another military junta, 

the National Council for Peace and Order (NCPO) took power. Since then, the political situation has 

been unsteady, characterized by public disapproval and dissatisfaction through demonstrations. These 

have been frequently stopped by violent interventions.  

 

4.3 Policies regarding Foreign Investors 

Thailand has always been recognized for its friendly position towards foreign investors. Although 

over the 1960s and 1970s, the industrialization strategy started by being to some extent protectionist 

and a lot of the policies implemented were in line with the import-substitution regime, foreign 

investors were never impaired (Hassler, 2009). A distinct position from most of other developing 

countries. Within the automotive industry, Thailand did not pursue an own brand manufacture (OBM) 

strategy. Again, unlike many of its neighboring countries who developed its own national car brand 

and competed domestically with foreign assemblers (Wonglimpiyarat 2016). This was also a relevant 

factor for Thailand to be the “elected” in the Southeast Asian region, since foreign investors would 

not have to fear biased policies or privileges that would be “nationalist” in character.   

 

Under the Investment Promotion Act (1960), foreign investors are treated equally to Thai investors.  

There are few legal constraints for foreign ownership of some specific businesses but in general there 

are no policies that discriminate foreign investors. For instance, there are legal bounds for insurance 

firms, commercial banks, aviation market, mining and transportation among others. However, this 

regulation does not only apply to foreign investors but also to domestic investors, whom would need 

authorization from the government to participate in those businesses. Furthermore, foreign investors 

are ensured with the equal rights as local investors like being protected from expropriation and 

nationalization (Kohpaiboon, 2006). 

In 1977, a new emend of the Investment Promotion Act imposed an ownership-related constraint, 

which was removed later in 1999. The ownership structure of joint-ventures firms which had 70% of 

their sales done inside Thailand, had to have a Thai majority. Besides this restriction, foreign 

investment policies prevailed remarkably liberal (Athukorala et al, 2010).  

 

The Foreign Business Act also known as the Alien Business Act, was first determined in 1972, 

reviewed in 1999 and it is in forced since then. Under this decree, the Thai government allows only 
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Thai companies to operate in certain categories of business. Most of these appointed activities lie 

within non-manufacturing business fields and one can say that are at national concern. For instance, 

activities within the media such as newspapers publishing and television and radio transmission, 

defense and weapons production (Kohpaiboon, 2006).  

 

Regarding land ownership, under the Land Code (1954) foreign firms in most of the cases were denied 

to hold land. In 1999, with a rectification of the conditions, foreign can own up to 4 rai of land but 

for residential purposes only (Kohpaiboon, 2006). 

 

The Board of Investment (BOI) is a government agency under supervision of the Prime Minister 

Office that has been having an important role within foreign investors. Its function is to promote and 

stimulate FDI to help the country attain a sustainable development and growth. Regulations and 

policies established were mainly directed to foreign investors but there was no bias harming domestic 

investors. In the 1990s, financial services and banking sectors were deregulated and FDI was 

incentivized (Intarakumnerd and Lecler, 2010). Foreign companies were given the choice of 

establishing their operations in Thailand without BOI approval. However, if firms opted for this 

option, they would not be qualified for investment incentives or benefits granted by the BOI 

(Athukorala et al, 2010).  

 

4.4 The Labor Market  

The Labor Market in Thailand is characterized by being non-unionized. The creation of labor unions 

and labor movements were forbidden until 1978, when the enforced Labor Law at the time was 

rectified. However, the change to authorize the constitution of labor unions did not have a meaningful 

impact in behavior (Kohpaiboon, 2006). 

Since 1973 there is a minimum wage requirement. When compared to other equal players in the 

global markets, as the neighbor countries Malaysia and Indonesia, Thailand has performed worse 

with relatively lower wage levels. Currently, the minimum wage is established under the Labor 

Protection Act (1998) by a wage committee that is assigned by regional agencies. Its value is 

determined based on the living cost, which includes essential needs as medical care, transportations 

fees, shelter among others. Another measure under this Act was that all workers must be 15 years or 

older (Kohpaiboon, 2006).  
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Public spending on education, defined as the sum of government expenditure on public education as 

a percentage of total government on all sectors, was in 1995, around 19%, the same value as in 2013 

(World Bank, 2017). The average within this period of time was approximately 20% (World Bank, 

2017). Although, this may reflect a great importance and support from the government to education 

along the years, reality reveals the opposite. For instance, in the early phases of economic 

development, Thailand focused on improving its lower levels of education and depended on foreign 

proficiency for higher levels of learning and research (Brimble, 2002). Accordingly, in the mid of the 

1990s, solely 40% of the Thai work force had achieved secondary or post-secondary levels of 

education (Brimble, 2002).  

 

Within the automotive industry, high skilled human capital is required. Particularly in S&T fields, 

such as managerial, science and engineering. In Thailand, human capital within this area is 

insufficient both in number and quality (Brimble, 2002). Furthermore, universities in Thailand are 

perceived as teaching institutions in which research was mostly disregarded. Accordingly, 

government expenditure in R&D was inadequate for academics to conduct projects (Brimble, 2002). 

 

Overall, the work force in Thailand follows the average pattern seen in other middle-income countries 

(Kohpaiboon, 2006). When comparing to countries within the ASEAN region, the Thai human capital 

is a little above the average. For instance, it presents value slightly better than Indonesia and 

Philippines but lower than Malaysia and Singapore (Kohpaiboon, 2006). 

 

4.5 Infrastructure availability  

Along with the industrialization process, the Thai government was committed to invest and improve 

public infrastructure such as water and electricity supply, and transportation networks. However, the 

main highlights have been the developments within the industrial regions, highways, 

telecommunications and harbors (Kohpaiboon, 2006). Nevertheless, this engagement was not 

sufficient in the end of 1980s. Thailand was not able to meet the increased demand for public 

infrastructure verified as a result of that same industrialization. Furthermore, public spending was 

being directed to administration and military forces pursuing for political stability and social balance 
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(Kohpaiboon, 2006). These represented constraints to public expenditure, which contributed to an 

underinvestment in basic public infrastructures (Kohpaiboon, 2006). 

 

4.6 Conclusions 

The general conditions in Thailand have been developing and improving towards a more developed 

environment. However, low-cost labor and tax benefits are not sufficient anymore to sustain the level 

flows of foreign direct investments, which has been a key driver for economic growth. Some of these 

conditions are better than in other developing countries, as the Thai neighbors, but when compared 

to developed countries, who can provide a higher status regarding infrastructure, know-how and 

competences, Thailand is behind. Therefore, Thailand is currently in a “in between” situation that 

requires the improvement of its industrial base and productivity itself in order to have a long-term 

sustainability. In political terms, having a target for stability is fundamental for the vitality not only 

of the automotive industry but for the all sector. The governmental promotion and protection of the 

industry was successful in attracting foreign investors but leaving out the target of technology 

assimilation created an unfavorable aftermath with weak technological capabilities and a fragile local 

supply network. Overall, the Thai government has followed a friendly position towards foreign 

investors or FDI. Even though some laws and legislations restrict foreign participation, those have 

been gradually relaxed during the past decades.   

Thailand is still neglecting skilled workforce, which can represent a significant weakness for moving 

from simple manufacturing activities to higher value-added ones. Public investment in basic 

infrastructure has initially effective but it was not able to keep its pace and follow the development 

of the industry. Therefore, deficiencies are present taken into consideration the expansion of the 

industry, which accordingly requires higher levels of infrastructure for further development.  

 

  



  28 

5 The Automotive Industry in Thailand  

The automotive industry is the central object of this thesis. Therefore, having a general background 

introduction of the industry is essential for a better understanding of the following analysis and 

discussion. This section will start with a brief explanation of why the automotive industry is usually 

appointed as a mean for national economic growth. This will be followed by a detailed chronological 

development of the industry regarding policies and incentives and an analytical-description of FDI 

inflows and the formation of the Thai auto cluster.   

 

5.1 Why the Automotive Industry?  

The automotive industry can be seen as a driver of industrialization and subsequent economic growth 

due to the all the preconditions and specific qualifications required for companies to settle. These 

include technological expertise, refined workforce and the development of other related sectors. A 

vehicle is an extremely complex commodity that as a final product involves the gathering of 

innumerous pieces and components within different assembly processes. An ordinary automobile is 

built by using around 3,000 parts including, for example, diesel and petrol engines, fuel tanks, seats, 

cabins, chassis, break systems, axles, clutch systems and transmissions (Lall, 2011).  Most of these 

parts and components are outsourced to autonomous suppliers that are usually part of other industries 

as electronics, steel and other metals, rubber, plastic and glass among others. Therefore, by promoting 

the automotive industry, the expansion of several other complementary industries develop alongside. 

Further, auto firms usually support and invest in these related industries pursuing industrial success 

(Athukorala et al, 2010).  

 

Consequently, the automotive production is a high-cost activity in which the realization of economies 

of scale is vital to auto companies. Developing countries that seek to enable conditions for 

international competitiveness are facing a process, which is not straightforward. Usually the political 

frameworks in place are somehow protectionist and the lack of infrastructures and capital to support 

industrial upgrade are limited (Athukorala et al, 2010). 

 

Within the automotive industry, one can identify two principal actors: the auto assemblers and the 

auto parts and components suppliers. Auto part suppliers are categorized between three levels, namely 

first, second or third-tier supplier, depending on their relationship with the auto maker company. The 
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second and third-tier suppliers, which are the lowest levels, do not have direct contact with car 

assemblers but are responsible for producing specific single parts and/or raw materials for the first-

tier suppliers. In turn, the first-tier suppliers are in charge of designing and manufacturing modules, 

which are parcels of a vehicle, for the auto assemblers (Lall, 2011). What characterizes the automotive 

production circuit, is the different linkages among these players (Dicken, 2011). 

 

Thailand presented a strict regulatory framework when started it promote the automotive industry, 

which is the typical case for developing countries. Policies regarding import tariffs within the 

automotive industry depended on the manufacturing degree of the vehicle imported. The vehicles can 

be imported as a completely built-up (CBU) unit or as a completely knocked down (CKD). A CBU 

unit is a vehicle that has been entirely assembled out of the country whereas a CKD unit is a vehicle 

domestically produced by using both local and imported parts and components (Lall, 2011). 

 

5.2 Historical Development of the Thai Automobile Industry  

The way automotive companies establish their operations, as production and distribution, in a host 

country strongly depends on its institutional and regulatory environment (Hassler, 2009). In Thailand, 

the evolvement of the automotive industry was part of an overall industrialization strategy. Therefore, 

this section presents an overview of the policy regime directed to the automotive industry.   

 

The evolution of the Thai automotive industry can be separated into four main “stages”: the period 

of 1960 – 1970, the initial promotion and protectionism through Import-Substitution (IS) policies; 

the period of 1971 – 1986, the restructuring of the industry through Local Content Requirement 

(LCR) policies; the period of 1987 – 2000, the start of liberalization and Export-Oriented (EO) 

policies; and finally the period from 2001 to the present, the global integration and achievement of 

international competitiveness.  

 

5.2.1 The period of 1960 – 1970 

During the first stage, 1960-1970, Thailand was benefiting from exploitation of its natural resources, 

which were mainly minerals and agricultural products. By exporting them to the world markets, 

foreign currencies and financial assets were accumulated. The Thai government was focused on 

improving its infrastructural networks, transports and public utilities in general. Additionally, the 
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investment promotion policies being settled had an IS character. For instance, the import tariffs for 

raw materials and equipment were lowered while import tariffs for finished goods were increased 

(Lall, 2011).  

 

The Industrial Investment Promotion Act, introduced in 1960 and later revised in 1962, was the first 

comprehensive decree for promoting industrial development. It was not directed for a specific sector 

but rather for more than one hundred different industries. For firms willing to enter the Thai market, 

the government required them to have specific elementary conditions such as a minimum amount of 

initial capital invested or a minimum capacity for production to pursue economies of scale 

(Intarakumnerd and Lecler, 2010). Also, firms were encouraged to set up through government’s 

incentives like duty and tax exemptions on raw materials, equipment and intermediate inputs 

imported (Hassler, 2009). Hence, the conditions for auto assemblers and supporting industries to 

establish their operations within the automotive sector started to be shaped.    

The Board of Investment of Thailand (BOI), an agency created under under the Investment Promotion 

Act (1960), had the main goal of giving promotion privileges to selected firms. This organization is 

an independent bureau that decided on to whom and which investment promotions to grant as for 

example tax benefits. (Kohpaiboon, 2006). 

 

In 1961, the first company establishing its assembly plant in Thailand was a joint venture between 

Ford and the Anglo-Thai Motor Company, Ford’s local distributor, in 1961. In that same year, 

Mercedes Benz and Fiat also entered the market through their respective local distributors, Thonburi 

Phanich Company and Karnasutra Company (Odaka, 1983). In the following, new companies located 

their operations, such as Nissan (1962), Toyota (1964), Prince (1965) and Mitsubishi, Isuzu and Hino 

(1966). 

 

Before the automobile industrialization started in Thailand, in the early 1960s, all its vehicles were 

imported as CBU units. Therefore, in the very beginning, the domestic demand for vehicles was 

exceeded the supply that was locally produced. Also, the supporting industries including auto parts 

and components were extremely underdeveloped because Thailand had very little know-how and 

background understanding. Therefore, the only mean for established assemblers to meet existing 

needs was through imports. This contributed to a growing trade deficit. The import tariffs enforced 

at the time were the following: for CBU vehicles for passengers, vans and pick-up trucks, there was 
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respectively a rate of 60%, 40% and 20%. For CKD parts, depending on the type of vehicle, the 

corresponding rate was half of the CBU one (Athukorala et al, 2010).  

 

The Board of Investment of Thailand (BOI), created under the Investment Promotion Act, had the 

decision power on what kind of investment promotions would be granted and to whom. It provided a 

set of investment measures, such as income tax cuts (Athukorala et al, 2010). For instance, to attract 

foreign auto assemblers, it was granting a 50% break on import duties and trade taxes (Lall, 2011). 

Also, BOI introduced a constraint in vehicle models to be produced nationally in order to increase 

production and narrowed required specifications (Lall, 2011). In this way, it was attempting for 

increasing the domestic production for auto parts and components. In Thailand, foreigner investors 

were regarded as equal to domestic ones, which presented a different approach from many 

neighboring countries (Athukorala et al, 2010). 

 

In 1969, the Automotive Development Committee (ADC) was created by the Ministry of Industry 

(MOI) in response to concerns related with the ongoing settling of the automotive industry that were 

expressed by Thai political circles (Athukorala et al, 2010). This agency beard the responsibility of 

enforcing policies and standards specifically for the automobile industry (MOI 2001). Its first task 

was the drawing of a new version of local content requirement policies (Athukorala et al, 2010). The 

council was composed by officials from the Ministry of Finance, Ministry of Industry, Board of 

Investment, Ministry of Commerce and Bank of Thailand as well as by members from the Automobile 

Industry Club and Association of Thai Industries. This was one of the very first actions that caused a 

more active role by the Thai government within the automotive industry (Athukorala et al, 2010). 

However, one can speculate that this kind engagement through an independent association composed 

by key elements of the private sector and government officials, induces privileged linkages between 

them. This can arise particularistic interests and calls into question the public-private sector 

connections. 

 

5.2.2 The period of 1971 – 1986 

The previous period of import-substitution policies caused a trade deficit in the balance of payments. 

Industries were too dependent on imports for machinery and materials, which became a problem. The 

automotive industry was substantially responsible for this due to the high volume of parts and 
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components’ imports (Lall, 2011). Consequently, the Thai government intervened for restructuring 

the economy.  

Local Content Requirement (LCR) policies are used by developing country’s governments as a 

complementary action to the liberalization process. They essentially follow the opening direction of 

the foreign investment framework. When LCR measures are established they must be in consonance 

with the plan for developing a specific industry in order to create a transition period for a more open 

trade environment (Kohpaiboon, 2006). Accordingly, if LCR policies result in a development of 

domestic industries, then a stronger position is created for liberalization.  

In Thailand, the local content requirements (LCR) within the automotive industry, were part of an 

import-substitution policy orientation. These policies as the name suggests, imposed that a vehicle 

production needed to be done with a mandatory local sourcing quota. Its purpose was to reinforce the 

collaboration between auto assemblers (foreigners) and local parts manufactures who were mainly 

producing CKD parts and components (Hassler, 2009). Also, as mentioned before, CBU vehicles had 

higher import tariffs than CKD units, which was another way of promoting local production. These 

policies were discussed between the government and members of the automotive companies through 

associations as the ADC, which was mentioned previously. They were designed with a balance 

between both agents’ objectives and interests (Hassler, 2009). Again, a controversial interconnection 

seems to exist.  

 

In 1971, the first content specification policy for the motorcycle sector was disclosed. It declared that 

within the next two years, at least 50% of motorcycle manufacturing would have to be done with 

local parts and components. Right after the established two-year period, the local content requirement 

increased to 70% (Lall, 2011).  

 

In 1975, the Automotive Development Committee (ADC) issued a new LCR scheme. Parts and 

components for domestically manufactured passenger vehicles had to sourced locally by at least 25%. 

For pick-up trucks and commercial vehicles, the LCR was stipulated at 15% (Athukorala et al, 2010). 

Together with this new framework, there was a rectification on import tariffs previously established. 

The rates for CBU vehicles for passengers, vans and pick-up trucks increased to 80%, 60% and 40%, 

respectively. For CKD parts with corresponding type of vehicles, the rates increased to 50%, 40% 

and 30% (Athukorala et al, 2010).   
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In 1978, a new LCR banned imports of CBU passenger cars and increased import duties on CKD 

vehicles to 80%. Simultaneously, tariffs on CBU vehicles and CKD parts for vans and pick-up trucks 

raised to 80% and 60%, accordingly (Athukorala et al, 2010).  

By this time, auto firms began to create their networks within local suppliers since they would benefit 

more by getting the parts needed to finish building up their production from collaborators located 

nearby (Hassler, 2009). However, this process was very slow. Local supporting industries continued 

to be deficient in quality and having comparatively higher prices, which posed a major holdback for 

the establishment of operation linkages. For instance, Japanese assemblers, that are known for having 

close relations with its suppliers (formally known as keiretsu), were not happy with these 

circumstances. As a result, they started to encourage their own suppliers to expand their business to 

Thailand so they could comply with LCR guidelines.  

 

In the mid of the 1980s, the government of Thailand decided to go through several devaluations of 

its currency, which led to an increase of manufacturing exports. In 1984, the Industrial Policy 

Committee of Thailand suggested a policy in which the automotive production was the focus.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Graph 2: Percentage of GDP  

Source: UCTAD, 2017 
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By the end of this period, almost all of the domestic production was for serving the local market. 

Structural changes rapidly could start to be noticed as graph 3 shows. Along with the industrialization 

progress, the percentage of the manufacturing sector of Thai GDP was progressively overcoming the 

agricultural sector, which had always played an important role within the economy. Accordingly, 

exports from agriculture in 1960 represented the largest portion of the GDP, 34.6%, which gradually 

decreased to 25.9% in 1970, while exports from manufacturing raised from 18.5% to 25.3% within 

the same period (UNCTAD, 2017).  

  

The LCR policies undoubtedly had a positive impact in promoting local auto supporting industries 

such as metal, plastic, rubber and engine systems. Most of the local firms within these sectors emerged 

because of LCR. For example, Siam Iron and Steel, a Thai company producing only steel for cement 

and machinery factories, expanded its business to produce several automotive parts by founding the 

Siam Nawaloha Foundry. However, most of the local companies could only produce simple mechanic 

parts and components due to the lack of know-how and technology. The more complex parts and 

components were manufactured by the Japanese through joint ventures created with Thai firms (Lall, 

2011).   

 

5.2.3 The period of 1987 – 2000 

The reforms previously implemented initiated a smooth adaptation and transition to a more 

international setting in Thailand. This stage is characterized by a transition in the government’s 

approach from domestic-oriented production to a more outward-looking one. The automotive 

industry, although it was a newborn and still young protected industry, it grew fast and vigorous 

enough so respective government’s policies could also transit in orientation. Moreover, Free Trade 

Agreements (FTAs) were being initiated with numerous countries in order to facilitate the access to 

new markets and to low-priced and more diversified material sources (Lall, 2011). As a member of 

the General Agreement of Tariffs and Trade (GATT), since 1982, and of the World Trade 

Organization (WTO), since 1995, Thailand was dedicated to follow guidelines and recommendations 

in order to meet expected outcomes (Lall, 2011).  

 

In the period of the 1990s, the government attempted to enhance liberalization and free trade. 

Therefore, the character of industrial policies shifted to become more export-oriented (Lall, 2011). 
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This era is known as the “golden era” or “economic miracle” since production and sales reached 

values like never before. Exports for auto manufacturers became more noticeable and the local auto 

parts and components firms that emerged during earlier periods managed to develop and growth (Lall, 

2011).  

Considering the dominant presence of Japanese firms, economic circumstances in Japan are relevant. 

The appreciation of the Japanese Yen in 1985, had a significant effect on Japanese auto assemblers 

to be more prone in strengthening their production in Thailand. Likewise, the commitment of the Thai 

Government to liberalize and deregulate the industry was also an important factor 

(Techakanont,2011). As the industry was developing and growing stronger, the government 

constantly changed the direction of its policies to be more liberal and to encourage free trade. 

Therefore, to stimulate more FDI into the country, new policies would gradually eliminate import 

duties on CBU vehicles and lower the duties on CKD parts by 20% (Lall, 2011).  

 

In 1991, the import ban of CBUs vehicles was revoked along with a restructuring of the tariffs scheme 

that was in place for automobiles and auto components. Passenger cars and commercial cars that 

earlier were taxed at 180% and 120% were now, with a new scheme, both type of vehicles were taxed 

at a fixed rate of 60% (Lall, 2011). These measures together served as a great stimulus for the boost 

verified in 1990s. 

 

In 1995, Thailand became a member of the ASEAN Brand-to-Brand (BBC) program later called the 

ASEAN Investment Operation (AICO) program. Its intention was to increase the trade of auto parts 

and components among firms running in the ASEAN region. Under this project, two new standards 

were set within the member states of the ASEAN. Firstly, the trade of auto parts and components 

performed within the region could benefit from a 50% reduction on import duties. Secondly, those 

parts and components traded among ASEAN countries were classified as local content. Therefore, 

Thailand and other members could more easily meet minimum requirements and benefit from duty 

privileges established under the AFTA (Athukorala et al, 2010).   

 

In 1997, the effects of the Asian Financial Crisis caused a drop in local demand and consumption for 

vehicles by 60%. Consequently, some domestic auto parts assemblers ceased their operation lines 

temporarily, whereas others stopped their businesses entirely. This in turn, lead to a situation of 

industrial unemployment. Despite these unfavorable developments, the currency depreciation 
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allowed auto manufacturers to increase their exports (Lall, 2011). However, firms waiting to export 

to global market, were required to comply with specific international standards. Therefore, a more 

efficient production with higher quality was in need.  

This period of new adjustments in regulations not only attracted newcomers such as Chrysler, BMW 

Manufacturing and General Motors to set up their operations in Thailand. At the same time, various 

globally leading parts and components suppliers were willing to reallocate together with their 

customers. These well-known suppliers included Delphi Automotive system, which was a GM 

supplier, Sekurit Saint Gobain, Visteon and Hella Climate Control, which were both Ford suppliers 

and DANA Spicer.  

Taking into account the economic slump caused by the financial crisis in 1997 and the definitive lift 

of LCR policies, the Thai government was willing to support local auto parts firms in reducing costs 

and increasing technology capabilities. Therefore, the import tariffs in many goods as raw material 

were adjusted so production costs would be lower (Lall, 2011).  

 

The Asian crisis emphasized that a sole concentration in supply of the domestic market, could bring 

vulnerabilities. Therefore, auto assemblers’ strategies started to include exports goals (Lecler, 2002). 

According to Lecler (2002), when Ford, General Motors and BMW entered the Thai market, they 

were already focusing on exporting. The main motivations for choosing Thailand as their Southeast 

Asian export base were the Thai market size, the level of maturation of parts and components 

suppliers and the condition of physical infrastructures.  

 

In 2000, the BOI released a new incentives scheme aiming to attract more investments to the auto 

cluster by supporting the employment of local parts. It was an import tariff ratio program based on 

the product’s value when imported. For instance, there were three classifications, namely raw 

materials, semi-finished and finished goods, which had a 0%, 5% and 10% import tariff, accordingly 

(Lall, 2011).  

Moreover, in line with the general global shift into liberalism of national economic and political 

frameworks, the LCR policy for local assembly was fully eliminated. The plan to progressively 

eliminate LCR rules was developed in 1993, as a reaction to GATT and WTO policies (Lall, 2011). 
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This transformed the greatly protected automotive sector to a more liberalized industry. As a 

consequence, Japanese and American automobile producers started to use Thailand as their export 

base (Poapongsakorn et al., 2008). 

Overall, Thailand has grown up as an export base for most leading automobile firms (Poapongsakorn 

et al., 2008). As discussed, various factors can be appointed as reasons for them to set up their 

operations. The fast expansion of the domestic market, the great Government’s collaboration with the 

private sector. Accordingly, policy makers and automotive companies would deliberate together the 

extent of the LCR policy beforehand (Intarakumnerd and Kriengkrai 2016).  

Furthermore, the GATT’s membership and the revoke of import bans contributed to an increased 

favorable environment. Lastly, the fact that there was not a “national car” policy suggested a more 

equal environment among all investors (Wonglimpiyarat 2016). 

 

5.2.4 From 2001 to the present 

In 2001, the election of the new Prime Minister, Thaksin Shinawatra, changed the scenery of politics 

in Thailand. He was a business man who started his own corporation and transformed it into the 

biggest chain of Thai telecommunications. Accordingly, he had the view that politics should follow 

a business approach (Suehiro, 2010). He introduced more aggressive economic policies as subsidized 

programs for improving the welfare of the poor, easier access to agricultural loans with low interests 

and extensive benefits for health care (Lall, 2011). Meanwhile, he encouraged not only many 

industries but also the Thai society to follow new trends of globalization and IT. His economic actions 

are known as Thaksinomics (Suehiro, 2010). 

 

While removing LCR rules, the Thai government initiated fiscal policies to strategically keep its 

support to the industry. Hence, the tariff percentage on CKD vehicles increased from 20% to 33%, 

which was aiming to benefit and strengthen local auto parts producers. Also, duty taxes were reduced 

on pick-up trucks by 3% to 5% and on passenger vehicles from 37.5% to 35%. This measure aimed 

to protect final consumers from the burden of the initial tariff increase on CKD vehicles. With this 

new tax scheme, the Thai government intentionally created a more appealing market for pick-up 

trucks (Natsuda and Thoburn, 2011).  
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Accordingly, in the beginning of 2002, the BOI communicated a new incentive program, the “New 

Automotive Investment Policy”. Its ambition was to turn Thailand into the regional hub for the 

automotive industry in Southeast Asia. Therefore, it was conceived to encourage more investments 

to the automotive cluster. The new incentives were mostly directed to pick-up trucks manufacturing 

and related parts industries, that were termed product champions. Additionally, the BOI was 

implementing other measures like granting tax benefits for firms willing to build R&D centers and 

establish their regional headquarters. Also in 2002, as a reaction to this policy framework, Toyota 

moved its global pick-up truck manufacturing base from Japan to Thailand. As a consequence, in 

2005, Toyota established a product R&D center base in Thailand (Natsuda and Thoburn, 2011).  

 

In 2003, a new agreement between Southeast Asian countries was established, the ASEAN Free Trade 

Area (AFTA). Together with it, a new LCR policy was imposed in Thailand. The minimum quota 

that 40% of assembly parts that need to be sourced nationally altered to be regional instead. 

Accordingly, this minimum 40% of parts could be sourced either nationally or from any other country 

member of AFTA (Hassler, 2009). 

 

In 2004, the BOI amended the active auto taxes by creating two more categories for passenger 

vehicles. These categories were related with the type of the vehicle’s fuel, which could be alternative 

fuel vehicles including natural gas or ethanol, or energy-saving vehicles including hybrid and electric 

engines (Lall, 2011). This was a starting step for the Eco-Project Car, which will be elaborated on the 

following paragraph.   

 

In 2004, a development plan for the Thai automotive industry, which is by now known as the “Detroit 

of Asia”, was proposed with the goal of transforming Thailand into the Southeast Asian regional hub 

for all operating functions of the industry. The target was to produce at least 2.5 million CBU vehicles 

thus to be ranked in the top 10 worldwide automotive produces by 2016 (Natsuda and Thoburn, 2011). 

Committed to accomplish its goal the Thai government appointed another product champion, in 

addition to pick-up trucks, through the Eco Car Project. This project was launched in 2007 and was 

directed to promote the production of small, cost-efficient and most importantly, eco-friendly 

passenger cars such as hybrid cars.  

The major manufacturers have focused on different types of eco-friendly vehicles. The technology 

diverges and so the type of vehicle, which can be electric and hybrid or hydrogen fuel.  
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Pressures with environmental concerns and to comply with respective regulations on limit of 

emissions, decrease the fuel needed in existing vehicles or change the type of fuel. This requires a 

great volume of investments in R&D (Dicken, 2011). 

 

In 2009, the incentives provided extended to include corporate income tax holidays. Enterprises that 

had undertaken projects with the latest technology such as hybrid engines, were granted these benefits 

from five to seven years. Additionally, the import duties decreased by 90% for raw materials and 

components that were not produced domestically and that were used to assembly vehicles as part of 

the Eco-Car Project (Lall, 2011).  

 

5.2.5 Conclusions 

Throughout the historical development of the automotive industry in Thailand, the government has 

consistently played a decisive role. The government did not only aid in establishing the conditions 

under which foreign enterprises could enter and settle in the domestic market but also in promoting 

and supporting the industry through different incentive schemes to both local and foreign private 

enterprises. 

However, a complete regional integration has been a rather complex process because of the persisting 

restrictive character of trade policy settle within the ASEAN area. Even though some measures were 

introduced to ease the trade of vehicles and parts trade among members, it is still premature.  

According to Dicken (2007), the most general progression of a country’s automotive industry is 

related to integration of automotive firms in the evolvement of national economy. This pattern can be 

described through four stages, which Thailand has also followed. First, the country starts by only 

importing CBU vehicles. Second, assembly firms start to establish their operation and import CKD 

vehicles. Third, LCR policies enter into place and CKD vehicles have to include mandatory local 

sourced parts. Finally, the manufacturing of complete vehicles is done within the country.   
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5.3 Foreign Direct Investment (FDI) 

Economic studies have increasingly directed attention on FDI as an important factor of economic 

development and growth. Within an emerging or developing country context, besides the direct 

impacts on capital and employment creation, FDI is expected to come along with new trade channels, 

technology and know-how (Intarakumnerd and Lecler, 2010). Likewise, the ultimate goal of FDI is 

the diffusion of new methods and technology to the domestic economy. National economic growth 

benefits from the performance of foreign companies but also from their competences and capabilities 

if absorbed by locals. Therefore, the organizational way of domestic markets, especially at a firm 

level, influences the fulfillment or not of these goals (Klein et al, 2001).  

 

MNEs usually enter a host country through two different means: either by FDI or non-FDI channels. 

Concerning the automotive industry, MNEs generally decide for FDI since their non-FDI factors such 

as technological capabilities are assets that carry competitive advantage. Therefore, FDI is a more 

efficient way of involvement while safeguarding their assets (Kohpaiboon, 2008).  

 

Thailand is a case where FDI played a very important role for the sustained long-term economic 

growth and development (Hoyrup and Simon, 2010). Its consistent GDP growth and rising 

liberalization together with international trade brought Thailand to the spotlights of the world, 

particularly through some industries as the automotive one. However, the achievement of the ultimate 

goal previously referred is still quite controversial.  

 

As we can notice from the graph 2 below, until the mid 1980s FDI had little importance. Mainly 

because the national political environment was unstable and other Asian neighbor countries presented 

more attractive conditions to attract foreign investments than Thailand (Kohpaiboon, 2008). Also, 

since it was a period of prevailing domestic protectionism and local promotion, as explained in prior 

section, FDI was weak. Accordingly, between 1970 and 1985, FDI inflows received in the automotive 

industry were moderately constant with annual values around $5 million Dollars or less. This 

represented only about 5% of the total manufacturing FDI inflows in Thailand (Kohpaiboon, 2008). 
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Graph 3: FDI inflows to Thailand  

Source: World Bank, 2017 

 

In the mid 1980s, following the international growth trend, Thailand experienced a boom in FDI 

inflows. This surge was the outcome of an exterior shock aligned with a supportive public 

environment created through incentives and benefits as the focus of many policy frameworks. This 

successfully attracted FDI from more foreign multinational firms that started to establish their 

businesses within the country (Intarakumnerd and Lecler, 2010).   

Regarding the automotive industry, Japanese investors deserve a special highlight because of their 

determinant role in the growth of the sector. For instance, in the late 1980s, Japan was experiencing 

a high appreciation of their currencies and Japanese companies started to search for cheaper grounds 

overseas where to establish new operation bases (Brimble, 2002). Thailand was one of its destinations 

and with their contribution, from 1986 to 1990, the annual average of FDI inflows to the automotive 

industry was $37 million US Dollars (Kohpaiboon, 2008).   

 

During the “golden period” (Lall, 2011), the Thai export-led strategy was clear and FDI inflows 

progressively kept on increasing. Whereas in 1985, FDI inflows had a value of 160 million US 

Dollars, in 1988, this value increased to 1,106 million US Dollars and in 1990, to 2,575 million US 

Dollars (UNCTAD, 2017). In 1998, most of the FDI was coming from Japan (30%), New 

Industrialized Economies (NIEs) (30%), United States (17%) and Europe (12%) (Hoyrup and Simon, 
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2010). Within the automotive industry, from 1991 to 1995, FDI inflows had an annual average of $87 

million US Dollars (Kohpaiboon, 2008). 

 

The economic crisis in 1997, in fact, triggered an outbreak of FDI inflows. This FDI was mostly 

directed to machinery, equipment and transportation material from which the automotive sector was 

the largest recipient (Brimble, 2002). The devaluation of the Thai Bath taken by the government, 

encouraged enterprises to expand their operations and raise their exporting targets. At the same time, 

many enterprises were injecting more capital to their subsidiaries and respective suppliers in order to 

alleviate immediate post-crisis repercussions (Brimble, 2002). Accordingly, the Japanese already 

present for a while, expanded their production capacity whereas three American MNEs auto 

assemblers entered the country. Namely, General Motors, Daimler Chrysler and Ford wanted to take 

advantage of the favorable market conditions specifically the incentives regarding pick-up truck 

production and export (Kohpaiboon, 2008). Automotive production grew at around 10% per year 

from the middle of 1980s, achieving a value of 0.5 million units produced in 1996 (Athukorala et al, 

2010). Disregarding the period of the financial crisis in 1997, the production volume rose from 0.9 

million vehicles in 1999 to 1.6 million in 2006. 

 

Furthermore, the rise of foreign investments’ inflows verified came as a consequence of the surge in 

mergers and acquisitions (M&A). Foreign enterprises were taking over Thai companies that were 

trying to recover from debt and capital constraints (Brimble, 2002). Regarding parts and components 

suppliers, foreign ownership increased as a result of the abolishment of the directive that was limiting 

foreign participation. This was particularly true for the Japanese assemblers, who were related with 

local suppliers through technology licenses or minor holding but were aiming for having a major 

equity share. They intended to also have a dominant presence within the parts and components sector 

(Brimble, 2002). Moreover, various world class parts and components suppliers established 

subsidiaries in Thailand through joint-ventures (Kohpaiboon, 2008).  

Cross-border M&A FDI in 1997 was around 0.6 billion US Dollars while in 1998 achieved values 

around 3.2 billion US Dollars. The next year, Thailand recorded $2.0 billion and in 2000, 2.6 billion 

US Dollars (UNCTAD, 2000).  

 

In 1998, FDI inflows to the automotive sector reached a peak of $818 million Dollars and during the 

next 6 years, the annual average was around $600 million Dollars. By this time, this value represented 
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about 25% of total manufacturing FDI inflows. This confirms the great MNEs engagement in the 

automotive industry in Thailand, both in vehicles assembly and parts and components manufacturing 

operations (Kohpaiboon, 2008). The ongoing trend of FDI being mostly directed to the manufacturing 

sector will remain as long as Thailand’s economy relies on exports from manufactured, labor-

intensive products (Kohpaiboon, 2008).  

 

In 2002, in response to several tax incentives for the establishment of R&D centers and operational 

headquarters initiated by the BOI, some Japanese assemblers, as Toyota, directed more capital to 

Thailand (Natsuda and Thoburn, 2011).  

 

More recently in 2007, a new project called Eco Car Project was initiated. This project was directed 

to promote the production of small, cost-efficient and most importantly, eco-friendly passenger cars. 

This plan was well received by auto assemblers, who undertook high levels of investments and started 

to export this type of vehicle in 2010 (Natsuda and Thoburn, 2011). At this time, eco cars accounted 

for 5% of the overall automotive industry exports, which was around $8.4 billion Dollars (Natsuda 

and Thoburn, 2011). 

 

Less clear gains but extremely beneficial for the host economy are believed to come along with FDI. 

The spur for a better corporate governance and the improvement of working conditions at global 

standards. Also, the likely interrelation between FDI inflows and technology upgrading has an 

increase significance on industrial competitiveness. The higher the MNEs’ equity share, the more 

upgraded technology as well as further guidance and control by foreign specialist are usually 

implemented. Hence, local advancement usually starts along with the increased level of MNEs 

participation (Kohpaiboon, 2008). In the case of Thailand, these desired outcomes were not so 

evident. Thai local firms were not capable of acquiring new technologies and upgrading their 

capabilities, even though the automotive industry is dominated by foreign MNEs. This deserves 

further investigation that will follow within the next sections.   

 

.   
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5.4 Thai Automotive Cluster Formation  

Multinational enterprises (MNEs) started to looking for locations where they could produce at a lower 

cost through cheaper production factors as labor. Usually, they engage in cross-border activities by 

undertaking foreign direct investment (FDI) flows. The integration of MNEs can promote the 

industrialization process of host countries because it comes not only with an increase of capital but 

also new technology, knowledge, skills and the presence of international channels (Kohpaiboon, 

2006). Further, another important factor to take into account is the creation of jobs. Therefore, the 

developing countries have embraced MNEs along with their prospects. For them, this can be an 

opportunity for local businesses to learn and improve (Kohpaiboon, 2006).  

 

Clusters appear and establish as a result of geographical proximity amongst similar and 

complementary enterprises, which encourages collective learning. They are a mean for regional 

expansion and competitiveness. Throughout the agglomeration of activities and operations, potential 

positive externalities related with employment, knowledge creation and innovative capacity emerge 

(Intarakumnerd and Lecler, 2010). This high likelihood of such outcomes in turn attract more 

identical and related actors that are also attempting to take advantage from these benefits 

(Intarakumnerd and Lecler, 2010). Moreover, when deciding an appropriate place for their activities, 

MNEs evaluate specific important determinants as the evolvement of different industrial areas and 

respective level of infrastructures (Hassler, 2009). There are also other factors that influence the 

decision of automotive firms to what extent invest and automatize its production assembly.  

Depending on the degree of local content used, production capacity and the ability of producing 

desirable economies of scales, firms are more eager to introduce higher sophisticated technology 

within their manufacturing process. If there is demand that leads to a greater production volume and 

if firms can source components locally, investments in high-technological equipment is justified 

(Hassler, 2009). 

Here, government intervention has a central role for providing the basic groundings and creating a 

conducive environment for industries. Initiatives and policies can not only promote an industry by 

itself, but also influence the location where firms establish their sites (Hassler, 2009). 

 

Before the first auto assemblers entered Thailand in 1960s, all vehicles were imported (Kuroiwa and 

Techakanont, 2017). It was a country without previous involvement in industrialization and nearly 

no background in manufacturing (Kuroiwa and Techakanont, 2017). However, in less than 50 years, 
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Thailand managed to improve its basic operations and become an export base for many leading MNEs 

in the automotive industry.  

Under the Industrial Promotion Act (1960) several incentives were granted to foreign auto assemblers 

investing in Thailand. As a result, in 1969 nine auto manufactures took advantage of the Act’s benefits 

and established their operations (Lecler, 2002).   

Their sites were settled in Bangkok and its vicinity because they presented a relatively greater level 

of infrastructure and customers to serve. Therefore, automotive firms could benefit from lower 

transportation and communication expenses. Also, new auto manufactures were more attracted to 

establish their plants near existing ones (Wongtada and Kanipong, 2011). Companies part of the 

cluster can perform more efficiently by taking advantage of closer available resources and suppliers 

with a faster operative response. The close cooperation with customers and other firms is more 

susceptible for the inception of new ideas and stresses for innovation (Mongkhonvanit, 2014). 

According to Minako Mori (2001: 60), Thailand is a proper case of “clustering induced by 

clustering”.  

 

These foreign vehicle assemblers started their operations at first by only supplying the local market 

due to the domestic protectionist policy. Given the Thai lack of manufacturing know-how, local 

suppliers were inefficient because of their low technical competences and expertise. Therefore, 

assemblers’ activities were mainly the manufacturing of CKD units by using imported parts and 

components (Kuroiwa and Techakanont, 2017). This dependency on  imports created a trade deficit. 

Therefore, one can say the existing import-substitution policy was to some extent problematic. 

However, the trade costs associated in acquiring all parts and components needed for production from 

faraway suppliers is extremely high. Exchange risk is also taken into account (Athukorala et al, 2010). 

This created the need for auto assemblers to build linkages with local parts suppliers to comply with 

their production strategies and delivery agenda (Athukorala et al, 2010).  

 

The agglomeration of companies within the automotive sector became more noticeable in the 1970s. 

Most of auto assemblers were located in the central region of Thailand, either in Bangkok or Samut 

Prakan province, the Industrial Estates (IE) targeted initially by government policy (Wongtada and 

Kanipong, 2011).  

Because of a more export-oriented policy with LCR in the 1980s, automotive supporting industries 

started to develop in Thailand. These regulations enforcing local supply of specific parts and 
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components caused auto assemblers to expand their suppliers network (Kuroiwa and Techakanont, 

2017). However, by this time, the relating industries were still nonexistent and the foreign auto 

manufacturers engaged in producing spare parts were solely focused on specific pieces that would 

have been very pricey to import (Lecler, 2002). Still committed to comply with such LCR, assemblers 

enlarged their internal production and lowered the imports of CKD units (Kuroiwa and Techakanont, 

2017). Once again, the local companies engaged with the auto industry, at this time, were mainly 

restorers with very low expertise that only reproduced pieces for repairs (Lecler, 2002). Therefore, 

assemblers encouraged their home country’s suppliers to either establish a subsidiary in Thailand or 

to provide technical support to Thai suppliers through agreements (Lecler, 2002). As a result, more 

than 75% of the auto parts and components firms appeared around 1986 (Kuroiwa and Techakanont, 

2017) and settled their operations nearby assemblers in the central Industrial Estates (Wongtada and 

Kanipong, 2011). 

 

  

 Fig. 2: Thai Industrial Estates with respective Automotive Assemblers and Auto Parts and 

Components Manufactures.  

Source: Wongtada and Kanipong, 2011 
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Along with the governmental promotion of the industrial sector, the BOI had created an incentive 

scheme based on firms operations’ location. Three General Industrial Zones (Zone 1, Zone 2 and 

Zone 3) were determined according to the Industrial Estates Authority of Thailand (IEAT). 

Depending on which zone the business operated, different privileges were granted (Techakanont, 

2011). The goals of this policy were to diminish regional income disparities and to decentralize 

industrial activities from Bangkok area. Indeed, the overdevelopment of this region and its 

surroundings generated negative effects that resulted in a loss of attractiveness (Wongtada and 

Kanipong, 2011). For instance, labor costs increased, permanent traffic jam made mobility more 

difficult, inadequate distribution and use of territory with increased cost of land and the extensive 

concentration was an obstacle for further infrastructure improvements (Lecler, 2002). Therefore, the 

Eastern Thai provinces Chacheongsao, Chonburi and Rayong were targeted as the new IEs for 

settlement of the automotive industry (Wongtada and Kanipong, 2011).  

 

Together with this BOI scheme, in mid-1980s, a new project called the Eastern Seaboard 

Development (ESD) Plan was implemented. Given the saturation of the Bangkok area, this plan was 

aiming for enhancing Thai international competitiveness (Kruewan, 2014) by clearly targeting 

infrastructure development in the Eastern regions, composed by three provinces previously 

mentioned (Kuroiwa and Techakanont, 2017). Its two main objectives were firstly to create an 

industrial base to fasten up the industrialization process and secondly to continuously decentralize 

economic projects to the suburbs or the country side (Kruewan, 2014).  

Since this kind of project is capital heavy in nature, it was financed by several sources. Besides the 

Thai government funding, a loan that had been granted for highways and railways construction by 

the World Bank was in the end allocated to this plan. Additionally, the Japanese Official Development 

Assistance (ODA), an agency under their Ministry of Foreign Affairs, also financed ESD. Through 

this investment, the Japanese found an opportunity of being directly involved within this plan and 

have an influential role (Kruewan, 2014).  

 

Altogether, one can say, these initiatives were fairly successful since some auto assemblers decided 

to locate (newcomers) or relocate their operations within the Eastern provinces. As a result, another 

industrial cluster was formed in the Eastern Thailand, which turned into the second largest auto 

industrial cluster. Consequently, nowadays, nearly all automotive assemblers are located in these two 

regions, Central and Eastern.  
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Thailand did not pursue an own brand manufacture (OBM) strategy. Unlike many of its neighboring 

countries, who developed its own national car brand and competed domestically with foreign 

assemblers (Wonglimpiyarat 2016). This was also a relevant factor for Thailand to be the “elected” 

in the Southeast Asian region, since foreign investors would not have to fear biased policies or 

privileges that would be “nationalist” in character.   

 

5.4.1 Structure of the Automotive Industry  

A vehicle is characterized by having a quite “integrative building” process where a rigorous 

coordination is essential.  The assembly is done at different stages by entailing several parts and 

components (Wongtada and Kanitpong, 2011). The Thai automotive sector’s configuration is 

identical to other countries within the region such as Malaysia, Indonesia, Korea and Japan 

(Wongtada and Kanitpong, 2011). Such organization comprises two principal actors, the automotive 

assemblers and auto parts and components suppliers. The last are divided by tier of production, 

namely first, second or third tier-suppliers. First-tier supplier or original equipment manufacturers 

(OEMs) are the companies that directly supply to auto assemblers. Usually they bear the 

responsibility of designing products and manufacturing entire sections of vehicles for their customers, 

and not only the production of singular parts. In case they miscarry this qualification, their 

classification decreases to a lower tier level (Wongtada and Kanitpong, 2011).  

Second and third tier-suppliers as well as parts’ restorers are mainly SMEs local companies who do 

not collaborate directly with assemblers. Instead they are in charge for producing separate parts and/or 

specific materials that are delivered to the first-tier suppliers (Mongkhonvanit, 2014).  
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Fig. 3: Structure of the Thai Automotive Structure in 2014 

Source: BOI, 2015  

 

Currently, there are 709 first tier suppliers present in Thailand (Thai Automotive Institute, 2016). The 

direct supplies to auto assemblers are mainly done by foreigner parts and components manufacturers, 

mostly Japanese, or local suppliers affiliated with foreign firms through joint ventures, technology 

support contracts, among other means. Accordingly, only 23% of them are fully Thai-owned and the 

remaining 77% are joint-ventures with Thai companies. From these 54% have a majority of foreign 

ownership and the remain 23% are Thai majority holders. However, Thai companies are mostly 

producing parts and components that do not require a high degree of technology, as, for example, 

body parts (Lecler, 2002). The production of components such as electrical and engine parts are taken 

over by foreign auto manufacturers. Therefore, suppliers with full Thai ownership are still in 

disadvantage both in number and in engagement within the auto network. The ones directly involved 

are responsible solely for low value added parts or procedures (Lecler, 2002). According to 

Athukorala et al, 2010, the only Thai suppliers who are still categorized as first tier suppliers, did not 

kept this position as a result of LCR policies but because of their linkage build up with auto 

assemblers.  

As we can see from the picture, suppliers in the second and third tier are entirely represented by local 

SMEs (BOI, 2016). Indeed, the emergence of local firms with the automotive industry at the second 

and third tiers category, has been increasing over time (Athukorala et al, 2010). 
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The automotive cluster still relies on foreign raw materials, parts and components, and technology. 

From 2002 to 2008, the imports of vehicles and costs of transportation of pieces from Japan that were 

in need for national production were keys factors contributing for the trade deficit verified. Within 

the raw materials, steel was imported from other countries because of lower prices. However, in 2008, 

the automotive industry was still able to register a trade surplus and a growing rate of 40% relatively 

to the previous year (Wongtada and Kanitpong, 2011). Within global production networks, Thailand 

became the regional production and export base of both small and medium passenger cars and pick-

up trucks (Athukorala et al, 2010).  
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6 The National Innovation System (NIS) in Thailand  

A country’s competitiveness and capacity to catch up depends considerably on its embedded national 

features or the national innovation system (Intarakumnerd and Lecler, 2010). Interaction between 

different actors present in the country should be perceived as a system of knowledge build-up and 

collaboration instead of simply operation systems. Accordingly, the government as one of the crucial 

players should acknowledge this fact and react by concentrating in creating innovation systems 

(Intarakumnerd, 2010).  

Government policies can have an active role in promoting industries and regions. By providing both 

direct or indirect incentives such as advance infrastructures and giving investments benefits will not 

only support the development of firms but perhaps influence the location where they establish, which 

in turn contributes to the development of targeted regions. As a result, as industries mature, firms 

usually aggregate in close locations and a cluster forms (Intarakumnerd and Techakanont, 2016). The 

prevailing environment in a host country can be substantially explained by the private sector and 

academia, the other central players in NIS. MNEs’ strategies regarding the different levels of 

allocated capital, technology and innovation and academia applied R&D influence the level of 

resources existent (Intarakumnerd and Techakanont, 2016). The interactions among them are crucial 

to understand a country’s performance (Intarakumnerd and Techakanont, 2016). 

 

This section examines Thailand’s automotive cluster development by applying the perspective of a 

national innovation system. It highlights the evolution of the main actors, their linkages and 

interactions. The relevant players shaping the Thai NIS are the government and its agencies, the 

private firms with Japanese manufacturers at focus, and the academic institutions. The latter, which 

includes universities and R&D centers, has a minor role with the Thai NIS because of its weak state. 

However, this should be recognized a weakness and as a NIS actor a brief analysis is presented.  

 

 

6.1 The Role of Academic Institutions 

The cooperation between academia and industries is generally focusing on the development of human 

capital. In the case of Thailand, the automotive industry is in collaboration with universities mainly 

for short-term trainings and consulting. Therefore, this is a poor alliance in terms of R&D exploration. 

Official research contracts and long-term liabilities are virtually nonexistent. Furthermore, Thai 
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companies have always disregarded R&D and have not been involved with academic services 

because they rely on foreign partners or clients for technological capabilities. Also, foreign auto 

assemblers have their in-house R&D operations (Wongtada and Kanitpong, 2011). 

Accordingly, the existing linkages between universities and the automotive industry in Thailand are 

weak. According to Schiller (2006), there is a gap between the technological capabilities of 

assembling firms and the research expertise of universities. Although there has been an increase of 

applied research from Thai universities, it is still limited and has not been accompanying the growth 

of the sector.  

Moreover, only since the 1980s, the Thai government has started to direct both fiscal and financial 

means to promote R&D in the industrial sector (Terdudomtham, 2004). Nevertheless, these R&D 

initiatives were not exclusive to the automotive industry and indeed narrow results were 

accomplished within the auto sector.  

 

6.2 The Role of Private Firms – Japanese Manufacturers  

Japanese auto-assemblers have not only invested in Thailand but also in other ASEAN countries, 

namely Malaysia, Philippines and Indonesia (Lecler, 2002). Although following different strategies, 

these other countries were pursuing an import-substitution policy at the same time as Thailand. 

Consequently, Japanese auto companies entered the four markets aiming exclusively, at first, for 

meeting each domestic demand. The market entry was practically simultaneous and in all of them the 

Japanese quickly achieved a dominant position representing around 90% of production or sales 

(Lecler, 2002). However, Thailand stood out, received greater investments and became part of global 

markets. The reasoning behind Japanese investments was related with government approaches, 

market conditions and the presence of associated customers (Lecler, 2002). These are the most 

important and evident factors that literature has identified and analyzed (Lecler, 2002). Nevertheless, 

other less clear elements and linkages, perhaps hard to substantiate and confirm may have influenced 

the preference for Thailand as their main operations site. 

 

One of the localization strategies adopted by Japanese assemblers was the nomination of locals to be 

part of their board of directors (Lalit and Phallapa, 2008). They appointed both external and internal 

representatives aiming for a more strategic decision making. Through the external members, Thais 

who were not working for the company, they expected to acquire more accurate domestic information 
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and at the same time enhance relations with the Thai community. For instance, Toyota Motor 

Thailand (TMT) invited high level government deputies for its board aiming for privileged insights 

and information regarding state policies and economic facts. Another intention was having the 

presence of influential people from the government. In this way, Toyota has been successful in 

lobbying the Thai state (Lalit and Phallapa, 2008). When TMT initiated the assembly of passenger 

pick-up cars, a new policy announced tax cuts for passenger vehicles produced in pick-up operation 

sites (Lalit and Phallapa, 2008). One can reason, even though without hard facts, that this was a 

strategic move based on privileged insights or a result of government lobbying. Indeed, TMT could 

take advantage of these close linkages and better forecast the outcome of its strategies by reducing 

uncertainty and investment risk (Lalit and Phallapa, 2008).  

Another approach for the external nomination, undertook not only by Toyota but also by Honda and 

Izusu, was the appointment of Thai entrepreneurs from other firms they had partnerships with (Lalit 

and Phallapa, 2008). The objectives behind were not only to extensively access market information 

but also to expand their network within the Thai business elite. Japanese firms could benefit from 

their local experience and expertise, which was highly valuable, as well as the coercion this social 

group had within the government (Crone, 1988). Therefore, through their presence in the board, 

strategies were projected more efficiently (Lalit and Phallapa, 2008). The appointment of internal 

members, that were usually in-house workers, a more operational perspective from their working 

experience and knowledge, was also considered. Further, employees were represented within the 

company, which would give an impression of more transparency and confidence, especially to Thai 

employees (Lalit and Phallapa, 2008). 

 

About 80% of Thailand’s overall assembly capacity is dominated by Japanese firms. Remarkably 

most of the Japanese parts and components suppliers settle their operations in the country to be able 

to supply their customers, the leading Japanese auto assembler, who had previously settled their 

activities (Wongtada and Kanitpong, 2011). 

Some Thai auto parts’ firms were able to thrive as suppliers for foreigner auto assemblers. Although 

they were under technical support from other auto parts foreign companies or operating with several 

joint-ventures. In 2007, the Thai Summit Auto Group, despite operating through a foreigner 

partnership, was among the largest first tier suppliers in Thailand.  
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According to Busser 2008, Thai policy authorities are not happy with the Japanese preeminence in 

the automotive industry. However, Thai entrepreneurs involved in this industry and with strong 

connections with the political society have protected their interests by successively interfering and 

blocking policy changes (Busser, 2008). 

 

6.3 The Role of the Government 

The national innovation policy is not clear and consistent in Thailand. The term “innovation” could 

be found in some national policy frameworks but it was not strongly emphasized within the scope of 

S&T (Intarakumnerd, 2010). Thai industrial policies did not take into consideration the technological 

capabilities and innovation as fundamental determinants in the industrialization development. Indeed, 

the Thai government has not enforced an imperative but instead an “open-door” policy about 

technology transfer (Terdudomtham, 2004). 

Technology transfer is believed to come along with FDI promotion (Terdudomtham, 2004). Thai 

investment policy had mostly as its central focus FDI but it was aiming for the generation of capital 

and employment. Therefore, these policies were not effective in upgrading local technological 

capacity because FDI was disregarded for such purpose. Singapore, for instance, is a successful case 

of local upgrading through foreign capital (Terdudomtham, 2004). Additionally, trade policy in 

Thailand was focused on macroeconomic stability. It addressed the decrease of national imports 

through, for example, import tariffs and duties, in order to reduce existent account deficits.  

 

The institutional environment is believed to impact industrial principles and practices together with 

supply chain integration (Wong and Boon-itt, 2008). Governmental principals are seen as a way to 

support supply chain integration because firms can use them to pressure other supply chain 

participants to comply with those standards and methods. Additionally, firms are more eager to 

cooperate and obey institutional rules in order to be perceived as legitimate among other players 

within the industry (Wong and Boon-itt, 2008). 

According to interviews performed by Terdudomtham, (2004) to members of the government and to 

local suppliers, he formulated the conclusion that Thai government does not have an effective role 

within negotiations and imposition of established technical contracts. He also implied that the state 

and respective public agencies are inefficient in their involvement with technological transfer due to 

the lack of expertise and negotiation capabilities regarding technology.      
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Further, the ability of the government to create and sustain development is through effective and 

autonomous instruments of economic technocracy (Abbot, 2003). This function is usually explicitly 

or implicitly attributed to a “lead agency” that undertakes the role and stipulates directions and 

guidance to the market in order to achieve pre-established industrial and growth goals (Abbot, 2003). 

In Thailand, this agency can perhaps be assumed to be the BOI because it was promoting industries 

and granting fiscal incentives to foreign investors. However, industrial policy-making was widely 

attributed to several other agencies and all were characterized by low technical abilities (Abbot, 

2003). Also, since the NIS was not clear and consistent, the cluster concept was also blurred, which 

lead different agencies to implement different strategies giving their understanding (Intarakumnerd, 

2010) 

Solely after the crisis in 1997, the BOI inaugurated an “Industrial Human Resources Development 

Unit”, to promote the development of human capital and technology transfer (Terdudomtham, 2004). 

Despite having technical programs being a requirement for companies to be granted BOI privileges, 

these programs are not further followed by the BOI (Terdudomtham, 2004). Indeed, as soon as a 

project was approved, the investment incentives were distributed without having any further 

associated targets as technology transfer or local value added.The great need to create more domestic 

initiatives and the development of local technology capabilities was largely neglected by the 

government whose only target was attracting FDI and boost exports. 

Only since the 1980s, the Thai government has given attention to technology transfer and 

improvement of local technological abilities. It directed both fiscal and financial means to promote 

R&D in the industrial sector (Terdudomtham, 2004).  

 

Regarding the automotive industry, under the Ministry of Industry, the Thailand Automotive Institute 

(TAI) was founded aiming the construction of a master plan for the automotive industry development 

in the country. As a public institution, it offered training forums, information assistance, advices on 

any related matters with the industry as well as inspections on auto products (Wongtada and 

Kanitpong, 2011). One could say, the TAI was the central linkage among the actors of the NIS. 

Nevertheless, the lack of finance, administration, guidance and inefficient policy restrained TAI from 

fulfilling its responsibilities effectively (Wongtada and Kanitpong, 2011).  

 

Overall Thai government intervention within industrial development was confined to what 

Intarakumnerd (2010) calls “functional” intervention. This relates to infrastructure building, 
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education and exports stimulation through a more outward orientation in policies. Other than the LCR 

schemes for the automotive sector, there were nearly no particular measures, such as performance-

based criteria, for promoting specifically just the automotive industry (Intarakumnerd, 2011). 

Furthermore, the Thai government was considerably flexible when declaring new regulation 

frameworks aligned to meet the interests of MNEs (Intarakumnerd and Kriengkrai 2016). For 

instance, policy makers and automotive companies would deliberate together the extent of the LCR 

policy beforehand. To some degree, the success of LCR in increasing local production, developing 

supporting and related industries and promoting the establishment of newcomers was due to the 

possibility for car manufactures to share their forecast so the LCR policies were more manageable to 

comply with. This close interaction, especially with the Japanese firms, is a case of controversy.  

 

The first time Thailand recognized corruption as a concern that should be part of Government policy 

was in 1974 under the Constitution of the Kingdom of Thailand B.E. 2517. As a result, one year after, 

the Counter Corruption Act was issued under which the Office of the Commission of Counter 

Corruption (OCCC) was created. Yet, its power to fight corruption was narrow. Moreover, some 

practices that are widely identified as corruption are tolerated and accepted in Thailand. For example, 

the donation of gifts to public members for thanking services provided are acknowledge as a mean of 

paying respect (Abbot, 2003). 

In 1997, with the increased presence of foreign investors, the Thai Government recognized the need 

for more integrity and transparence in its action. Therefore, the first governmental institutions were 

established, such as the Constitutional and Administrative Courts, the National Human Rights 

Commission among others. Along with it, the National Anti-Corruption Commission (NACC) was 

established in 1999 (NACC, 2017).  

According to the NGO Transparency International, in 2016, Thailand scored 35 out of 100 in its 

Corruption Perception Index and it was ranked in as the 101st most corrupted country among the 176 

inquired. This position has been worse than previous years due to the recent political turmoil. Also, 

other circumstances appointed are civil repression by the government, inadequate independent 

supervision, as well as negligence of several rights. As a consequence, the reliance of the country in 

terms of corruption was discredited (Transparency International, 2017). Moreover, this agency 

registered the payment of briberies and other similar activities which have occurred repeatedly within 

the public circle in Thailand and more generally in Asia Pacific.   
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According to the neoliberal perspective, the government bears the responsibility of liberalization and 

openness of the economy by proving public services and public institutions for the well set of the 

economy (Li, 2011). The free market forces will allocate the remaining resources and the market will 

flourish by itself (Lall, 2004). According to Abbot (2003), Thai government has adopted a neoliberal 

approach. In comparison with neighboring countries, Thailand’s state has had little intervention. For 

example, unlike many of them the Thai government did not purse a national brand car. Further, 

neoliberalism believes that technology transfer in developing countries comes along with 

liberalization because an efficient market will welcome and acquire new technologies that are 

embodied in foreign investments (Lall, 2004), which seems to be the approach of the Thai 

government so far.  

 

6.4  Public – Private Collaboration 

Collaboration between the private and public sectors can be perceived as a practice of economic 

governance (Doner and Ramsay, 1997). A form of interaction between companies and public 

members aiming to discuss market deficiencies regarding resources shortages, information exchange 

and conflict of interest. Collaboration can promote and facilitate economic activities that comprise 

specific interests with wide and future development goals. Institutions, such as government agencies 

and business groups, are the most accessible and direct way of creating public-private contact (Doner 

and Ramsay, 1997). However, in countries like Thailand, where the government is not transparent in 

its measures, distortions may arise. This belief is in accordance with the neoliberal perspective that 

“in settling matters of resource allocation, imperfect markets are better than imperfect states”.  

Following a neoliberal view, Thailand’s economic success is only a result of government intervention 

for common benefit, namely physical infrastructure and macroeconomic stability (Doner and 

Ramsay, 1997).  

 

Considering the economic situation in Thailand, characterized by some dependency from foreign 

loans, grants and investments, several agencies were created in order to regulate, promote and manage 

projects for economic development. These organizations were established with the purpose of 

founding the country’s economic development direction through policies that differed in character 

along the years. The National Economic Council for statistics within national income, the National 

Economic Development Board for economic planning, and the Board of Investment (BOI) for 
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promoting investments (Lall, 2011). Prior to the Asian crisis, most of these agencies were created 

under the government supervision. However, with the liberalization of the economy and pressure for 

more transparency from international institutions as the IMF and the World Bank, non-governmental 

institutions were established (Suehiro, 2010). Also known as sathaban, these are agencies with 

independency from the government and composed with members from both the public and private 

sector and both local and foreign specialists (Suehiro, 2010). The Thailand Automotive Institute and 

Thailand Productivity Institute are an example of agencies established specifically for the automotive 

sector (Lall, 2011). They were non-profit organizations created to drive forward decision procedures 

in the bureaucratic scheme present at that time and also to manage industrial strategies.  

 

From 1993, annual systematic conferences between the Japanese Ministry of International Trade and 

Industry (MITI) and the MOI were initiated with the objective of receiving policy recommendations 

and the discussion of deficiencies encountered in the industrial sector (Suehiro, 2010). According to 

Suehiro (2011), during these meetings, MITI tried to encourage Thailand to pursue structures and 

frameworks similar to the Japanese style. They suggested to increase the focus on supporting and 

related industries and SMEs as a way of increasing industrial competitiveness. However, only 

subsequently to the Asian crisis in 1997, the Thai state recognized the value of the Japanese influence 

within the national economy and Japanese technical specialist started being send to Thailand for help 

(Suehiro, 2010).  

Moreover, The Thai government in a collaboration with the Japanese government implemented a 

public-private initiative for human resources development, in 2006. This project was named 

“Automotive Human Resources Development Project (AHRDP)” and its objective was the upgrade 

of the domestic technology level of auto parts and components suppliers, mostly second and third-

tier suppliers. Through this project, 4 Japanese assemblers offered training to more than 300 

employees from the second and third-tier suppliers who afterwards gave out training to other 4.000 

employees (Natsuda and Thoburn, 2011). 

 

6.5 Conclusions 

Companies part of the cluster can perform more efficiently by taking advantage of closer available 

resources and suppliers with a faster operative response. Also, if firms work together with research 

institutions, the level of innovation and knowledge share can be superior. The close cooperation with 
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customers and other firms is more susceptible for the inception of new ideas and stresses for 

innovation (Mongkhonvanit, 2014). However, the Thai NIS emphasizes that agents and relations 

among them are unsuccessful in producing “learning intensive” catch-up (Intarakumnerd et al, 2002). 

Furthermore, the Thai NIS is disorganized, particularly with regards to R&D, technology transfer and 

innovation capabilities within the industrial sectors (Intarakumnerd et al, 2002). The upgrade of 

technological abilities of Thai firms was not in the range of the industrial promotion and incentives 

given by the government. Also, alliances between MNEs and local companies were weak, which had 

a complex impact on the prevailing poor technological level in the suppliers’ network. 

The linkages among academia and the other actors were limited and weak. It was grounded on private 

relationships rather than organizational ones (Intarakumnerd, 2010). Most of them were focused on 

training and consultancy services instead of long-term collective R&D (Intarakumnerd, 2010). 

In the context of these facts and based on theoretical foundation, could be reasonable to speculate that 

the successful outcomes of a lot of polices are a combination of “luck” and government lobbying.  
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7 Value Creation  

The automotive industry has always followed the growth trend of the manufacturing sector. Until the 

end of the 1990s, its share of the manufacturing output was about 8%, which represented around 2% 

of GDP (Athukorala et al, 2010). More recently, in 2014, the automotive industry accounted for about 

12% of Thai GDP (BOI, 2015). In terms of employment in the auto sector, it has also registered a rise 

trend but at much sluggish pace. For instance, in the 1990s, the automotive industry recorded 3.3% 

of the total Thai employment and only 4.5% in 2008, value that equaled about 350,000 workers 

(Athukorala et al, 2010). Comparatively, in 2014, the industry employed only not more than 550,000 

workers (BOI, 2015). These facts present an apparent successful development of the Thai automotive 

industry. However, it is important to understand to what extent it has actually brought value addition 

or gains to the national economy.  

 

This value creation question is at focus on many discussions regarding the development of the 

automotive industry in Thailand (Athukorala et al, 2010). In a production circuit network, creation of 

value is considered as the profit made through every single step or activity. It depends on the level of 

the work force skills, operations technology, managerial competences in coordinating the supply 

chain and finally in marketing and sales. Accordingly, it is a dynamic process that requires a 

considerable ability to innovate, be more efficient, develop and improve (Dicken, 2011). Further, the 

automotive industry is a very global activity but at the same time, an industry that usually faces entry 

barriers and requires high localized levels of financial resources and R&D in order to achieve the 

needed economies of scale (Wad, 2009). The presence of more advanced foreign enterprises can 

stimulate industrial development thus economic development.  

 

According to Kohpaiboon 2006, studies performed during the beginning of the 1990s indicate a quite 

low value added below 20%. An investigation through firm level surveys carried by Athukorala et al, 

2010 in the following years reveals a considerable increase because of the expansion of local supplies 

for parts and components and at the same time the raise in production. However, accurate assessment 

of national value added is hard to estimate. Therefore, knowledge and technology transfer as 

elements, qualitative in nature, that determine value adding are explored. Furthermore, an 

investigation if competitive advantage was created according to theory is presented.   
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7.1 Knowledge & Technology Transfer  

According to Lundvall 2002, “knowledge” of an economy by itself is not sufficient anymore, it needs 

to be completed with its “learning” ability of creating, diffusing and applying that knowledge. This 

process is known as “interactive learning”, which is assumed to happen within a cluster when firms 

have a great level of networking among them. Indeed, linkages and affiliations represent a greater 

chance of desired spillovers (Lundvall, 2002). However, innovation and technology upgrading highly 

depends on local firms’ capacity to assimilate and follow as well as their level of research and 

development (R&D). In turn, technological innovation in manufacturing firms is a key determinant 

that drives industrial competitiveness and national progress (Porter, 1985; Freeman, 1982). 

 

Thailand is a country deficient in self-possessed technology (Mongkhonvanit, 2014). Therefore, as 

knowledge and technology transfer is not a certain or natural process, local companies need to have 

not only a substantial degree of absorptive capability but also the ability of process and internalize 

the diffused elements (Mongkhonvanit, 2014). Accordingly, the presence of knowledge and 

technology by itself is not sufficient for effective diffusion of the same, the latter is not a direct 

consequence of the first. Diffusion is considered to happen when knowledge transfer is incorporated 

and converted into concrete technical abilities by others. In the case of the automotive industry, local 

suppliers are only capable of absorb knowledge transferred by MNEs in case they have mature their 

own capabilities (Dicken, 2011). 

 

Inter-firms interactions are the major channels for technology transfer. For instance, when an 

assembly firm requests for products or components, there are specific requirements that need to be 

met and thus technical expertise is essential. This type of involvement is extremely important for 

local firms to gain technological know-how, become more efficient and perhaps being able to 

compete in broader markets (Dicken, 2011). Also, this can create a need for new domestic companies 

to emerge not only directly in supplying but also within related and supporting industries as 

transportation and distribution (Dicken, 2011). Likewise, these spillovers will only materialize if 

assembly firms actually establish linkages with the local community. If it does not happen, the 

domestic market stays under foreign domination and no significant value is transferred for the host 

economy. Indeed, the mere relocation of MNE activities to a foreign country implies knowledge 

transfer if there is employment of locals. However, the presence of a specific technology within a 

foreign wholly owned activity does not ensure that it will be spread out to the host economy. Its 
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diffusion along with spillover effects depends on how available is the technology to outsiders that 

can adopt it in its own operations. This can happen either through direct interactions with local firms 

or through indirect “demonstration effects” (Dicken, 2011). These “demonstration effects” represent 

the possibility of local firms to became aware of this and imitate their higher technologies, processes 

and managerial methods through the affiliation (Kohpaiboon, 2006). In reality, these kind of 

technologies are seen as intellectual property of MNEs, whom are not eager to share them to other 

firms. When they do, self-interests are involved. Furthermore, the share is usually related with new 

results coming innovation rather than the innovative abilities (Dicken, 2011). Therefore, the way 

value rises depends to what extent firms are embedded in Thailand.  

 

Despite the overall growth of the industry, Thai auto firms have not expanded their technological 

abilities in the long run. Their knowledge gain has followed a very slow pace and has been a very 

passive process (Lecler, 2002). Technology transfer from foreign auto companies, comprised by both 

vehicles assemblers and parts suppliers and who are mostly Japanese, was carried out since their entry 

in the Thai market. However, the degree of this “transfer” was low. Firstly, the biggest part of 

“technology-intensive” production comes from foreign MNEs’ assembly activities. Only they, few 

larger domestic companies and other few Thai enterprises have engaged in R&D whereas most others 

are still attempting for improving their design and engineering skills (Intarakumnerd et al 2002). 

Additionally, the production done by locals for the assembly of vehicles was mainly elementary parts 

and components with low value-added and little quality requirements (Lecler, 2002). Even though 

there are some cases of technology transfer to large domestic firms, which was helpful for their further 

development. This was the case for the Summit Auto Group, as demonstrated by Lecler 2002, but 

unquestionably did not reflect the overall circumstances.  

Thai suppliers are directly focused on increasing their basic operative capacity, including handicraft 

and machinist skills. By doing this, their aim is to achieve efficiency to meet standard requirements, 

and increase their chance of becoming part of big assemblers’ network. Indeed, there is no ambition 

of Thai companies to become innovators (Intarakumnerd et al 2002). 

Additionally, due to fairly low labor costs, manual labor was predominant within production 

processes that could be mechanized, which also reflects the low presence of technology (Hassler, 

2009). 

This reality can be better perceived through the figure 4 on the next page. For interpretive means, 

TNC stands for Transnational Corporations, which are identical to MNEs, previously referred.  
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Fig. 4: Different stages of technological capabilities of companies in Thailand. 

Source: Intarakumnerd et al. (2002) 
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Thai suppliers are SMEs that lack knowledge, technology and innovation capacity. This comes from 

the poor operation infrastructure, low-skilled labor force, inefficient administrations and restrictions 

in capital. Therefore, to achieve a local supply network within the cluster, MNEs need to support their 

suppliers with technology, knowledge and capital. This is the most direct method of local suppliers 

to meet international standards of quality and being cost-effective for both actors. However, this kind 

of support from the assemblers depends on the level of interaction with the domestic supplier.  

Local subsidiaries of MNEs assemblers have organized suppliers’ and dealer’s clubs aiming for tacit 

knowledge sharing. Participants discuss problems, new ideas, methods and practices so cooperation 

is encouraged. Also, it is a casual way for understanding customer preferences in terms of layouts, 

designs and quality of specific features (Lalit and Phallapa, 2008). 

For instance, according to Lalit and Phallapa (2008) since the establishment of the Thai Hino 

Cooperation Club, which was composed by several actors within the sector such as Thai managers, 

expats and suppliers staff, the quality problems reported declined.   

Furthermore, explicit R&D in developing countries is not an explanatory factor of innovation because 

local firms are more concerned in achieving a rapid return for their activities than creating a long-

term advantage through technological growth (Intarakumnerd et al 2002). Therefore, they tend to 

value more foreign technology which comes in the form of equipment and machinery or high levels 

of technology transfer comes in partnerships with foreign investors (Intarakumnerd et al 2002). 

 

Once again, Thai local content policies for the automotive industry succeeded comparatively to other 

high-tech sectors as, for instance, electronics. The great presence of MNEs is one key element for 

this achievement since wholly owned Thai firms operating within the auto industry are a minority. 

The influence of FDI was also highlighted in earlier sections as well as the Japanese dominance in 

the industry. There were attracted to establish their business in Southeast Asia mostly due to the vast 

market potential. Initially, because of the import-substitution policy trend, foreigner auto assemblers 

aiming only to meet local demand, settled small-scale plant subsidiaries. Now its relevance in global 

strategies and international markets is growing (Orihashi, 2010).  
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7.2 Competitive Advantage  

The approach of Porter’s Diamond Model and National Innovation Systems are analogous in 

evaluating the organization and dynamics of a cluster (Wonglimpiyarat 2016). A very interesting fact 

is that while under the governance of the Prime Minister Thaksin, Michel Porter became his policy 

advisor. Mr. Thaksin was demonstrated a great interest in Porter’s theories and models. Therefore, 

having himself evaluating the case of Thailand and providing advice and guidance was a great 

opportunity (Suehiro, 2010).  

 

Therefore, having analyzed the roles of main actors present in the NIS in the automotive cluster, and 

the elements of knowledge and technology transfer within it, an overall picture is presented based on 

Porter’s Diamond Model. Thailand seems to have a strong model of competitiveness with significant 

growth values of both FDI and exports in the automotive industry. However, what seemed at first 

sight a case of successful development and foundation of competitive advantages, the presence of yet 

strong weaknesses in this industrial sector could represent risks for the endurance of the industry.  

A brief cluster analysis of the four principal factors regarding input conditions, demand, the context 

for firm’s strategy and rivalry and the development of related supporting industries is following by 

respective order.  

 

Factor conditions: Although Thailand presents a good geographical position, abundance of natural 

resources and a physical infrastructure quite advanced, the deficiencies are counterbalancing. The 

educational level is very low so skills and know-how is still inadequate. Nowadays there are global 

standards for quality of the products within the automotive industry that must be met. Therefore, to 

accomplish these mandatory requirements, training and coaching the workforce is necessary (Hassler, 

2009). 

The communication network out of the central area in Bangkok is disorganized and costly. The legal 

structure is inefficient and the presence of bureaucracy delays the advancement of competitiveness 

(Suehiro, 2011).  

 

Demand conditions: Thailand presents a huge market opportunity due to its considerable demand. 

The market established for pick-up trucks is nowadays one of the most advanced worldwide. 

However, the existing demand is unsophisticated and customers expect simple products which does 
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not incentivize companies for further advancements (Suehiro, 2010). However, with the last Eco-Car 

project, there is a new opportunity to found an international flow (Suehiro, 2010). 

 

Context for firm strategy, structure and rivalry: Thailand created a conducive environment to attract 

inflows of foreign direct investment which succeeded along with an increased domestic competition. 

Nevertheless, the policy framework implemented had a major focus on investments by itself 

disregarding a sustained upgrading. Accordingly, the Thai automotive industry is controlled by 

foreign companies. Auto assemblers are almost 100% foreign owned and Thai parts and components 

suppliers, which are only SMEs, have a negligible role with the production of low value added and 

labor-intensive pieces (Terdudomtham, 2004).  

Companies mostly compete on low-cost inputs and corruption and bureaucracy are practices still 

commonly accepted (Suehiro, 2010). 

 

Related supporting industries: Related supporting industries are still characterized by being labor 

intensive. Despite Thai companies developed quite well, they failed to achieve technological 

capabilities in the long-term. Indeed, their technological knowledge has been very sluggish 

(Intarakumnerd et al 2002). Solely some of the big local companies and SMEs have competences in 

R&D whereas the largest part of the firms is still lacking behind with design and engineering skills 

(Intarakumnerd et al 2002). 

Overall, automotive cluster’s value chains are very labor force dependent and both the industrial 

linkages and the collaboration at a business level are poor. Also, lobbying is a practice that 

organizations are pursuing (Suehiro, 2010). 

 

The role of the government: Overall government intervention was subtle. Although it may seem the 

opposite, governments in Korea or Malaysia were way more proactive with a strong interference 

within the economy (Hoyrup and Simon, 2010). It has been following a neoliberal approach by solely 

bearing the responsibility of liberalization and openness of the economy by proving public services 

and public institutions for the well set of the economy. The upgrade of local technological capacity 

was disregarded from its policies and targets. Furthermore, the government has been successfully 

lobbied by foreign firms, especially by the Japanese. Accordingly, there is a blurred vision on public-

private interaction should be. 
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Factor chance: Even considered a strong and developed industry, Thailand’s circumstances can 

unexpectedly change. For instance, in case of a political turmoil or other internal shocks, foreign 

MNEs can direct their investments to those other countries. This poses a threat for Thailand.  

 

Concluding, the “model” of competitiveness for Thailand is weak. However, in less than 50 years, 

Thailand has evolved into an element of the global production networks (GPN) for leading 

automotive assemblers. Hence, it established an international position of competitiveness. 

 

According to Porter (1990) competitiveness relies on the capability of the specific industry to 

innovate and upgrade. In Thailand, there is little aptitude for developing technology and science. 

Rather than promoting and aiming for development of targeted industries, the government needs to 

plan the upgrading of the business background and expertise. A merely macroeconomic approach is 

not sufficient anymore.  

 

The diamond model represents an environment that encourages the foundation of clusters of 

competitive industries (Porter, 1990). Together the agglomeration of activities and operations, 

potential positive externalities related with knowledge creation and innovative capacity are expected 

to emerge. Although Thailand was successful in developing an automotive cluster, its comparative 

advantage based on its ample unskilled work force to offer production at lower cost (Lecler, 2002). 

Furthermore, according to OECD (1997), the automotive sector is a scale-intensive cluster, in which 

the innovative performance of actors in the system is related with the ease to import and at the same 

time with the science research and development (R&D) stage, with special attention with 

manufacturing processes upgrade. Thailand presented a highly strict regulatory framework with high 

import tariffs and local content requirement (LCR) policies together with limited R&D initiatives. 

Accordingly, the innovative performance of actors is deficient.  

 

The competitive advantage defended by Porter (1990) can be assumed not to exist, since the long-

term sustainability of the automotive cluster highly depends on foreigner players.  
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8 Main Findings, Future Challenges & Conclusions 

As the analysis undertaken shows, the automotive industry in Thailand is extremely dependent on 

foreign companies. They represent around 80% of the overall production and assembly within the 

sector (Wongtada and Kanitpong, 2011). Japanese automotive firms have settled parallel operations 

among the ASEAN region in order to supply domestic markets and later used them to expand their 

network and take advantage of benefits from the several agreements in place. Although with lower 

levels of investment, they are also present in neighboring countries, as Malaysia and Indonesia. 

Therefore, even though considered a strong and developed industry, Thailand’s circumstances can 

unexpectedly change. For instance, in case of a political turmoil or other internal shocks, foreign 

MNEs can direct their investments to those other countries. This poses a threat for Thailand.  

 

Indeed, Thailand is currently considered competitive in the Southeast Asian region because its cluster 

is comparatively the most developed one within the region. However, Thailand was not capable of 

keeping up with the needs that the growth of the auto industry and respective cluster demands. For 

instance, when started to promote the industry, in the early 1960s, conducive circumstance attracted 

foreigner investor such as developed infrastructure and large pool of low-cost work force. Nowadays, 

with the increased evolution of the industry, Thailand could not manage to improve these factors to 

a desired level. Therefore, a poor and inefficient infrastructure and work force are now existing. This 

can pose drawbacks for further FDIs. Additionally, the persisting political situation of instability 

could lead to a redirection of FDI to neighboring countries.  

 

The Thai government, when starting to promote and aiming for the development of the automotive 

industry, did not appear to have an evident strategy in placing Thailand as the regional production 

base (Orihashi, 2010). However, with the capacity expansion verified within the “golden period” after 

the financial crisis, Thai subsidiaries attained a crucial position for auto manufactures (Orihashi, 

2010). Despite the important key role of the Thai government in promoting and supporting the 

industry throughout its development, the measures implemented were rather limited (Orihashi, 2010). 

For instance, the education level was not improving along with the needs for the industry. A high 

level of Thai technicians and engineers are rare and local SMEs lack in technological capabilities 

(Orihashi, 2010).  
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As discussed previously, auto assemblers swift their strategy to a more export-oriented one. Within 

this decision new challenges occur. For instance, the requirement for product quality and technology 

are not at the same level as when serving the domestic market only. The need for meeting global 

standards and increased technological abilities, such as design and engineering, are imperative. 

Subsequently, these activities call for distinct levels of engineers and other specialists that the Thai 

worker force is not able to offer (Orihashi, 2010). Further, the supporting and relating industries need 

to be resilient and innovative with absorptive technologic capabilities to follow their customers pace 

(Orihashi, 2010).  

 

Existing literature regularly emphasizes the role LCR policies in the development of the industry in 

Thailand. However, other ASEAN countries, namely Malaysia, Philippines and Indonesia, have also 

implemented similar LCR schemes. The fact that the Japanese directed higher investments to 

Thailand instead, cannot be explained solely by the implementation of these policies. It can only 

justify why auto assemblers decrease their dependence in imports and increased their networks 

domestically looking for local parts and components (Lecler, 2002). The evidence that only few local 

suppliers have kept their position as first tier level, points out that LCR policies have failed to some 

extent. Although these measures were aiming to help local firms to develop and grow, the desired 

positive effect of upgrading local technological capabilities was not achieved (Athukorala et al, 

2010). In Thailand, these policies were not sufficient as to assist the creation of a conducive 

technological absorptive environment for Thai suppliers (Athukorala et al, 2010). Furthermore, the 

promotion of IEs, targeting the creation of industrial clusters, played an important role in attracting 

foreign investments. The Thai government highly improved physical infrastructure and offered tax 

benefits for those targeted IEs regions. Geographical investment discrepancies were evident (Lecler, 

2002).   

 

Therefore, other factors need to be considered in order to properly comprehend the success of the 

establishment of the Thai auto cluster (Lecler, 2002). Collaboration between the private and public 

sector played a major role in the automotive industry development. A great portion of the policies 

implemented in Thailand resulted from collaboration between the government and auto companies. 

A balance between both parties’ objectives were taken into consideration when created. The fact that 

government officials were part of most companies’ board of directors, raises questions about 

transparency and corruption. According to the Transparency International Agency (2017), the 
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payment of briberies and other similar activities have occurred repeatedly within the public circle in 

Thailand and more generally in Asia Pacific.   

 

Future prospects for the automotive cluster are highly dependent on the capability of Thailand to 

attract new FDI and direct it to upgrade its technological competences. The trade arrangements with 

both regional organizations and individual countries are opportunities for expanding the market and 

overcome potential risks of competition.  It is essential that both the private sector and the government 

further recognize the potential positive externalities arising from FDI. An emphasis should be placed 

in the goal of sustaining Thailand’s competitiveness by innovative upgrading in local firms. The 

formulation of policies specially conceived to strengthen competitiveness, reorganize the industrial 

base, improve legal and regulatory grounds that assist corporations and most importantly reinforce 

linkages among agents such as foreign companies, academic institutions, the society and local 

businesses. 

Over the industrialization process, Thailand progressively moves its focus from a factory-driven 

development to an investment compelled one. This shift needs to progress to a new phase of 

innovation-driven growth with a long-term plan for investments allocation to innovation and upgrade 

of competitiveness. The role of the government is now expected to be of a catalyst rather than a 

promoter of domestic development programs.  

 

Additionally, since the larger auto parts suppliers are foreign owned and have close affiliation with 

their respective foreign customers, the global auto assemblers, they are able to meet their targets. 

Unlike the majority of local auto suppliers who are just small and medium-sized enterprises part of 

second and third tier of suppliers. Without contact with big automakers they fall behind. They are 

financially constraint and lack innovation, technology and know-how to upgrade their products’ 

quality under international standards. To overcome this existing technological gap between first and 

second tier suppliers should be Thailand’s priority. This would develop connection among suppliers, 

which in turn would benefit not only the leading auto producers but also strengthen the cluster itself. 

For the local private sector the conception of new strategies regarding the absorption of technology 

and managerial skills from foreign companies is crucial. The urge for further linkages is imperative 

in order to enhance a competitive stance within global markets. Therefore, Thai NIS needs to be more 

concise and explicit in its policies. Innovation must be at focus.  
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The Eco Car project started in 2007 (BOI, 2017) can be an opportunity for Thailand to overcome 

current deficiencies. The growing global concern with environmental issues and the increasing prices 

of fuel makes this Thai project well timed. This new approach for the sector creates a more susceptible 

background for an expansion of the market. A well thought and implemented strategy can strengthen 

the Thailand’s future situation. Since automakers have different technologies and views on what an 

eco-friendly vehicle is, a pertinent approach is crucial for the project thrive the delivery of expected 

outcomes. Likewise, these types of vehicles require a high level of sophisticated technology. 

Therefore, local auto parts and components suppliers have to be prepare for this requirement. Being 

able to cope with modernized needs for which conducting research and development can be a key 

instrument to accomplish it.  
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9 Conclusion 

Having critically examined/discussed key findings and the general contribution of this thesis, this 

section provides a clear and final answer to the proposed research question: 

 

What explains Thailand’s apparent success of its automotive industry? 

 

The development of Thai automotive industry has been attributed to a combination of several factors 

rather than to one solely explanation. A favorable and pragmatic policy environment towards foreign 

investors was important to upgrade market imperfections and to facilitate the industrialization 

process. Accordingly, Thailand has heavily depended on FDI to promote and develop its 

manufacturing sector. Well timed and rational policy frameworks were successful in shaping foreign 

players’ behavior (Athukorala et al, 2010).  

 

The position the Thai automotive industry has nowadays within the global markets is a result of Thai 

government intervention combined with auto assemblers’ strategies, especially the Japanese (Lecler, 

2002). However, overall government intervention was subtle. Although the opposite may seem true, 

governments in Korea or Malaysia were way more proactive with a strong interference (Hoyrup and 

Simon, 2010). The foreign auto assemblers that settled their operations in Thailand entered through 

connections via joint ventures or agreements with big Thai enterprises which had close contact with 

Thai government officials (Terdudomtham, 2004). Furthermore, foreign assemblers have invited 

government deputies for their board of directors aiming for privileged insights and information 

regarding state policies and economic facts. By having the presence of influential people from the 

government, they have been successful in lobbying the Thai state (Lalit and Phallapa, 2008). 

According to Transparency International (2017), Thailand is considered a corrupted country. There 

is civil repression by the government, inadequate independent supervision as well as negligence of 

several rights. Having this in mind, the way public-private collaboration is established seems 

controversial with privileged interests at stake.  Further, in the context of these facts and based on 

theoretical foundation, could be reasonable to speculate that the successful outcomes of a lot of 

polices are a combination of “luck” and government lobbying. 

 

The fast industrialization was rooted in both simple processes and labor intensive manufacturing. 

This contributed for a growing and diverse exports set (Hoyrup and Simon, 2010). However, despite 
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a great industrial growth with increasing exports that contributed to an overall economic 

development, Thailand is facing weaknesses at a microeconomic level. These are related with labor 

market and innovation and technology capabilities (Suehiro, 2010). 

 

Concluding, the success of Thailand’s automotive industry seems “apparent” because low value has 

been transferred to the country. Local firms within the Thai automotive cluster are characterized by 

low innovative and technological capabilities. Therefore, the sustainability of this “success” highly 

depends on foreign players who dominate the market. It can be said that a strong competitive 

advantage does not exist due to this foreign dependency.  
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