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PREFACE

In. response to . the request of the Govermment of the Argentine
Republic, the Government of Japan has decided to conduct a study on
Feonomic  Development of the Argentine Republic and entrusted the study
to the Jgpan International Cooperation Agency (JICA}.

S JICcA 'sent to_ Argentlna a study team headed by Dr. Saburo Okita,
Spec1al ‘Advisor of the International bevelopment Center of Japan, Former
Forelgn Mlnlster durlng the perlod from August 1985 to December 1086

" The team had dlScu551ons on the Study with the officials concerned
of the Government of the Argentlne Republic and collected information.
After__the team repurned to Japan, further studies were made and the

present report-has been prepared. L

I hope that this report will serve for economic development of the
Argentine Republlc and contrlbute to the promotion of friendly relations
between our two countries,

. I wish to express my deep appreciation to the officials of the
Government of the Argentine Republic for their close cooperation
extended to the team.

Januéry §987

Keisuke Arita
President
Japan International Cooperation Agency






LETTER QF TRANSMITTAIL

January 1987

Mr. Keisuke Arita
President
Japan International Cooperation Agency

Dear Mr. President:

I have the honor to submit to you our Final Report of the Study on
Economic Development of the Argentine Republic. it is our great
‘pleasure to note that this assignment has been completed through the
close cooperation between two govermments of Japan and Argentina.

The Report was prepared during the past 16 months by the Study Team
organized by the International Development Center of Japan, and headed
by Dr. Saburo Okita. It comprises two volumes, i.e. Vol.I Argentine
Economy; and Vol.II'Jépan's Experience.

In p:eparing this Report, our Team benefited a great deal from the
cooperation of officials and experts of the Japan International
Cooperation Agency and other authorities concerned of the Government of
Japan.

On behalf of the Study Team, I would like to express my deepest
appreciation to the Argentine Govermment including the Secretariat of
Planning and to other related agencies of the Government for the
unlimited cooperation and assistance and the warm hospitality extended
to the Team members during their. stay in Argentina.

We wish to add that we sincerely hope this Report will provide an
impertant basis for the development of the Argentine Republic.

Yours truly,

' C)WZZJLWMIH 54?2/ﬂH»»:L/*—\\

Hideo.Monden
President
International Development Center of Japan
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INTRODUCTION

ThlS “is - the PFinal Repert of the Study on Economic Development of
the Argentlne Republic.  The Study is based on the. Scope of Work signed
in August 1985 by the representatives of the Argentine Government and
Japan International Cooperation Agency (JICA) JICA commissioned Inter-

.mational - Development. Center of Japan (IDCJ) to organize a Study Team
- headed by Dr. Saburo Ckita. The- Study was conducted durlng August -
October - of 1985; and February -~ March and May - December of 1986,
including the field survey carried cut from August 29 to October 30,
1985 and from ' May 16 to July 15, 1986.

The Study covers the follow1ng vae Sectors, macroeconomy, agricul-
ture, 1ndustry, transportatlon and export. Major sectora1 issues in the
Report have been selected through the discussions with the Argentine
counterparts -of the Plannlng Secretariat and the members of the Coordi-
. nating Committee of the Argentine Government within the framework of the
- Seope of Work, and thus the coverage of the Study is not necessarily
- comprehensive, " In close cooperatlon w1th the counterparts, ~the -JICA
Study Team has_ reviewed structural characteristics of the . Argentine

economy and its productive sectors, and examined various measures to
cope with the problems constraining the prospects of economic develop-
ment or activation in Argentina from the viewpoint of Japanese experxts.

The Study . chiefly focused on industrial activation and export
promotlon which are considered as major policy issues in the Guidelines
for - an. Economic Growth Strategy 1985-1989 {hereafter referred Lo as the
Guidellnes) announced in January 1985, In this regard, Japanese
Exﬁeriences' in rapid postwar economic development might have something
useful to offer, especially concerning various policies and measures
dmplemented  for industrial and trage promotion. Therefore, the Study
has examined some relevant aspects of Japanese experiences.

When the Government of President Alfonsin took power in late 1983,
the national economy: was in serious recession, vexed with high infla-
tion, a large accumulation of external debt and other serious economic
difficulties. The inflation accelerated since the beginning of 1984,
reaching “the monthly rate of 30% in April 1985, To contryol the situa-
tion, the Government introduced in June. of the same year the BAustral
Plan which included the freezing of wages and prices, denomination,
abolishment of indexation, prohibition of money issue for fiscal deficit
financing, etc. The Plan has been effective in bringing down the infla-
tion to a manageable rate, and must be positively evaluated. Since the
beginning of 1986, the price freeze has been relaxed somewhat to price
control, but the principle of the Austral Plan is still effective.

Competitiveness. and efficiency consciousness are essential for
activating the economy. Low inflation is indispensable for harnessing
the competitiveness and efficiency in various economic sectors toward
growth, Now that the inflation is_brought under controld, it is advis-
able for the Government to present to the Argentine people a convincing
vision of the future economy where growth and development reward them



with higher standards of living. The Austral Plan currently in.force is
basically a short-term stabilization policy package. “The - already
announced Guidelines shows. the Government's basgic pollcy framework and
commitment for qeneratlng ‘economic growth, but it does not fully specify
concreté steps. . Thus, it will be necessary for the Government to pre-
sent 1its mediuwm- and long-term economic plan with consistent policy
1nstruments and developmont programs ' ' : ' o

The estornal debt outstandlng of over US$50 billnon “and fiscal
constraints are maklng it wvery dlfflcult for the Government to formulate
and implement effectlve economlc development policies from the medium-
and long-term perspective. Moréover; - there is still & possibility of
triggering inflationary pressures. These problems are undoubtedly most
serious constraints that Argentina has to cope with. The present Study
examined possible approaches and meaSures for industrial activation and
export promotlon with due attention to these constralan.

Based on the Japanese experlences durlng postwar economic develop—
ment, but with the awareness of the ‘different - circumstances - between
Argentlna and Japan, the Study Team has tried to presenk policy- 1mpllca—
tions and: suggestlons for the sdid fiver sectors, as indicated in the
Scope of Work. “However, the Study did not examine the ways and means of
financing the proposals included in the suggestions, because they are
outside the study objectives. 'The policy suggestions in the Report may
not bring immediate resylts in one or two vears., Many-of them are meant
for early 1mplementatlon, but the effects of such lmplementatlon will
he realized in the medium and long terms. . Some policy suggestions have
a time span. extending to the next century. o

_ The Reporlt consists of two volumes,  Volume I is prepared on the
basis "of the flndlngs and analyses of the major study items ‘concerning
the Argentine economy. ~ In addition, the volume contains the studies on
" the trends of consumption of the selected agrlcultural ‘products in Asian
markets and the international situations of petrochemlcal and compulter—
related lndustrles.

Volume Il of the Report contains overviews of the selected aspects
of Japan's developnbnt performance and macroeconomic planning, and
policy measures taken for the major sectors of agrlculture, industry,
transportation and export.
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" VOLUME I - ARGENTINE ECONOMY

The Volume 1T -of the Report is a study of the Argentine
economy - and covers five sectors: namely, 1) macroeconomy, 2)
agriculture, 3) industry, 4) transportation, and 5) export. This
summary. 1s prepared focusing on major findings and suggestions
for the respective sectors.

I. Macroeconomic Analysis

1. Ecconomic Development and Structural Characteristics of the
Economy

Argentina is ‘endowed with the agricultural sector in the
fertile Pampas - capabhle of producing a sizable export surplus,
and  achieved its economic | development and industrialization
maihly relying on the exports of grains and beef. Argentina
attained one of the highest standards of living in the world by
the 1920s. Because of the prolonged postwar economic stagnaltion
after World War IT, however, the country is now classed as one of
the upper middle-income countries in terms of per capita income
by .the World Bank classification.

. Economic ~déve10pment in Argentina was chiefly characterized
by the low long-term economic growth. The annual average rate of
growth was only 3% during 1950-1980; which was less than a half
of - the growth rates achieved by the other major Latin American
countries like Brazil and Mexico. The investment ratio was
stagnant and the investment efficiency low, partly because the
country pursued industrialization through import substitution
policies which heavily protected domestic industries supplying to
~ the limited domestic market.

Under - the rapid liberalization of the economy by the - pre-
vious government, the long-protected domestic industries faced
international competition during the later half of the 1970s.
Coupled with - the overvalued peso, t{he. countxy's industrial
production  dropped ‘substantially from the late 1970s to the mid-
1980s.  The downturn of the industrial sector, which accounts for
one fourth of production and employment, has been the primary
causé‘of=the-current overall economic stagnation.

Investments  have. been adversely affected by the continued
deterioration of the economic environment, mpst notably, high
inflation, decreases of external and domestic demand, disconti-
nuity of economic policies and so on. The ratio of investment
-went from bad to worse since the beginning of the 1980s, ' staying
at 13% in 1985, Considering the rapid pace of the on-going



technological innovations in the world, substantial shortfalls of
plant  and equipment investments which should‘embody_such innova-
tions is likely to constrain the future growth of the 1Argentine
economy . -

The Argentine economy has a structure similar to those found
in the developed countries, as seen in the diversified industrial’
sector, modern agriculture, the developed financial sectoxr and
others. self-sufficiency in energy is also a definite_advantage
to the future economic development. Moreover, the high standards
of living, the sizable presence of middle classes and the labox
force with high levels of education, which are results of the
past economic development, can be considered as favorable factors’
for the future of the economy.

2. Major Economic Issues and Development Strategy

A  set of liberalization policies adopted in the. late  1970s
was designed to transform. the traditional pattern of- economic
development -in Argentina. . However, .the policies did. not . succeed
in achieving the intended transformation. - On the contrary, they
served to bring about the serious-difficpltiés which the - Argen-
tine economy —now faces, . by depressing- domestic manufacturihg-
activities and leading to the huge accumulation of external debt.

in addition to the structural problems which emerged during
the Jlong-term = process of economic development, the Argentine
economy is now encumbered by Ehe'neW'cqnstraipt OF accumulated
external debt. The country's development- strategy. for the future
must aim to overcome the ‘long-standing structural constraints and
the problem of external debt Simulténeously.'- Firstly, the stra-
tegy must seek the path of economic growth, while lowering. -the
import elasticity of growth for the purpose of reducing imports.
Secondly, ' the strategy must be geared to expand exports, espe-
cially manufactured exports. : ' :

3. Economic Perspective and Development Plan

- When the Government of President Alfonsin tock power in late
1983, - the national economy was in serious: recession, vexed with
high inflation, a large accumulation of external debt and other
serious economic difficulties. . In Japuary 1985, the. Government
announced TLos Lineanientos de una. Estrategia de Crecimiento:Eco-
nomico 1985-1989 (hereafter referred to as the ! Guidelines),  in-
order to overcome the prevailing ecénomic difficulties and
restore the self-sustained growth capability to ‘the economy. The
Giidelines ~focuses on the crisis of economic stagnation as’ the
most fundamental policy issue, and aims to restructure the econo-
mic mechanisms for the puerse of.generating'growth,and-ﬁrdising
the efficiency of the economy. The Guidelines proposes7to acti-




vate the economy through export promotion, selective import sub-
stitution for industrial development, and promotion of small and
medium industries.

Since . the present Government took over the economic manage-
ment, the inflation accelerated, reaching the monthly rate of 30%
in April 1985. . To control the situwation, the Government intro-
duced - in-June of the same year the Austral Plan which included
the freezing.of wages and prices. The Plan has been undoubtedly
effective in controlling the extreme destablization of the econo-
my , and must be positively evaluated. But it is also undeniable
that significant distortions have emerged under the Plan.

- It-would have been. impossible to implement effective medium-
and:10ngfterm;development-policies under the hyperinflation equi-~
valent- to the annual rate of 1,000% prior to June 1985, and the
control of the hyperinflation was then the prereguisite to the
activation of ' the economy. Now that the. inflation has been
brought down to a manageable rate by the Austral Plan, it is time
for the. Govermment to address itself to the central issues of
economic, management by formulating, and implementing, its medium-—
and long—-term economic policies in addition to short-term policy
measures.

4. Suggestions

(1} Fuature Directions for the Argentine Economy

The Argentine  economy will have to depend heavily in the
short ' run on the;surélus'generated by agriculture in its. export
sector, Argentine agriculture,: especially its crop sector, has
always had sufficient international competitiveness. However,
given the current soft international market conditions of agri-
cultural primary commodities;, the increased production will not
necessarily  guarantee proportiocnally increased export receipts,
because it will take some efforts to diversify export markets.
If the present declining tendency in international prices conti-
nues, the marginal returns from increased exports will drop.

The - traditional pattern of heavy dependence on agriculture
for foreignh exchange earnings will not suffice to activate the
entire economy. .The most important issue is how to restructure
and reactivate . the industrial sector. From the viewpoint -of
economic -efficiency, ~the restructuring of the industrial sector
must be through increased competition in the domestic and exter-
nal markets. This will require a clear scenario for controlled
liberalization in the medium and long terms.

argentina is endowed with the fertile Pampas and vital
natural resources. like petroleum and natural gas, and have edu—
cated human rescurces. The key is then how to utilize the endow-
ments of such: productive factors effectively under fiscal and



other constraints. The country's industrial policies need to
promote selectively such strategic industries as - agroindustry,
petroéhenical industry, computer industry, wmachine tool industry
and bioindustry ' : :

(2) Role of the Government- Transparency ln Lconomlc Perspectlve

The key to- the actlvatlon of the Argentlne economy is'in how
to reactivate the- 1ndustr1al sector.. - The reactivation of -the
industrial sector reguirés the stlmulatlon of investments and the
premotion  of -technological development. Investors in & industry
must have a. more or ‘less clear idea of what to expect in- . the
future before wmaking theiy investment decisions. The trans-
parency in economic perspectlve therefore greatly. influences the .
level of industrial investments. The government pollcles and
measures for economic management are an 1mp0rtant determlnant of
the transparency. -

In order to enhance the transparency in economlc perspec—
tive, it is of prlmary 1mportance that the government efisures. the
continuity and congistency: of basic economlc policles it SPRrSUES.
As. mentioned earller, the present Government announced’ the Gulde~
iines in January 1985. The basic policy framework 1ndlcated in
this document is considered echomlcally rational, ‘and therefore,
the Governmeni needs to keep the framework consistently for. the
formulation and implementation of concrete economic policies and
measures. : ' '

The Government must ensure that once an important ‘policy
decision is made;, the decision is upheld by the administration
collectively, wegardless of the changes in the persomnnel. It is
also  necessary to improve the efficiency of administration so
that policy decisions = are speedily and consistently put. . into
effect to get the: 1ntended results. :

~One  of the effectlve ways to- ensure the overall continuity
and consistency of economic policies is to formulate a medium-
and long-term plan based on the national consensus. . Such a plan -
is a concentrated expression'of what sort of future the govern~
ment envisions for the public. The plan should offer the frame-
work and- the standard with which the private sector can picture
its future business prospects and makes investment decisions
. accordingly. :

Argentina - at this stage will need an economic . plan which
contains specific policy statements and  concrete commitments. .
The plan will have to present not only the'target growth_':ates
for- the economy and its various sectors but also a public  devel-
opment expenditure plan,. investments expected of the private
sector, finahcing sources of the total investments and so on.

It goes without saying that the plan_implementation reqﬁires
the stable fiscal reveénues. . An increase of public spending - -is
unavoidable in the medium term to stimulate private investments



which. play-‘the central role in the activation of the Argentine
economy. - Considering the current fiscal deficits, it will be
necessary'tq_broaden“the tax hase. However, because taxation is
one of the important policy instruments, the increased tax
efforts must be rational in relation to the plan's basic goals,
such as the expansion of manufactured exports and the improvement
of investment efficiency.

The formulation of the medium- and long-term plans must take
note of the following points. :

1) Realistic targets

_ The ability . of the government to achieve the results as

© initially targetted is ‘basic to the credikility of an econonic
plan it formulates, and it improves the confidence of the
puklic in the plan and the government. Therefore, unrealisti-
cally high targets must be avoided in the formulation of the
plan.

2) Consistency among sectoral plans

: In order to realize efficient economic management, it is
important for a medium- &nd long-term plan to maintain consis-
tency among plans for important sectors, such as agriculture,
industry, energy and others. For this purpose, it may be
useful to develop a macroeconomic model to check inter—sectoral
consistency in planning. '

3) Compilation and speedy publication of sufficient statistics

Accurate understanding and analygis of the economic
situations are ‘basic to the economic planning and intexr-
sectorxal ‘coordination. It is necessary {o strengthen the admi-
nistration's functions of collecting, compiling and analyzing
relevant. . statistics. - It would be necessary to adopt new
‘methods. for-processing economic data and monitoring the prog-
ress of policy implementation, for example, through electronic
communications technology.

4} Exchange of information and opinions with the private sector

For the formulation of an economib.planr it 1is necessary
to .confer c¢losely with the private sector not only on the
nature - of basic economic goals but also on specific policy
instruments to be employéd to- realize the goals. For instance,
it is useful to set up advisory councils where various business
and ' other private interests are properly represented in order
to discuss important issues and concrete policy instruments
related to market liberalization and expansion of manufactured
exports. :



5} btreamllnlng of admlnlstlatlve plOCedUILS

It is 1mportant to 51mpllfY the admlnlstratlve procedures,
especially - - concerrning - important policy  instruments which
contribute to the realization of basic econcmic goals, S5uch-as
programs of fiscal and ‘financial incentives to increase private
investments in strategic industries and expand manufactured
exports. ’

(3) Need of activating the pynamism of the Private Sector
1) Importance of the market mechanism

It is important to the Argeﬂtine econamy - to create an
enviromment where the markéet. mechanlsm functions properly ‘For
.- this purpose,' it will be necessary to establlsh competltlve
conditions in. the domestic market, by w1thdraw1ng the. exceesxve_
protection given to the domestic industries and. minimizing the
intra-industry ' oligopolistic tendency. The introduction. of
competitive conditions in the domestic market requires - gareful
timing and plannlng. in order not to repeat the experierices in
the late 1970s, the Government needs to provxde clear guide-—
lines for liberalization in close consultation with the private
sector and’ give appropriate incentives during the pericd. of
transition.

The primary purpose of having the market mechanism . func-
tion properly is to raise the efficiency. of resource allocation
and utilization: It is thus necessary for the Government to:
maintain the perspective of efficiency in the economy  as - a
whole, when it formulates and implements the guidelines for
market liberalization. : o

From the viewpoint of the private sector, market competi-
tion means: the. reduction of production costs and the  improve-
ment' of product 'quality.  Such competitive erforts -in  the
domestic. market ultlmately enhance the, 1nternatlonal competi—
tiveness .of Argentine industries . and expand manufactured
exports. In this regard, it will be useful to promote quality
control campaigns similar to those in Japan and elsewhere, by
encouraging the management ~and employees to work together
toward productivity and guality improvements.

2) Privatization of public enterprises

The present Government plans to pursue the. privatization
of the public enterprisesﬂin'prodgctive and  service. sectors.
Privatization. is not metrély a means to  reduce :government
deficits ~but one:of the.ways to.improve the;effieiency of - the
economy. In order to carry cut.the privatization, it is neces-
sary to examine carefully the.needs of the respective sector. in
which a partlcular public enterprise: operates and to assess the.

~economic effects of its privatization. ~ Such procedures = will
help identify appropriate methods and steps of privatization,



such as whether to privatize the management and/or capital, or
to carry out the privatization in one stage or through sche-
duled Stages.

3) Strengthenlng of support systems for research and develop~
ment :

Promotion of active research and development efforts will
" have a great impact on technological innovations in production
processas and support industrial investments for economic acti-
vation. It 'will  be necéssary not only to expand or create
public research organizations but also to establish systems
which -coordinate “and enhance joint research and development
efforts between the government sector, universities and private
industries.

‘The saystems to encourage the cooperative efforts of the
government sector, . universities . and private industries will
enable - the Govermment to understand the needs of the private
sector and mobilize the vitality and dynamism of the private
sector for what the Government plans to achieve. It is also
important for the systems to facilitate the introduction of
advanced technologies which are likely to change the founda-
tions of manufacturing industries and other sectoral activities
in the economy.

4} -DeVelopment of efficient infrastructure

The efficient ‘operation of basic infrastructure such -as
transportatlon, communications and power is essential to  the
activation of economic activities. The development and manage-
ment of basic @ infrastructure largely belong to the public
sector in Argentina, °as usually found in other countries, The
role - of the public sector is important in ‘systematic. infra-
structural development which réquires the medium- and long-term
perspective -in planning and implementation. In addition, it
will also be important to consider the possibility of increas-
ing the participation of the private sector in specific areas.
of ' infrastruc¢tural services such as port facilities and
telecommunication network, in order to facilitate the efficient
development and operation in accordance with the changing
economic and industrial needs.

Iil. Agriculture

The . Study. has reviewed major characteristics of the crop
sector, the  livestock sector and the fishery sector, chiefly
focusing on the trends since the 1970s. Major policy issues and
measures have been studied to clarify development prospects and
~to indicate suggestions.



1. Crop Sector

The crop . sector underwent a remarkable change during the
1970s and the 19805.' the change evolved most prominently in the
Pampa region, where the Crop sector expanded dynamlcally relative
to the livestock sector. Moreover, the five major crops (wheat,
maize, sorghum, . -sunflower and soybean) increased thelr combined
importance relative to .other crops. The expansion of . the <crop
sector was. partly related to the changes in external -market
conditions for hrgentine export preducts (most notably: the reduc-
tion of the market for beef), import iiberalization of  agricul-
tural . inpubs durlng the later 19705, and . generally favorable
weather condltlons. - o : S

But the important factors which contributed to the - expanded
producltion. of flve, export crops are 1) -the introduction of mew
varieties with higher genetic potentials. like hybrlds of . maize,
sorghum and sunflower, . 2) the increased. use: of agrlcultural
chemicals for plant protection and though to. a lesser extent, of
fertilizers, 3} enployment of - larger and more efficient ' Farm
machinery, and 4) technlcal improvements of - farm management which
accompanied the increased use of such. inputs. :

Considering the crop-sector’s unrivalled contribution to the
country's foreign exchange earnings, it is of ulmost importance
to consolidate and advance the technological progress achieved in
the - last couple of decades and thereby to increase output and
export, The Government has already announced the Nat:onal Prog—
ram of: Agriculture and Livestock (PRONAGRO) and ~-proposed  its
basic strategies and major policy instrumentS:_which ‘serve to
activate -the potential productive capacity of agricnlture and to
guarantee economic incentives and returns to producers who parti-
cipate in the process of reall21ng technologlcal progress. Thus,
the remaining task is to implement the announced policy commit-
ments as early as possible as a coherent system of policy mea-
sures.

In terms of their expected fundamental impacts on producticn
and. marketing, especially important measures announced by the
Government - are as follows.

— Reduction and flexible applicétidn of export taxes, assuming
the introduction of the new land tax

-~ Expansion and strengthening of the system-df support prices
for producers of the National Grain Board (JNG)

- Continuation of .the_JNG’s fertilizer -distribﬁtion. program
with - the express aim of remedying the long-standing distor-
tion in the domestic market of this agricultural input '

- construction,  and financial supports- thereof, of graiﬁ
handling and storage facilities :



~ Streéengthening . of the regional activities of the National
‘Institute of Agricultural Technology (INTA) in developing and
diffusing more technified systems of farming suitable for
local conditions

- Increased provision of credit to facilitate the improvement
of farming productivity : .

Suggestions

In  addition to the policies indicated in the PRONAGRO, it
will be necessary to consider the following  possibilities in
order to improve the productivity and efficiency of agricultural
production and commercialization.

1)_Possibiiity of further privatization of  grain handling
facilities

To improve the efficiency of grain handling in expectation
of increased grain exports in the future, it is advisable to
assess the economic effects of reducing the JNG's direct invol-
vement. in  the operation of port - elevators through further
privatization, while increasing its indirect participation in
the improvement and development of storage and grain handling
facilities (e.g., equity participation, leasing, credit provi-
sion for private investments, etc.)

The possibility of further privatization of grain handling
facilities does not imply the reduced role of the JNG in grain
marketing., On  the contrary, +the continued deterioration of
international prices of Argentina's major export grains calls
for an increased role of the JNG, especially in the strengthen-
ing - of its price support system and export promotion efforts
along with the flexible application of export taxes. At the
same time, it will be necessary for the JNG to explore ways to
reduce the costs of commercialization through modernization and
more efficient operation of grain handling facilities. Further
privatization and/or the JNG's increased indirect; instead of
direct, participation in grain handling and storage as indi-
cated above appear to be some of the possipilities in this
regard. :

2} Formulation of a coordinated policy for plant protection

The present nultiplicity of suppliers and different brands
compared with the . concentration of consumption in terms of
active substances seems to justify a certain degree of consoli-
dation among the domestic pesticide manufacturers and distri-
butors. It will be necessary to formulate a national strategy
-of plant protection, which includes the possible restructuring
of the domestic pesticide industry for import substitution and
measures for enhancing the industry's research and development
capability.



3} Cost reductlon and developﬁent of farm machlnery

It is deszrable to promote the’ reductlon of" manufacturlng
costs - through economies of Scale and -« ko encourage product
development efforts by - the domestic manufacturers of = farm
‘machinery. It will be useful to develop ar syetem to facilitate
the - etandardlzatLOn af parts desrgns and the: establlshment of
enalneerlng and performance eodes for agrlcultural machlnery.

In view of the. on- g01ng development of modern blotechnology
and’a great impact expected. therefrom on agrlculture, it 'will be

1mportant that the. INTA plays an increased role .in-the researeh

for varletal “development. - through blotechnology,' in addition to

strengthening the Lechnology development and diffusion which it
has been pursuing. : For this purpose, it would be eesentral to
take the following steps. ) ' ' : '

4} Formulaﬁlon of a national strategy ~and establlshment of
research prlorltlee in blotechnology research

_ 2 In order to- expedlte the’ progress of research and devel-
opment. in the fields. of modern blotechnology effectlvely ~and
efficiently, it is 1mportant flrst of all to formulate: a . basic
long~term  national - strategy = on the basrs of  comprehensive
technology assessments. It is also 1mportant to establlsh ‘on
the basis of the national strategy, short— and long-term pri-
orltles on gpecific research program objeclees.'

5}-Creation of_a-eentralizEd system'of biotechnology-researeh

© Because biotechnology -is multidisciplinary by its nature,
it is important to. establish’a centralized system of reseéarch
which expedites the. joint efforts of ‘the public sector research
institutes, universities and private industry.

6) Develdpment ahd promotion:of biomaSSIteChnologies

Startlng from the ba51s of the: ex1sLlng sugar 1ndustry, it

- ‘desirable to ‘develop  microbial - biotechnology, . the . key

technology for genetic engineering, and thereby. to expedite the
growth of new bioindustry in the medlum and the long terms.

2, Livestock Sector

The livestock sector, espe01ally beef cattle farmlng which
is the mainstay of the sector,  has reduced its relative economic
importance - in the Pampa region during the last decade.-u_Cattle
population and " beef . production usually show a cyclical trend
between an expanding phase and a liguidation phase. ' The cutrrent
‘liquidation .phase ' was started by the reduction. of Argentina's
traditional beef exports to Western Europe since  the- mid=1970s
.and by its decreased competltlve advantage in the international
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beef markét because of export taxes, - the entries of new, often
subsidized, = exporters and so on., The characteristic. of the
current phaséiis.its longer duration compared with the previous
liguidation. phases, and has lasted more than seven years since
“the ‘late 1970s. ' : : .

Compared with the crop sector, the diffusion of . improved
cattle'farminq technologies has. been slow, and the decline and
stagnation  of profitability in cattle farming were .among the
important factors which supported the agriculturalization of the

Pampa ‘region.

: The ‘considerably vreduced beef exports resulted in in-
creased ‘domestic .consumption of beef,  and’ caused certain
unfavorable - changes in-the domestic beef distribution channels.
' Most . .nbtably, meat-processing factories (frigorificos) equipped
with = slaughter and processing facilities of higher sanitary
standards lost competitiveness in the domestic. market to the
wholesale merchants (matarifes) who utilize less equipped slaugh-
‘terhouses. - As a result, the performance of many frigorificos
deteriorated considerably, as reflected in their increased idle
capacity. : '

In order to aid the recuperation of cattle farming . and the
related mealt-processing industry and to promote exports of beef
products, the present Government already announced its basic
strategies and majbr policy instruments in the PRONAGRO. As is
the case with the crop sector, therefore, .the remaining task is
to. implement - its policy commitments in a consistent manner to
achieve the desired objectives. '

In terms of their expeéted fundamental. impacts on production
and marketing, especially. important measures announced by the
Government are as follows. -

~ Diffusion of better and more efficient herd and pasture
management - technologies which will enhance the stability and
efficiency of grazing, fattening and breeding and enable more
~effective use of land resources

- Argentine Plan of Bnimal Bealth (PLANARSA) to eradicate the
- foot-and-mouth disease and minimize losses due to animal
health problems -

- Establishment and execution of effective sanitary standards
of meat products for the domestic market

-.Measures for ‘restructuring meat distribution and marketing
(reduction and Cflexible application of  export taxes,
strengthening the functions of the National Meal Board in
domestic marketing and export promotion, fiscal and financial
“supports to better performing frigorificos, etc.)
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Suggestions

In view of the urgent need to regain the stability . and
profitability © to cattle farming .and to reactivate the. meat-
processing industry, it will. be neéessary to dlrect special
policy attention to the follow1ng points. oo :

1) Incréaqed pfovision of effective fiscal and financial inhcen-
tives to cattle producers who make eftortu for productivity
improvement :

2) Long-term sustained efforts by both the govermment agencies
in charge. of enforcing vaccinations and ‘other necessary
animal health measures and by the producers themselves in
order to strictly jmﬁlemént the PLANARSA

3) Promotion of the export-oriented development and diversifi-
cation of processed meat products not only in accordance
with the sanitary and guality codes of the importing markets
but alse in accordance with consumers' preferences -over
tastes, cooking methods, appearances, etc.

3. Fishery Sector

Since the early 1970s, fishery production'in Argentina began
to increase, mainly reflecting the recognition of 'international
commercial value in.Merluza which is abundant in - the Argentine
waters. ~Coupled with the increased exports of squid, landings
increased  sharply after the mid-1970s and reached - a historical
peak of 0.5 million tons in 1979 from the average of 0.2 million
in 1971-75,

However, fishery production decreasedwsubstantially in the
early .1980s, down to less than 0.3 miliion tons in . 1984.. The
slump was partly related to the decline of international demand
and partly to. the loss of competitiveness caused by . the over-
valued pesoc and general economic destabilization. Especially
hard hit were coastal fisheries and conventional deep-sea f£ish-
eries based in Mar del Plata. ' -

The growth of the country's - fishing industry has been
export-oriented, and thus the fishéry production is destined to
fluctuate according to the changing 1levels of . international
demand.  This characteristic is further amplified by the Ffact
that the number of species with international commercial wvalue:
which can be gaught in 51zable quantlty is at present limited in
the Argentlne waters. :

The mnotable recent change in Argentina's marine = fisheries
was the increasing importance of landings from the Patagonian

waters, reflecting the new investments since the .late 1970s.
Fishing in the Patagonian waters is largely limited to the area
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petween 48° - 50°S. Lat., where Merluza, squid and prawn are
caught chiefly for export. Fishery resources in the Patagonian
waters ‘are not accurately known, especially in the area south of
50°g. Lat., although  their existence is reported to be
considerable, The further increase of landings is thus possible
through the development of new fishing grounds,

suggestions

In order to stimulate the gector's recovery from the current
slump and . ensure its:stable'growth on the long-term basis, it
would be necessary to formulate a national policy framework. The
basic .principle of the framework must be to reduce production
costs through improving the efficiency of fishing and processing
operations, and thereby to enhance the competitiveness of the
fishing industry.

The national policy framework for the fishery sector needs
to consider the following five issues. '

1) Effective management. of fishing efforts in accordance with
‘resource endowments

. The trawl fishing, as is chiefly practiced in Argentina,
has an implicit possibility of depleting the fishery resources,
if  exploitations become excessive relative to the level of
resource endowments. It will be important to  institute an
effective system of resource management, including not only the

-control over the upper limit of annual catches but also over
fishing periods and grounds, fishing methods, mesh sizes of
fishing nets, sizes of fish to be caught and so on. In the
medivm and the long terms, it is important to undertake more
accurate resource assessments on a regular basis for effective
resource management.

2) Renovation and modernization of the fishing capacity

The - total physical capacity of the existing fleet is
larger - than the maximum sustainable yields (MSYs) estimated by
the National Institute of Fishery Research and Development
(INIDEP) . Therefore, it will be necessary to adopt a scrap-
and-build scheme for facilitating the renovation and moderniza-
tion of the antiquated and inefficient boats, primarily those
engaging in coastal and conventional deep-sea fishing. Because
most of the fishing and processing establishments based at Mar
del - Plata lack. financial resources for renovation, it is
urgently necessary to expand the institutional financing.

For the Trenovation .of fishing equipment to increase the
productivity of fishing . efforts, it will be important to relax
the current restrictions on imports of eguipment, because the
efficiency  and durability of domestic products are generally

- lower ‘than the imports. The same applies to the imports of
‘fishing boats, including the relaxation of the restriction on
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the age of secondﬂhand boats.
3) Improvement of flshlng port fac111tles

harbor of Mar del Plata Port needs the Salvaging of

three sunken boats and the clearing of moored obsoblete boats o
facilitate efficient port operations. The oxistlng ‘ports  in

the Patagonian region are lnadequate for accommodatlng fishing

boats, and it will be necessary to improve piers and cargo

handling - facilities. In additien, steps need be - ta?en' to

provide better facilities. for supplylng power; fuel and water_
to processing plants on the shore, and to set up workshops for

simpler maintenance and repair of fishing equipment and boats.

4) Utilization of unused or undernsed resources.

There seem to be COﬂSlderable underutlllzed or unutlllzed'
resource potentials of: demersal spe01es_-sguth of -50°S.. Lat.
and pelagic and migratory species. It will be important in the
medium -and long terms to develop. suitable fishing methods for
commerc;al explo&tatlon on the basis of resource assessments.

Fish caught by trawling but without established commercial
value and residues after processing on board are now discarded
on the ocean. Research is thus needed to ascertain possibili-
ties of putting them to use., For instance, if fish culture in
the coastal areas ox in brackish waters around Bahia Blanca are-
found . technically and economically feaslble, they can be used
as feeds. : ' '

5) Product developﬁent for export promotion

It is important to develop new products which not only
gqualify for the sanitary and guality codes of the exportc
markets but also appeal to - the: consumers' preferences on
tastes, appearances and cooking methods. For this purpose, it
is necessary to strengthen the efforts to «collect . relevant
information on prospective export markets and feed it to the
domestic processing industry. : ‘

I1I. Industry

The Study on the industrial sector;consists.of-five parté.

The first part reviews the past trend and structural characteris-—

tics of the industrial sector as a whole. ~ The second to fourth

parts examine the  current 51tuatlons and prospects' of ‘three

industrial subsectors, namely, petrochemlcal ~industry,; elec-

tronics (computer-related industry) and agr01ndustry'(paCkaging),

which have béen selected in-accordance with -the Scope of Work and

the discussions belween the representatives of the two ' Govern-

-ments., The fifth part studies small and medium industries, which
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~the Argentine - Government congiders impdrtant in its dindustrial
promotional policies. :

1. Industrial Sector

Industrialization in Argentina progressed under import sub-
-stitution policies. The resultant industrial structure is more
diversified by comparison with other countries which have the
similar levels of per capita income. = At the same time, the
industrial import substitution supported by heavy protections
created weak domestic industries characterized by low produc—
-tivity and lack of international competitiveness.

Industrial production in Argentina began to stagnate in the
mid~1970s and deteriorated since the beginning of the 1980s.. The
decline in output was especially prorounced in labor-intensive
industries which produce intermediate inputs and machinery indus-
tries.- Furthermore, the discontinuity of economic policies, high
inflation, instability of the exchange rate and the real interest
rates, . and : other factors created . .the highly uncertain -economic
climate which was unfavorable to industrialists' investment plan-
ning and decisions. . Investments have been stagnant throughout
the last decade or so,. resulting in the aging and obsolescence of
productive plants and equipment. Virtual absence of new invest-

.ments which embody recent technological innovations indicates
that the country has been falling behind the on-going rapid
progress of industrial technologies in the world.

.~ The Government has been trying to reorient its industrial
policies in order to reactivate the existing industries and
expedite the growth of new industries, and considers that the
promotion of manufactured exports and small and medium industries
is the key to reactivate the industrial ‘Seotor.

Suggestions

From the viewpeint of Japanese experiences, Argentina's new
industrial policies should take into account the following
points.

1) Need to identify clear guidelines for industrial promotion

It  is essential to clarify the criteria for selective
industrial promotion and thereby to designate priority indus-
tries. The most important criterion for Argentina at the
present moment would be the efficient utilization of national
resources, both natural and human. = Processing industries of
agricultural products and petrochemical industries would be
important for utilization of natural resources, because Argen-—
‘tina has international competitiveness in major grains and
oilseeds, and is endowed with petrochemical resources.
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The promotion  of knowledge-intemsive lndustrlts llke elec-
tronigs and biotechnology industries would. be important from
the viewpoint of efficient. utilization of human resources.. The
development of such knowledge-intensive industries does not
appear very .- easy at the present moment, hecause -it - requires
strong supports in terms of technological buildup and capital
investment. However, the percentage of populatlon w1th highexr
~education in -Argentina is comparable to:those. in . developed

countries, and thus has lhe advantage in absorblng new technol—_
ogles by comparison with ‘othex Latin. Amexican countrtes. More-
over, the urbanized characteristics: of the economy and society,
as seen in the sizable presence of urban-middle clas_ and the
development of - the financial sector, . indicate the sizable
potential demand for manufactured goods embodying new
technologies. '

2) Need to introduce competltlve condltlons to 1ndustr1al - pro-
duction :

Technological progress . is indispensable -to industrial
promotion, -and = the existence of competition among enterprises
stimulates technology development. In -the oligopolistic market
where  competitive conditions are weakly developed,  indus-
“trialists would not. see adequate incentives in technology
development efforts. Unless the industries are only .interested
in’  producing for the domestic market and  the  consumers.  are
willing to.pay more for manufactured goods of lesser "quality,
it 1is necessary to credte competitive conditions in the market
by the minimization of protections and other measures.

3} Need-to formulate government policies through exchange of
oplnlons with the private sector

If industrial “policies are formulated solely by - the
government without due undarstanding of the real situations and
prospects of the respective domestic industries, they will not
bring the desired results, and may even disrupt industrial
production. In- this sense, 1t is crucial that - the indus-
trial  policies reflect the opinions and judgements of the pri-
vate sector. Closer exchange and coordination with the private
industries are important not only for formulating overall
guidelines but also for identifying concrete pollcy instruments
for specific industries. In Japan, for this purpose various
advisory councils such as the Industrial Structure Council and
the Industrial Technology Council have played 1mportant roles.,

4) Need to enhance the confldence of forelgn capltal f

The stlmulatlon of-domestlc 1nvestment is indispensable
for reactivating the industrial sector, but it is also impor-
tant to encourage the entry of foreign capital, . Frem  the
viewpoint - of technological .development, the: entry of - foreign
capital embodying. advanced technologies will be of - special
significance to the economy. In order to induce investments of
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both foreign and domestic capital, it is necessary to improve
the -investment environment (the stability of economic policies
and ' price movements, advantage of financial costs, etc.).
Especially with respect to foreign capital, it is essential to
‘enhance  the confidence of prospective investors in the Argen-
tine - market, by ensuring the continuity of legislations
conéerning foreign capital, = and providing consistent admini-
strative treatments of incoming foreign investors.

5} Need to strengthen support systems for'technology development

The public sector institutions like the National Institute
for Industrial Technology (INTI) and the National Council for
Scientific - - and Technological Research (CONICET) undertake
and/or . - promote research and development related to induskrial
technologies, but . their efforts are constrained by budgetary
and manpower limitations. The contact of these institutions
- with private industries is generally weak. - Thus the needs of
industries ~are not necessarily reflected in their activities,
and as a result, .their research outputs do not often influence
actual productlon processes.

Therefore,'_it will be necessary to strerigthen the func-
tions of the public sector research institutions, including
their _intéractions with private industries. In this connec-—
tion, it will be necessary to 1) coordinate well between pro-~
jects and programs undertaken by various public sector research
ingtituticns, .2) oprovide appropriate incentives to promote
research and development activities of private enterprises, and
3) strengthen training programs for middle-level technicians to
facilitate the application of research outputs to production
pProcesses. ’

6) Need to establish a long-term Ca?ital market

The increase of investments is necessary for the reacti-
vation of 1ndu5tr1es, and the availability of long-term financ-
ing is necessary for increased investments. Partly because of
the - economic fluctuations in the past, the capital market is
yet underdeveloped in Argentina and the market of long-term
capital is practically non~existent. :

~Japan did not have the developed capital market after
World War 11, and introduced a system. of bhank-issued debentures
in ordexr to mobilize money in the private sector and channel it
to finance the growing demand of industrial investments. This
experience ‘might be useful for Argentina as an institutional
device to activate a saving-investment circuit, enabling domes-
tic savings to be cycled to industrial investments.
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2. Petrochemical Industry

Until - the ‘0il crises in the 19708, ‘the . world  productive
capacity of various petrochtmlcal products was mostly: in  the
hands of the developed countries. . The sharp soaring of  oil
prices after the crises worked to put off farthex investments in
petrochemical industries by Western European countries’ and ‘Japan.
Meanwhile, countries endowed with hydrocarbon “resources - like
Saudi = Arabia began to invest. in various petrochemlcal ‘complexes
with the increased earnings from crude oil exports in order to
utilize surplus natural. gas effectively. During the last ten
years or so, the productive capacity of petrochemical industries
utiliiing naphtha as. raw material in Western Burope and Japan
‘stayed - stagnant, while the capacity wutilizing ethane in
resource-endowed countries expanded rapidly. ‘

Plastics: are one of the major final petrochemical deriva-
tives, ‘and ‘their demand grew rapidly because of their  diverse
advantaQes,_ by replacing traditionally-used materials.” However,
the substltutlble demand- alleady began to taper off except for a
limited number of products in the industrialized countries, while
sharply increased prices of raw materials functloned to ‘depress
the growth of the -demand for plastics. : C

The strength of petrochemical indiustries in  Argentina is
found primarily in the lower prices of raw materials and energy.
For example, the cost ‘of raw materials for ethylene in Argentlna
is roughly three rlfths of the cost in- Japan.

Major disadvantages ‘are hlgh costs of plant construction and.
‘of transportation for expoxtlng the products. ngher ‘costs -~ of
" construction are partly because of the high proportion of imports
in plant eguipment which embody special high technologles - In
addition, delays of delivery of equipment and supplies manufac-
tured by domestic. enterprises, and the postponement . of construc-—
tion works due to the shortage of financing. contribute to- the
increase of construction costs. . The costs of plant construction
in Argentina are 20 - 50% higher than in the US c¢oast of = the
Mexican Gulf. : ' S T

Because of Argentina's geographical location, the transpor-
tation of petrochemical products to major consuming.mérkets. like
North America, Western Europe and Southeast Asia are more. costly.
For instance, the transportation costs of low-density polyethy-—
lene to -Southeast Asia are equivalent to some 30% of the FOB
prlce, and 12 - 13 if destined to Western Europe, :

Argentlna s petrochemlcal 1ndustr1es are lelded into three
groups of public enterprises, sub51d1ar1es of foreign companies
and national companies, each having' different .interests -and
orientations. Moreover, there are differences of interests in the
public  sector, - for example, = between  the ~ State Petroleum
' Corporation (YPF), the State Gag  Company  (GDE) and governments of
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the provinces with hydro-carbon reserves. Adjustment  and
coordination = of different interests and needs seem to consume
considerable time before finalizing decisions,

- Because - of the sudden drops of oil prices which are confus-
ing international markets of petrochemical products, it is diffi-
cult to evaluate the feasibility of investments in petrochemical
industries. =~ Therefore, it - is judged better to postpone large-

. gcale new investments until the stabilization of international
market - conditions of crude cil.

Suggestions

1t is important for the Government to make effective coordi-
nation for -correécting some imbalances caused by the delay of
projeét implementation and +to formulate a consistent policy
_framework for the future projects. The following points need be
considered for policy formulation.

1) Strengthening of the Government's comprehensive coordinating
role over new investment projects through clarifying
priorities

2) Periodic and speedy assessment of international market con-
ditions of petrochemical products

3). Formulation and implementation of policy instruments to
~stimalate investments of national and foreign capital in
petrochemical industries

4) Reduction of plant construction costs, by such measures as
reduction or exemption of taxes on imported plant equipment,
and ' rationalization efforts in construction works and pro-

- .curement

5) Aboljition of related export taxes and scheduled reduction of
import duties

3. Electronics (Computer-related Industry)

(1) Computer industry

Computerization has been progressing steadily in Argentina,
and the domestic production plan for microcomputers was announced
in January 1985 by the then Secretariat of Industxy. However; in
order to formulate strategies and policy instruments for foster-
ing the domestic computer industry, it is necessary to recognize
its characteristics, most notably, the rapidity of technological
- innovations, - huge = investments in plant equipment, and the con-
.stant need of sizable R & D investments.

The progress of computerization in Argentina has centered
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around home computers and . mlcr0~computers. The demand for large
compiters (main frames) has beén stagnant in the last five years.,
Subsidiaries of US. computer companies-‘like 18M  (chiefly  main
frames) and Texas Instruménts (home computers) have most of -the
market share in Ar¥gentina. . A natlonal company began to -produce
micro- computers since the beglnnlng of the 1980s, but its produc—
tion 1s ‘an’ assembly -6f 'imported semifinished components. Full~
scale domestic production of computers will require sufficient
preparations and sizable investments.

Suggestions

Because of the relatively small domestic market and the high
speed - of technologlcal progresses - in this industry in- the world,
the = Government Wlll have to bear-a considerable burden in .order
to 1mplement the: proposed computer nationalization plan.  For ‘the
development of the computer 1ndustry in Argentlna, the feollowing
p01nts are suggested : -

1) It is essentlal to formulate a well thought-out long—term
"plan - through ‘close. coordination and exchange of opinicns
with the private sector.

2} The domestic'proddction plan for micro~computers. divides the
related components into eight segments. However, in order
to - benefit from possible economies of scale;, it is. not
advisable to stick to the eight segments. It will be impor-
tant to readjust the.segmentation flexibly and to. promote
competition. This will in the end serve to improve - inter-
national competitiveness of the industry.

3).The participating companies in the plan are provided with
fiscal incentives like tax exémptions or reductions. But it
is also desirable to offer financial . incentives of low~
‘interest loans. ' ’

4) It 1is necegsary to stimulate the potential domestic demand
by such measures as setting up an institutional lease sys-—
tem, which -has been effectlve in Japan durlng the early
years of computerization. '

5) In oxder to utilize the limited funds more efficiently, it
is desirable to integrate the .computer-related - research
projects which are now separately carried out by different
institutions. : -

(2) Information service industry.

“Balanced  growth~ of hardware ‘and software - technologies is
indispensable to the’ steady’ growth of the computer dindustry: It
will be important to implement policies which favorably infiluence
the use of computers and software development. = At the . présent
moment, = “in-house software  development is predominant in
Argentina, and ' the software industry is still in the incipient
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stage of development.  Basic software programs used in Argentina
‘have - so far been those developed overseas, but the country has
the potential to develop its own software industry which makes
applied software programs in Spanish.

§ngestidns

In order:to'prémote'the growth of the software industry, it
is necessary,to;formulate and implement policies by emphasizing
the following points.

1) It is important for the'Government to adjust the implementa-
tion . of the -domestic computer production plan from the
viewpoint of increasing computer users. The protection of
the domestic computer industry through import restrictions
should not be too rigid to discourage the spread of com-
puterization among petential users.

2) It is ne¢e$éary to modernize telephone networks which will
be indispensable to c¢reate a society where . computers and
communications will play an important role.

3} It is advisable to upgrade computer education and dissemi~
nate practical knowledge and skills in computer utilization
widely among the public. Practicable training programs must
be organized for entrepreneurs of small and medium indus-
tries and middle-level technicians.

4) ‘It 4is necessary to set up a financing scheme for the soft-
ware industry. Because the development of software programs
usually'3requires time ‘and money, it is desirable that
-governmentél and private banks provide financing for the
opéerating capital during the initial stage of software
development.

5) It will be important for the Government to place orders of
software. development in order to foster the software houses
in Argentina.

(3) NC machine tool industry

The application of electronics to machine tools accelerated
in  the world only .during the -last decade or so. In Argentina,
numerically controlled (NC) machine. tools were introduced for the
first: time around.1970. Domestic demand reached 54 units. in 1981
but"decfeased 18 units in 1983 reflecting the change of econocmic
. environment. Replacement of industrial machines has- been gener—
cally very slow in Argentina. Therefore, the introduction of NC
machine tools’ to-replace obsolete_machines will make a great
impact on the improvement of productivity and consequently on the
reactivation of the industrial sector. It is urgently necessary
to institute policy instruments to promote this process,

At present, four .large machine manufacturers produce NC
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- machines in.Argentina, but all of them rely on imports for core
components like NC unlts.r The employed manufacturing technology
vary depending.on the respective companies' policiés, ‘and consist
"of licenced production technologies and in-house techneologies.

Suggesti@gg

In order to expedite the growth of the NC machine tool
industry, it is important'to take the-following neasures.

1) Tt 1is necessary to lnstltute fzndnc1al and flSCal incen~
tives under firm development policy, including the scrap and
build scheme, in. order to stimulate the demand for NC
machine tools. C

2) It is  advisable to take measures. to ‘upgrade . the
technological level of the existing NC machine companies’
further. Possible measures  are; a) promotion of joint
efforts between "public research institutes and _private
companies in related research and training of technicians,
b) tax incentives on R&D expenditures and c) intexrnational
exchange of information and experts.

4, Agroindustry {(Packaging}

In the discussion meeting with the Study Team, the Argentine
counterparts haVe-péinted ~out . .the problems. of guality -and
production ~ control. and packaging concerning agricultural = pro-
cessed products. The Study has selected the issue of packaging.

Domestic consumers in Argentina arc -~ apparently less-—
demanding on the quality of packaging compared with the counter-
parts in the developed countries. Agricultural’ ‘processing indus-
tries do not have strong interest in the improvement of packaglng
technologies, ~and this ‘seems to be -an. edonomically’  rational
behavior, as long as they supply to the domestic market.  How-
ever, the improvement of packaging is considered as one of . the
important .conditions for promoting exports of agricultural.'pro—
cessed products.

The basic quulrement for modern121ng packaglng technologles
is to use those packaging materials which are stable in. gquality
and low in price through mass production, such as plastics,
corrugated paper, and tin plates and alminium.. Most of - these
basic packaging materials. are produced: domestically in Argentina,
but ‘their guality is generally lower than in the developed coun-
tries., Moreover, their monopolistic -or oligopolistic production.
makes their prices generally higher than in the deve]oped coun-
tries, and this seems to be reflected in the’ country 5 - consump-
tion pattern of packaging materials.

Most of the plastics used as packaging materials are prb~
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duced in Argentina. However, the country's per capita consumption
of plastics is .still relatively low, = equivalent to one sixth of
the level in the USA and one fifth of that in Japan. = The con-
sumption isg thuS“likely to increase in the future, For transpox-
tation packaging, wooden hoxes are chiefly used, and corrugated
paper boxes which are widely used in the déveloped countries are
- less’ important  mainly for economic reasons. Tin  plates are
manu factured by only one company, and they have quality and price
problens. '

The pfeliminary -findings from the limited  company visits
conducted during the present Study are as follows: The padkaging
of frozen fish for exportation is adequately done by using corru-
gated - paper boxes effectively. The flat. tray shrink method is

‘used:. For- the trangport packaging:of canned fishery products in

some plants. - This method tends to cause dents on the surface,
‘and. it will be necessary to improve the technology. Canning and
" bottling of vegetables and fruits need better systems of guality
and prodiuction control. - Generally speaking, the  current
inspection systems over production - processes were found
inadequate. :

Suggeétions

-In. order .to improve packaging technclogies in agroindus-
tries, it will be necessary to consider the following measures.

1Y Training of packaging specialists

Packaging has to cover diverse areas in terms of materials
and technidlogiés it utilizes. . Seminars and training courses on
packaging technologies are important not only to raise the
levels: of the specialists but also to provide opportunities for
exchanging technical information and experiences accumulated in
different industries. '

2) systematic upgrading of packaging research

Packaging technologies are c¢losely interrelated  with
technologies wutilized in transportation, cargo handling and
stordge. Therefore, a systematic approach is necessary for the
development of packaging technologies.
3} Opening of packaging - fairs

It is useful to hold periodic local fairs on packaging in

order to appeal the importance of packaging to consumers as
well as manufacturers and users of packaging materials.

5. Small and Medium Industries
The Government considers ﬁhat the ‘promotion of  small and
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medium . industries is one of the key policies to Lcactlvate ~the
industrial sector, but has not yet announced any -concrete stra-
tegies and policy 1nstruments. _The understandlng of the actual
conditions of small and mediwn industries is essentla] to  Forma-
late effectlve policies for them. : '

Thére _have been no set official definitions of 'small . and
medium industries in Argentina, and.the Governmeht is now prepar-
ing their own definitions. The standard definitions are indis-
pensable for effectively and objectively targetting promotional
policies on certain categories of entexprises.

In consultation with - the counterparts and  the staff  of
related - government agencies, the Study tentatively used  the
following definitions on thé basis.of the available: statisitics:
'small"ehterprises are those which employ 50 workers or less,
-medium enterprises from 51 to 200 workers, - and large enterprises
more than 201 workers. SR ' o

As of 1984 small and medlum enterprlses in Argentzna as
defined above accounted for 97% of the total number of industrial
establishments, 56% of the total workers in the’ industrial sec-
tor, and 44% of the total industrial production. These figures
indicate the importance of small and medium enterprises.  The
participation of small -and medium - enterprises :is especially
important - in metal products and machinery industries and food
industries, foTlowed by textile and apparel industries and chemi-
cal industries. = :

On the basis of the llmlted number of 1nterv1ews eonducted
during - the Study, small and medium’ enterprises of ‘the lndustrlal
gsector in Argentlna were found to have the following characteris-
tics. Firstly, they employ’ stabilized production technologles
and manufacture products of stabilized quality. Secondly, . they
manage to-continue their operations although the levels of capa-
city utilization are generally low. Lastly, they do not rely on
external financing. : . . '

Many small and medium enterprises maintain their ©ld machi-
nery and. equipment rather well, " and apparently have continued to
manmifacture -the same old: set of products for years. One of the
immediately noticeable problems is that small and medium enter—
prises.. lack forward-loocking entrepreneurial 'attitudes. Except
for a few in machine tool industries, the interviewed enterprises
do not.exhibit strong interest in the introduction of new tech-
. nologies, the development of new technologies and products - on
their own,  ang the new. market development. :Such passive -atti-
tudes . are understandable to a certain ‘degree, - because they must
have been’ related to the deterloratlon of the business. environ-
ment. which was caused by the economic fluctuations and - frequent
changes "of ' government economic policies, 'especially since  the
mid-1970s. At the same time, their passivity must have been
‘related  to the long—standlnq import substitution pollClee which
protected the domestlc ‘industries from competition.
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-Passive entrepreneurial attitudes are not limited to small
and medium enterprises and apparently one of the general charac-
teristies of the industrial sector in Argentina where the compe-
tition in the domestic market has not been. very strong. But they
appear to be more manifest among small and medium enterprises,
primarily because it is wmore difficult for these enterprises to
bear the risks of investments in new technologies and new pro-
ducts.

During the Study, entrepreneurs of small and medium indus-
tries were often found to have other industrial or non-industrial
lines of business. This might partly explain the above-mentioned
observation -that small and medium enterprises manage to continue
their operation despite the generally low level of capacity
utilization. The plurality of business might be related to their
need  of distributing the risks of entrepreneurial undertakings,
given . the economic fluctuations they experienced for quite some
_time. The overall business environment in Argentina might have
. been unfavorable for them to commit themselves fully to nanufac-
~ turing. -

. The interviewed enterprises asked for better access to
external fimancing in favorable terms and technical supports from
the = Government. At present; the National Development Bank
(BANADE)} . has finacing schemes for small and medium industries,
while the National Institute for Industrial Technology (INTI)
provides technical supports.

The BANADE started its small and medium industries financing
scheme since 1984, but the available fund was limited. The Bank
added a new line of credit in March 1986, - and alsc began to lend
from its schemes indirectly through commercial banks in order to
offset its limited network of local branches.

Technical supports which the INTI offers to industrial
entexrprises chiefly consist of measurement and testing services,
development of new technolcocgies on the commission basis, distri-
bution of technical information, and training programs for mana-
gement and technical staff. Because of the limited funds and
manpower, however, .the INTI's programs in these spheres are far
from. being sufficient to satisfy their intended beneficiaries.
The interviewed small and medium enterprises pointed out that the
INTI did not sufficiently understand their real needs and that
its interactions with private enterprises were limited.

~ The INTI's laboratories and other facilities are chiefly
located in the Federal Capital and its proximity, and its region-
al facilities are limited to other major cities of Rosario,
Cordoba and Mar del Plata. This physical distribution itself
suggests the limitation of the INTI's activities with respect to
small and medium industries. At present, organizations capable
of- technological supperts are virtually non-existent on the pro-~
vincial levels, and thus there is no adeqguate information on the
real needs of local small and medium industries. In Japan, for
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“instance, 1ndustrlal experlment and research lnsiltutlons of the
prefectural governments play an important role in finding out the
needs of local 1ndustr1es and prov1dmng necesaaly technical smp~~
ports. : : :

Suggestions :
{1) Promotional policies foér small ahd mediumn indﬁstries

Promiotiocnal pOllCleS for small and medlum Lndustrzes must be
consistent with the overall national: strategy for. '1ndustr1allza“
tion. At the same time, "it is necessary to vary ‘the relatlve

- emphasis of ‘such  promotional- policies in accordance “with the
types of small and nedlum 1ndustr1es ' -

The. majorlty -of small and niedium “industries - are " "tradi-
tichal" @ in the sense that they’ manufacture: standardlzed products
with: sLandacdlzed productlcn technologles for :local markets, such
as bakeries and repair shops. ~Another type of industries .also
manufacture standardized products with standardlzed “technologies
but w1th wider market orientation, 1nc1udlng overseas ' markets,
such. . as machlne tool manufacturers and other types ‘of machinery
industries.. The last type consists of small and medium industries
which are "progressive" in the sense that they. are interested in
developing ‘new. products;. new production technolegies and new
markets by taking advantage of their highly skilled manpower = and
the flexibility derived from the small size of their operations,
such . as high technology industries in electronics or biotech-
- nology. ' : e o

The first two types ‘of, Small and medium 1ndustrles w1ll need
technical information and tralnlng to’ upgrade theixr products and
productlon technologles, and- supports to ‘their. efforts for market
expansion in addition to usual types of financing. The last type
of 1ndustrles will chiefly reguire financing which supports their
technology and product development efforts.

(2} Financial assistance

- The. limited  availability of funds still remains a major
problem, ‘but in addition, = the BANADE's. institutional financing
for small and medium 1ndustr1es needs to take lnto account the
fellowing p01nts

1) In order Lo raise the effectiveness of institutional
Einancing, lt is essential to select- target lndustrles, and
the selectlon must. be consistent with the strategies ‘of
natlonal 1ndustr1al pollc1es. : : R

2} The BANADE .has just 1ntroduced the 1nd1rect flnan01ng
“through. commercial banks. ConSLGerng the BANADE's limited
manpower and branches, thlS indirect. flnanc1ng system will
be effective for the promotion of small and medium industry
financing. However, it  .is neecessary to control - careful Ly
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the . prqgress of this financing system} in order to ensure
the effectiveness of industrial policies.

3} It is necessary to provide preferential lending terms for
small. and medium industries. However, such terms should not
be overly . preferential compared with commercial lending
conditions, because wide differentials increase the need for

~the - BANADE to check closely proper utilization of loans,
thus constraining its routine operations.

{3) Technical assistance

On the basis of the preliminary findings, it is advisable to
consider the following points in order.to strengthen technical
suypports to small and mediuvm industries.

1) To grasp the needs of local small and medium industries and
provide them with appropriate technical services accordingly
by utilizing . existing institutions and/or by establishing
technical institutions at regional level,

2) To  strengthen technical and management consulting services
for small and medium industries, with the INTI playing the
central role,

3) To set up a system for providing up-to-date information on
new technologies, new products and internaticnal market
“prospects, with ' the INTI playing the central coordinating
role,

4) To strengthen training programs for technical personnel at
the INTI and other public sector institutions. The on-going
training programs of the INTI are of short duration of
several days and largely consist of lectures. It will Dbe
necessary to introduce training programs of longer duration,
‘such as six or twelve months, and to emphasize workshop
training.

IV. Transportation

. On the basis of the Scope of Work and the discussions with
the’ counterparts at the Planning Secretariat and the representa-
tives of wvarious transportation-related government agencies, the
Study has selected five issues for examination. Namely, they are
1) ~ an overview of transportation development in Argentina, 2)
efficient wutilization for grain transportation of Parana and La
Plata Rivers, 3)'containerization in Argentina, 4) cargo terminal
in Buenog Aires, and 5) development of alternative accesses
toward the Pacific.
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1. -Overview of and Perspective for Transpcrtation-DevelOpment-

" The tlansportatlon system -in Argentina has well-developed
networks chiefly in the Pampa region where there are concentra-
tions  of the population and productive ' activities. However,
because = of the :prolonged period of - economic . stagnation,
investments in.new transport: infrastructure and the .maintenance
of the existing facilities have been inadequate... These delays of
investments necessary to catch up with the on-going 1nnqvat;onu
of tramsport technologies in the world —and the Cinsufficient
maintenance and repairs may become serious bottlenecks to the
anticipated industrial activation and export promotion.

In order to develop the national transportation system, . it
is especially important to take the following steps.

1) To strengthen the maintenance and improvement of the exist-
ing facilities, e: peClally rallways and ports_ ' :

2} To formulate guldellnes for transportatlon development in
the. outlying -regions which the Government is - plarning to
develop ’

3) To reformulate p011c1es on transport tariffs and. . government
subsidization in order to enable the operating entities to
make necessary reinvestments,  in view of the wide dispari-
ties between the tariff structure and the actual transporta-
tion costs : :

4) To - concentrate. investments to the developments necessary to
catch wup with the world  transportation trend, especially
concerning containerization and introduction of large bhulk
carriers '

5} To develbp transportation gsystems which_effectively utilize

new communications technologies,  provide speedier and
economical services and handle diversified and smaller lots
of cargo.

2. Efficient Utilization for Grain Transportatlon of Parana and
La Plata Rivers

Argentina currently exports some .24 million tons. of :grains
and  their by-products. Approximately 70%. of: these'éxpoﬁts-'are
handled by the ports developed along Parana and La Plata Rivers,
and the remainder by the ports on the Atlantic coast, most notab—
ly the Bahia Blanca Port. = Although very important . for grain
exports, the river ports have  their inherent-limitations; requiré
ing frequent maintenance dredging to cope with constant sedimen—
tation in their berths and access channels.

28



Furthermore, because of ~the shallow drafts of berths and
access channels, it is not possible at these ports to full-load
PANAMAX~type_'ships.which are most commonly used for grain trans-
portation in-the world. | Top-off operations must be done either
at the special facilities set up near the mouth of La Plata River
or at Bahia Blanca Port. This sort of double or triple loading
is one of the major factors which increage the share of transpor-
tation cosfs in the export prices (FOB) of cereals and oilseeds.

Exports of five major grains and their by-products are
tarqetﬁed to increase to some 40 million tons by the beginning of
the 1990s. - Although efforts for the improvement of Argentina's
grain = transportation . system are presently focused to  the
-development of Bahia Blanca Port, on which no detailed reference
is made . in  this study since it is an on-going project, the
present Government has not vet formulated its long-term policy
framework clarifying the direction for developing the grain
transportation system for the future. The on-going government
measures chiefly address to the solution of short-term 1issues,
and sometimes lack adequate consistency among themselves.

Suggestions:

In order to cope with the targetted increase in grain
exports, various . actions and investments will be necessary to
upgrade the transportation system. In addition to the on-going
Bahia Blanca Port development project, two important projects are
as follows.

1) To develop a deep-sea port at Queguen

2) To set up a floating elevator near the mouth of 1.a Plata
River -

From the viewpoint of offering some fundamental sclution to
the constraints of the country's entire port system, one possibi-
lity is to construct a port island off the coast to the south of
La Plata River. But this possibility would involve huge initial
investments compared with the above two projects, and thus it
would be necessary to consider it from the long-term perspecltive.

In order to develop an efficient and economical grain trans-
portation system, it 1s important to identify a consistent long-
term policy framework. For this purpose, it is necessary to
assess the future grain production and its regional distxribution,
and examine land transport systems, ports, and river transport
systems in a comprehensive manner. It will be desirable to
evaluate the projects mentioned above and identify an appropriate
schedule for their implementation.
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3, Contaiperization in Argentina

The contalnerlaatlon of cargo hﬁs been progressxng rapidly

in marineé. transportation not only between developed countries but
also between - them .and developing countrles. _ It is. expected
moreover  that large full container ships loading 3,000 -~ 4, 000
TEU . {twenty Ffooter equlvalent unlLs) w1ll become, dominant
ocean traffic in the foreseeable future.

Buenos Aires Port alone currently;handles container cargo in
Argentina. Because of the draft limitation of the. access chan-
nel, the port will not be able to accommodate " large container
ships, while the existing container handling yard and related
facilities are extremely limited.

buggeqtlons

Given the Current trend of’ ocean frelght the development of
a container porxt is requlslte in Argentina - for industrial actl—

vation and export promotion of industrial products. The -expan-

sion and improvement of the existing container handling - facil-
ities at Buenos Aires Porl might be sufficient in the 1mmed;ate
future, but - it is necessary to consider the long-range develop-
ment of a .container terminal at . an Atlantic dJdeep-sea port,
preferably close to the Federal Capital.

4. Cargo Terminal in Buenos Aires

Along with the inerease of cargthransportation-by. trucks -

since the beginning of the 1960s, the need to establish a’ cargo
terminal. in Buenos Aires City gradually became apparent. A .con-
sortium of 121 private trucking firms established a’ cargo termi-
nal company. in 1978, “but the terminal is not yet = constructed.
Moreover, the National Directorate of Road Transport, the Minis-
try of Public Works, carried out a feasibility study on the cargo
terminal in 1982. The study selected La Matanza as the candidate
site for the cargo terminal and calculated the high economic
internal rate of return.

Suggestions '

On the basis of similar Japanese experiences; the strategy

for developing a cargo terminal at Buenos Aires needs to consider

the follow1ng p01nts.

1) Tt would'be useful to considex the-possibility' of- Japeﬁfs.

so-called third sector approach in which the central govern-
ment, the municipal government. and the private sector joint-
ly invest to set up the general cargo terminal.

2) It . is necesgary to make appropriate legislation which
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defines - the access to official financing, preferential
treatments for the managing entity and users, an appropriate
. system for operating the terminal, -design standards of the
terminal facilities, etc.

3} If  the general cargo terminal is to be constructed at La
Matanza, the strategy should be to plan it as a complex of
the - distribution industry, by.facilitating good working
relationships - with users {associations of trucking £firms)
-and with the owner of the premise (Central Market of Buenos
Aires), and also by paying due attention to environmental
conservation.

5. Development of Alternative Accesses Toward the Pacific

Economic .activities in Argentina developed mainly within the
radius of 600 km from the capital on the basis of the productivi-
ty of the humid Pampa. However, in order to overcome the econo-
wic. difficulties the. country ‘is now facing_and'to reduce the
regional-7econ0mic disparities, it is considered necessary to
activate fully the development potentials of the underdeveloped
outlying regions of the country.  'The development of the North-
west (NOA) is being considered from this viewpoint,

. The solution of the problem concerning the . Beagle Strait
improved the relationship between Argentina and Chile, and opened
a possibility of exporting the products of the NOA . through the
ports, in Chile. '_Therefore,_each of -the provinces along or close
to the border with Chile are now actively promoting.the develop-
ment of a trans-Andes passage to Chile as the key to activating
their respective provincial economy.

A number of studies have been done or being done on develop-
ment possibilities of trans-Andes routes. But they are considered
inadequate in their respective assessments of development poten-
tials in the hinterlands, possibilities of overseas marketing for
regional products, and the future transportation demand generated
along the proposed routes. . And the studies are in need of better
coordination in line with the common methodological framework.

Suggestions
In order to determine priorities among proposed routes to
the Pacific and formulate a program of their development, it is

necessary to examine the following issues.

{1) Regional development prospects and transportation demand
projections for the respective proposed routes

1) Formulation of a development plan for the region within
the “sphere of influence of each proposed rounte
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2) Overseas market analysis for regional products
3 Analysis'of'fransportation costs for the proposed routas
4) Transportation demand projection for each proposed route

$) . Technical studies ({required service levels and design
standards, development policies for the related ports,
etc.) - :

(2) Feasibility study on alternative routes

1) Technical = studies (surveys on critical portions of - the
routes and identification of plans for improvement or
new construction, = indicative route designs, and. cost
estimates)

2) Analysis of comparative advantages of  the proposed
routes : .

3) Formulation of a development program for the - priority
route '

4} A plan for financing and a plan for operation

Many of the issues mentioned above have been either already
studied or currently being studied by the related agencies ox
departments of the Argentine central and provincial governments.
Therefore, .the remaining major work is to integrate and coordi-
nate fhe results of their studies in line with :the consistent
methodelogical framework and to conduct necessary supplementary
studies. It will be necessary to designate a special oxganiza-
tion in the central government for systematic coordination.

V. Export

The Study  has reviewed 1) changes in the export structure
and international competitiveness, 2) export promotion policies
and measures, 3) export activities of exporters, and 4} the role
of international trading companies. Some suggestions are pre-
sented on the basis of Japanese experiences. )

. Changes in Export Structure and International Competitiveness

Agricultural and livestock products account for over 50% of
Argentine  total exports, = and when their proceéssed producls are
included, the combined percentage exceeds 70%. The ‘contribution
of wanufactures to total exports is around 20%,; and no increase
has been observed since the mid-1970s. - Argentina's share ‘in the
total Central and South American market for manufadtures 'dropped
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from over 22% in 1960 to a little less than 13% by 1980,
2, Expoft Promot:ion Policy and Measures

{1} Polioies for export promotion:

Argentina's. exports always deponded heavily on primaxry com-
modltles, and the foreign exchange earnings from such traditional
. exports could finance the ‘imports of necessary goods.- Therefore,
the - need for aggressive export promotion policies has never been
really strong. Because of the continued decline of international
prices of primary commodltles and the increased interest payments
on - accumulated eéxternal debts in recent years, the present
Government has decided to strengthen its policies for export
promotion. :

The Export Promotion Law was. announced in October 1984, " 'The
Law - not only consclidated the existing export-related pro&o—
tional measures, - but - &also added new ones.such as a system to
encourage international trading companies and consortiums or
cooperatives of - exporters, a system for the certification of
export guality, establishment of the Export Promotion Fund, and a
system for the export promotion of regional products.

In addition, the Government. has been improving and streng-
thening the legal bases for export promotion since August of
1985, including the reduction or exemption of export taxes, the
creation of a credit system for industrial investments mainly by
small  and medium enterprises, and the establishment of the
Special Export Program which offers additional incentives to
exporters. Furthermore, at the end of 1985, the Secretariat of
Foreign Trade and the Secretariat of Industry were incorporated
into one agency for the purpose of implementing export and indus-
trial policies in an integrated manner.

(2) Improvement of 1egai bases for export promotion

The - Export Promotlon Law must be consistent with other
interrelated laws, especially with the Industrial Promotion Law,
the ~ Foreign Investment Law and the Technology Transfer Law. A
new Industrial Promotion Law is currently under preparation, and
it is desirable that the Law ‘emphasize industrial activation and
export  promotion consistently. . In the similar manner, the
-Foreign Investment Law and the Technology Transfer Law need also
be revised from the viewpoint of industrial activation and export
promotion. :

Industrial  activation will necessitate the importation of
capital goods from abroad in addition to procuring them domesti-
cally. It is important in this regard to reduce or exempt import
duties and to simplify the import proceédures.
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. -There are a number of 00nstra1nts to’ exports, “such .as slow 7
repayment of indirect taxes, “high import duties on capital goods,”
export  duties, hlgh direct taxes, and taxes on ocean. freight.
Fxport taxes have been certainly reduced since the end of 1984,
but a sizable number of manufactured goods are ‘still subject to
export taxation. Repeated incdreases of the petroleum tax and
utility service charges are also considered . constraining- “the
export promotion efforts of the private sector. _The’ tax ‘on ocean:
fTreight, though its rates were reduced, is currently imposed  on
both exports and'imports.. In addition,. it normally takes con-
siderable time for exporters to get the benelits from the. . impore
duty drawback system and the repayment system of value—added
taxes.

In order to draw benefits from various: programs for. export
-promotion, exporters  have-to apply separately to- the respectlve
programs and get approvals, and this is quite time consumlng.
The export promotion programs cover a wide. range of ‘manufactures
without clear designation of specific manufactures for selectiﬁe
promotion, At present, the Ministry of Economy is in charge of
approving the applications to. the various export . promotion prog-
rams. However, . the Segretariat of Foreign Trade and TIndustry
had better do this job, by listing up specific categories ' of
manufactures. in order of importance for selective promotion, and
then. approving the benefits to the applications in -accordance
with the list. Furthermore, it is absolutely necessary to sim-
plify the procedures-for application and.approval. .

{It has ko be noted that, _51nce August of 1986 or after the
Study Team's second visit to Argentlna, ‘import duties have been
selectively - reduced or exempted, and that the - procedures of
applying for import licenses, €fiscal benefits and the like have
begun to be simplified.)-

(3) Activities of various export promotion agencies

The Becretariat of Foreign Trade and Industry is directly
responsible for overseas dctivities for export promotlon, and
there is. no specialized statutory organlzatlon like the JETRO
(Japan External Trade Organization) in Japan. . Overseas market
information -is sent back to the: Secretariat from 63 . offices of
commercial attaches set up over the world. In addition, -the Sec~
retariat is in charge of planning the participation in Ainterna-
tional . trade fairs, '~ sending official missions to_overseas, and
undertaking trade negotiations, and has been strengthening its
export - promotion activities through the creation of  the Export
Promotion Fund and other'measures. On the other hand, exporters
associations (camaras de - exportadores) have been stepping = up
their promotional efforts, : '

'.The Secretarlat of Forelgn Trade and. Industry is now. plan-
ning to establish the data bank on the bagis of. the 1n£0rmatlon
sent by overseas commercmal attaches and thereby to provide on-
line services to prospective exporters, but the details are yet
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undecided. - Apparently, the Secretariat has no plan at the moment
to conduct-overseas market research, It is desirable to estab-
lish a system of information services, because basic market
information  must cover a wide range of subjects and requires - a
sizable co]lectlon of publlcatlons in overseas markets.

For thlb purpose, it ‘would be necessary to set up trade
1nf0rmat10n documentatlon and service centers at major industrial
cities in the country. In this regard, it is important to select
basic information items (including categories of merchandise) by
country and colleéct relevant ‘data on the continuous basis. 1t is
necessary ‘to select important merchandise categories for each
prospective market, and collect information therein on their
supply and demand, the degree of competition, marketing networks,
consumer behaviors and other relevant characteristics. It will
be usgeful to introducde the system. of market surveys by merchan-
dise category similar to the ocne adopted by the JETRO.

Commercial - attaches stationed overseas are entrusted to
mdertake various functiqns; and it would be difficult for them
to collect the basic market information on the continuous basis
as suggested above. Therefore, it would be necessary to assign

"additional ' pérsonnel, either . nationals or lacal staff, who
" specialize in such information collection and compilation. It is
advisable to start theé additional assignment in those countries
which / already import sizably from Argentina or has been increas—
ing 1mports from Argentina :

The basic conditions for export expansion are the improve-
ment -of productivity and the upgrading of product guality and
industrial design. Therefore, it 1is essential to stimulate
industrial investments & and strengthen industrial research and
development efforts. It will be necessary to expand the research
and’' development "programs at the INTI and orient <them toward
export promotion. It will be egually necessary to encourage the
private sector's efforts for productivity and quality improve-
ment.s.,: : :

The - establishment of industrial standards is indispensable
to upgrade productlon technology, - and thus to promote manufac-
tured “exports. A private organization called the Institute for
Rationalization of Materials (IRAM) has so far established stan-—
dards - covering 6,000 items. Most of the IRAM standards are said
" to 'be'sét’ somewhat below the internaticnal standards, "and they
do not have regulatory power unlike the JIS standards in Japan.
In order to expand manufactured exports, it will be necessary to
increase their coverage, raise them to the. international levels,
and give them legal power. The establishment of an export ins-
pection system is stipulated in the Export Promotion Law, but the
details are still being deliberated. It is necessary to put this
system into practice as early as possible.
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3. Export Activities of Exporters

Most of the ehporters in Argentlna are’ manufacturers them~
selves, and there are some 1, 000 firms which annually export more_
than US$ 100,000. The Export Promotion Law stipulates to foster
trading companies, but. a small number of the existing _trddlng
companies chiefly handle machinery and plant exports,  and differ
from general trading companies in Japan.. -

In order to.distribute the risks of their operatlons, . the
existing trading ‘- companies ‘need to. divexsify products’ they
export, engage in imports and domestic marketing, and increase
bulk exports and imports. Furthermore, it will be necessaxy . to
improve their access to unsecuzed long—term low-interest financ-
ing. - Curkently,. there aré some -ten c.onsortlums or cooperatives
of * exporters, and those handllng food products, . leather goods
(bags) and fruits appear most active in export promotion. It is
important for these groups to expand their membership and install
joint factories and other facilities to enhance competitiveness
of export products. ' : ' )

Few .exporting firms have branches or repredentatlves of
their own in overseas markets. The exporters chiefly obtain
market information from their trade partners. . The information
available from overseas commercial attaches are often considered
less than satisfactory for their trading business. :

4, Role of International Trading Companies

Japan's general trading companies developed their own net-
works of markeéting and infermation'gathering_all over the world
and  tried to follow market signals to estimate demand - prospects
in the various corners of the world. - Coupled with indﬁs~
trialists' efforits o improve the. potential international com—
petitiveness of their products, these efforts of the trading’
companies greatly contributed te the expansion of Japancse manu-
factured exports.

The tradlng companles also p]ayed an 1mportant role in: :the
lndustrlallzatlon of * the Japanese economy , . by securing stable
imports of cheaper and better= ‘quality industrial. raw materials,
sometimes organizing overseas lnvestments in mining. The contri-
‘bution which: the tradlng companies made to Japan's export expan-
sion prlmarlly depended on their personne] who were experienced
in the details of 1nternatlonal tradlnq bu51ness and their know-
how to utilize the personnel eff101ently. :

in Argentlna, .as mentioned already, manufacturers themselves
export - their products and specialized- tradlng companies are
relatively few in number. ° They have nof yet developed adeéquate
overseas networks of marketing,'personnel and information gather-
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ing. The most important constraint is the shortage of competent
- manpower experiehced in internaticnal trading business, Market
. informtion available through trading partners is not sufficient,
“and it is vital to expand the networks of information collection
in  prospective = markets. Because . of the underdevelopment of
trading companies ‘in Argentina, it is indispensable to strengthen
the information -gathering function of the overseas. offices of
commercial attaches,

5. Suggestions

1) With regard to the Export Promotion Law, - it is necessary to
put the programs and measures stipulated in the TLaw into
practice as early as possible, to simplify the procedures
for applying to various promoticnal programs, and to speed
up the repayment of indirect taxes.

2) It is important that the new Industrial Promoticn Law under
preparation is . consistent with the basic objectives and
major policy instruments stipulated in the Export Promotion
Lavr . )

3) It is desirable to abolish export taxes on manufactures
selected for export promotion, to abolish the ocean freight
tax on exports, and to institute fiscal incentives to
capital goods @ imports for modernization investment  of
exporting  industries. -

4) It 1is eéssential to simplify the export procedures and the
temporary import procedures, by studying examples of Japan
and other countries.

5) It is necessary to establish an export credit guarantee
system for the export promotion of small and medium indus-
tries.

6) It is important for exporting industries to make efforts for
improving the productivity, and the quality and design of
the products, and for expanding overseas markels. The
Government, on the . other hand, needs to strengthen the
information gathering function of overseas commercial
attaches, +to establish trade information documentation and
gervice centers in the country’'s major cities, to raise the
‘industrial  standards to the interxrnational level, and to
-stimulate the improvenent of industrial designs.

7) It is desirable to set up a system to educate younger

generation to become well qualified international trade
experts,
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VOLUME II JAPAN'S EXPERIENCE

The Volume 1I of the Report consists of brief. reviews of
Japanese exXperiences during the years after World War II, which
correspond to the five sectors selected for study in Volume I,
‘gpecific themes of Japanese experiences have been selected on- the
basis of the discussions with the Argentine counterparts at -the
Secretariat  of Planning and the lepresentatlves of the other
related government agencies.

“The reviews of Japanebe experiences - have been ' prepared
partly as references to be used by the members of the Study Team
in their analyses of the characteristics of the Argentine eco~
nong, and - partly as 5upplemetary -materials to . aid the
understanding of relevant Japanese experiences by the Argentine
cownterparts and other vepresentatlves. - )

I. Macroeconomy

This ‘chapter consists of two  parts. = The first part re-
views the patterns of Japan's economic development . and the
changes observed in the industrial structure from the period- of
reconstruction - immediately after World War II until the ' present
day. The second -part discusses the relevant aspects of the
macroeconomic plans in relation to the contemporary situations of
economic development, and presents the role played by. the. plans
in < the Japanese economy and the processes of plan Fformulation.
Furthermore, it  presents the role of various advisory councils
" established to facilitate the exchange of opinions between the
public and private sectors in the formulation of important
policies.

II. Agriculture

This chaper consists of three independent parts déal1ng with
three. specific areas of Japanese experiences, which have been
selected through the discussions with the counterparts and the
representatives of related Argentine government - agencies, The
first part reviews the current state of agricultural = biotechnol-
ogy research and development with emphasis on the public sector.
The second part  presents the wutilization of . electronics
technolegies- in Japanese agriculture., The third part reviews the
development of fish enlture and farming in Japan.

IIX. Industry
This chapter consists of three parts. The Ffirst part
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reviews Japanese postwar industrial policies which supported and
expedited - the changes of the industrial structure. The. second
part reviews the development of small and medium industries and
the governmental promotion policies in Japan. The third part
summarizes = Japanese ‘development experiences and policies
concerning petrochemical industry, electronics industry and
agroindustry (packaging).

IV. Transportation

This chapter consists of four parts. The first part
reviews the development of transport systems and the government
strategies for infrastructural development during the period of
postwar economic recovery and growth. The second to fourth parts
respectively discuss Japanese experiences in three specific
areas; namely, the cargo information system, container terminals,
and truck terminals.

V. Export

This chapter consists of four parts. The first part dis-
cusses the sgtructural changes of Japanese exports, and the second
part reviews :export promotion policies which supported the
efforts = fFor export expansion by the private sector. The third
and the - fourth - parts discuss the roles and contributions of
general trading companies and the Japan External Trade Organiza-
ticn (JETRO) respectively.

39






Vol I: ARGENTINE ECONOMY












CONTENTS

Page
I. MACROECONOMIC ANALYSIS . 4uevvsvuusastoansannossnesascssosas 1
1.  Economic Development and Structural Characteristics of
ENE. ECONOMY 4 s st s e e a's saatassnasosnssnnosannasssananansnns 1
11 OVEXVIGW . uuuweecsnossnsssrsssonssarassssssssverssennss i
1-2° Review of. Bconomic Development «..ve.vecesssssnsarenas 3
1-3 foupply and Demand Structure of the Economy «c...... .o 6
1-4 " Industrial Structure .......... S heaeseatarrs e anas 9
1-5 Social Aspects of the ECONOMY .«.eeuewn... Cereresaees e 16
2., Majox Ecdnomic Issues and Develcopment Strategy ........ . 20
2-1 Major Economic ISSUES .vveseenrsantsreesnnnsnsssasness 20
2-2 Economic Development Strategy ...... terierrereeaneaeaa 25

3. Fconomlc Perspective and Developmenf Plan .c.oiseeennscsnen 28
3-1 Stabilization Policies and Present Economic

Sltuatlon ........ fasse s a st seraeatariasesanus At se sy 28

3-2 Economic Perspective and Development Plan 31

4, 5uggestions ....eviiinestitiiecataataaaanas Careeesean s ee e 37

4-1  Fulture Directions for the Argentlne ECONOMY «cocevanns 37
4-2 Role of the Government: Transparency in Economic

PorspectiVe .....cseeceincesnvinsnsarannns e e ssseceenas 38

4~3 Need of Activating the Dynamlsm of the Private
SeChOY tiiiesanesssnretecarensesennansonasn sesssseraaans 40



" TABLES

- Page

I~-1-1 Annual Economlc Growth Rates of aelected Latln Amerlcan

Countrlee ...............‘.‘...ﬁ......................... 4
I-1-2 Gross Domestic. Product 6f Selected Latin Amerlcan ' '

Countries {(at constant- 1970 market Prices) ..ieeesasaese 5
I-1-3 Feonomic Growth,.. Investment and ICOR ssnssranvresaasonins 6
I-1-4 Structure of Deémand and Supply 1970-1985 L ' '
J {at 1970 prlces) .]....................‘............;..;. Vi
I-1-5 Gross Domestiec Investment, 1970-1985 e o '

(at 1970 prices) ........................;...;.I{.;;...... 10

I-1-6 Industrial Structure for Selected Latin Amerlcan
Countries (percentages ‘of the total gross domestic
product at constant 1970 prices). cedeareenren e ieesuas s 12
1-1-7 Gross Domestic Product by Industrial origin =
{(at 1970 prlces) (percentage of the total GDP at factor
cost) ................................................... 13
Economically Active Population by Economic Activity: e 15
Labor- Product1v1ty by -Industry . ..........,.........f...;;. 15
0 Demographic Factors for Selected Countries ..... ..eseesss . 17
1

Education Level of Selected Countries ....ceeessnssaaaasn 18
~2m External DY v e cneaansassascrinasonrsseseranacenannns 23
-2~ Balance of Payments ...cseseeeccnsns S ier s s 24

Recent Trends of Key Economic Indlcators B 30

FIGURES
I-1-1 Per Capita GDP (1950 100) Ceeter ettty 5
I-1-2 Income Distribution (percentage of household income, i
by percentile groups of households) ...c.iviiiiorennan-s 18
I-2-1 Effects of Liberalization POLicy .v.veevesreenssanesecess 21
I-3-1 Monthly Changes in Price INAeXeS ...esversesevrracraasens 29



I. MACROECONOMIC ANALYSES
1.-ECONOMIC DEVELOPMENT AND STRUCTURAL CHARACTERISTICS OF THE ECONOMY

1=1 :Overviéw o

" ‘The .pattern 'of long-term economic development in Argentina
significantly differs from the  standard patterns observed in the
developed Western countries, Japan, and many developing countries.

Firstly, the annunal average economic growth of Argentina in the
last * three decades remained roughly half the rates achieved in other
medium-income countries, staying at 3.0% in the 1950s, 4.3% in the
1960s-and 2.2% in the 1970s. In addition to the noticeably lower growth
‘rate,  the  trend over 30 vears deviates from those commonly found in
other: medium-income countries. That is, it does not show the accelera-
tion-of economic growth.

: Secdndly, the rate of investment in Argentina remained low
throughout . the three dJdecades despite.the relatively high level of
income. - Moreover, the . rate showed no appreciable increase  over 30
years. . This structural characteristic is closely interrelated with the
low growth rate and the absence of growth acceleration mentioned above.

‘Thirdly, the incremental capital-output ratic (ICOR), an indicator
of investment efficiency, remained.generally high in Argentina. Medium-
income - countries usually show a declining tendency. in this ratio,
indicating the improvement of investment efficiency. on the contrary,
Argentina's ratio shows a rising tendency, which means the drop of
investment efficiency.

~ Three . major deviations mentioned above are closely related to the
differences observed. in  the evolution of the industrial and -export

structures of Argentina. The industrial structure of the Argentine
economy  underwent a standard change in the long term.  The share of
agriculture in GDP declined from 16.5% in 1950 to 13.1% in 1975, while
that  of manufacturing rose from 20.5% to 27.8%. In other countries

which underwent similar changes in their - industrial structures, the
relative importance of primary products in total exports usually dec-
lined concurrently, whereas first light industrial goods and then heavy
industrial goods increased thelr percentages.

‘However,  Argentina. shows a deviation from this standard . pattern.
The = substitution of primary products by light manufactured goods (the
process of ‘so-called primary export substitution) and then the substitu-
tion of light manufactures by heavy industrial products (the process of
secondary export substitution) did not take place in Argentina along
with the standard change in the industrial structure. Although the
share of manufactures in.total exports has shown a gradual increase;
agricultural commodities have continued te account for the bulk of the
country's exports to this day.



Iin other words, although Argentlna sxgnlflcantly chanqed ltS 1ndus~_
trial structure through inport- substitutive 1ndustllallaat10n over . amn .

extended period of time, it has not yet managed to develop lndustrles s

through - the - expeﬁSion of  manufactured  exports. i FO develcptng1

_countrles, 1mp0rt substltutlon ls no doubt neccssary aL an: ,earller
stage of 1ndustr1alizatlon and it is p0551ble, and also de511able, forx-
the developlng countries Lo pursue import substitution and export. expana
sion 51multaneously in dlfferent mapufacturing - subsectors. After Jndush
trial development reaches’ 4 certain level, lndustn;elJzat;onm+without
'expan51on of manutactured exportsmw&ll sooner or- later encounter a
celllng of the “demand , 'especlally in: countrles Wlth relatlvely small
domestic markete’iike Argentlna :

Countrles ‘which are advanced in 1mport substltutlon need to import
certain quantltles of raw materials,’ 1ntermedlate 1nputs and - capital
goods so as to! pursue further 1ndustr1allzatlon S If these countrles
depend - on- foreign exchange earnlngs from prlmary commodlty eXports
pay for the imports. necessary for 1ndustr1allaatlon, downturns of pri-
mary commodity exports directly influence their industrial performances,
In other words,  in addition to the constraint.of the demand side men-:
tioned above, 1ng£str1a112atlon faces the llmltatJon of the Supply 51de.
The growth of Argéntina's prlmar§"égﬁmedlty exports’ Fluctoated FEpegted=
ly, and it is undenlable that the eountry 5 1nduetx1al performance was

affected by such fluctuatlons.

Manufacturing is 'usually the most. important leading sector -in
economic. development. The constraints in demsnd and . supply mentioned
above kept the growth of the manufacturing sector at a .low level in
Argentina, and this -unsatisfactory performance is one of the major
factors for the country s low long -term economic growth T :

The low 1ndudtr1a1 growth is related to the absence 'in Arqentlna of'
the cumulatlve process of 1ndustrlallzatlon in whlch new.lnvestments and
technology transfer lead to prOdUCt1Vlty 1mprovements"and therefore
industrial growth in partlcular and economic growth in general, which in
turn . stimulate investments.  This ‘absence of the cumulatlve process
partly explains the low investment rate and efficiency in’ Argentina.
Heavily protected _1mport_subst1tut1ve industrialization tolerated. the
persistent inefficiency of industrial production, and kept the invest-
ment efficiency from improvement.. ' - ' '

The current economic difficulties in Argentina have a great deal to
do. with  the failures of the liberalization policy during - the - later
1970s, such as industrial recession, persistent inflationdry pressures,
and the accumulation of huge external debt. However, these difficulties
are also-closely related with the structural problems dlscussed above
which emerged during the country's long-term ' process of economic
development, E SR ‘ :



o 1-2 Review of'Economic'Development

The Argentlne economy began to grow steadily since the turn of the
century, buttressed by - rapidly. grow1ng exports of wheat: and beef, and
the country attalned by the 19205 one of the highest standards of living
-in - the contemporary world._ Argentina began industridlizing its economy
in the: 19305‘and 19403, and - the share of manufacturing in GDP. reached
over 20% by 1950, After three decades since then, however, the
Argentlne economy seems to have lost an 1mpetus “of its dynamism, as
gleaned’ from macroeconomlc 1ndlcators like drowth rates of GDP and total
exports, by comparison W1th other major Latin American ~countries like
Brazil. and Mex;co.

' The;annualrérowthnrate of Argentine economy during three decades
since 1950 is 3%, This rate is less than a half of the levels observed
in other majox countrles of Latin America, such as Brazil and Mexico
{see Table I-3~1)... The very fact that the Argentlne economy could not
attain a nlgher growth rate than this for a very prolonged period
constitutes one of the most important characteristics of its
development. : -

-Pigure 1-1-1 shows the changes in per capita GDP with an index
starting at 100 in. 1950 and’ charting the movement from 1950 up to now,
The per capita GDP, .though ‘ihcreasing from the mid-1960s to the
mid=1970s, grew at a low rate ({(the average annual growth rate from 1950
to 1984 was 0.7%), and worsened especially after the mid-1970s.

Compared with other major Latin American countries, relative level
of Argentina's per capita GDP has fallen as shown in Table I-1-2,
Namely, Arqentlna s per capita GDP was US$ 944.8, 1. 76 times as high as
the average in Latin American countries in 1960 but the ratio dropped to
1.36 tlmes_;n 1980 and 1. 31 times in 1983, :

. The_.seeond 1mportant' characteristic of Argentina's economic
development is found in the trends in the country's investment ratio and
incremental - capltal output ratio - {ICOR, the ratio of gross domestic
flxed_lnvestment (GDFI) +o increase of gross domestic product (GDP))
which indicates the efficiency of investment. The investment ratioc (the
ratio of GDFI to GDP) increased from 14% in 1950 to 19% in 1960, but it
remained ‘at the level of 20% all through the 1960s and 1970s and
decllned in the first five years of the 1980s. This level of investment
ratio is con51derab1y lower than those in newly industrializing
countrles (NICS) such as Korea, Slngapore and Brazil. Especially Asian
NICs rapidly raised investment ratios during the 1970s. ~ In the case of
Korea,_for example, the investment ratio was 15% 1n 1965 and rose to 27%
in 1983

What is more serlous for the economy of Argentlna is the investment
-efficiency and ‘its deterloratlng trend. The 1ncrementa1 capital output
ratio (ICOR) <'hows a- r151ng tendency, in other words, a worsening trend
{rable I-1-3). It remained at the level of 5 in the 1960s, but rose to
7.1 -in the first half and 11.0 in the second half of the 1970s. In the
1980s, the ratio turned negative, which indicates decreases in output
despite additional investment. Therefore long-term stagnation of the
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sconomy has been caused not only by the low rate of 1nvestment but also
by the low efficiency of lnvestment.

Table :I-1-3 Econhcmic Growth; Tnvestment and ICOR

{Million pesos, Aus£réls, %)

7 ) - N . - . 2 N 2 .
' S Lo60-gs)? 1065-70%) 1970-752 ‘1975-0°7 19p0-85""

GDP { al market price ) - 10.061° 12,413 9.500 * 10,564 10,358
Gross Domestic [nvestment, 2,209 2,672 8.025 5,385 1.635
Changes in [nventories 72 58 54 - 024 k
Gross Domestic Fixed Investment 2,137 - 2.614 1.947 2,298  1.6%4
GDP Growth Rate ( dGDP / GDP 1 4.4 4.0 2.9 2.0 -2.1
Investment Ratio (GDFI/GDPY : 2.2 -3 U 20.5 21.8 16.4
ICOR ( GDE1 / dGDP ) o _ 4.9 5.3 - 7.0 - 1l.0 7.7

Source: Central Bank of the Argentine Republic
Notes : 1) at 1960 prices, million pesos.
2) at 1970 prices, Bustrals.

1~3 Supply aﬂd Demand Structure of the Economy.

Table I -1-4 shows the supply and demand ‘structure of Argentlna s
national economy. The total supply; consisting: of. the domestic
production and imports, increased by 1.34 times, an annual growth rate
of 3.0%, in the decade from 1970 to 1980 (at constant 1970 prices),
while GDP rose by 1.27 times {annual growth rate 2.4%), less than that
of the total supply. As a result, the share of GDP. in the total supply_
decreased from 92% to 87%. In  addition, from the beginning of - the
1980s, the total supply tended to decrease or stagnate due to declining
GDP and imports, and in 1985 it was only 84% of the 1980 figure. As for
contrlbutlon to the increase of the total vupply in the 1970s, 92% of
the total increase ‘in ‘the first five-years. came from the growth of GDP,
but the ratioc was reduCed to 57% in the last flve—years. Considering
the significance ‘of ‘GPP " in the total supply, it shows the sluggishness
of the productlon in the second half of the 1970s.

Imports were qtable at’ .7 - 9% of the total supply untll 1978, but
increased to 10 -. 13%. between 1979 -and Jes1, reflecting . the
liberalization policy of the government. - After that, imports diminished
because of the changes in the government. pollcles, and . their share of
the total” supply returned to the early 1970s level. '

WNow, let us focus on the total demand comprlslng consumptlon,
investment .and . exports, Consumptlon_ in- the private sector, “which
-accounts for. around ‘85% -0of the total consumptlon, expanded at an annual
rate of 3.7% in the first half - of the 1970s. After that, however, it
stagnated eXcept the perlod of the liberalization. pollcy, The level of
private consumption Qf_l985 was only 13% over. that of .1970. On the
other hand, the consumption of the public sector grew at an annual rate
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of 3.6% throughout the 1970s; in particular, it effectively supported
the total demand in the latter half of the 1970s during which. time
private COnsumptiOn_was sluggish. ‘As a result, the share of thgupub;ic
consumption to. the total consumption .jumped up by some 2-3 percentage -
points during the 1970s, from 12 - 13% in the first half tq 15 = 16% %n
the second., From the beginning  of the -1980s, however, public
consumption has  remained at an almost even level, ‘similar to private
consumption, resulting in a leveling off in shares for both sectors.

Compared with other countries, Argentina . shows *rgla?inly high
level of propensity to consume compared with other newly industrializing
countries. Tt rather shows a similar level of industrialized countries.
For countries like Argentina which prowote the industrialization, it .is
necessary to increase domestic savings. The ratios of consumption tb_.
GDP of the selected countries are as follows (World Bank, World

Development Report):

1965 (%) 1983 (%)
aArgentina 77 82
‘Brazil 73 79
Mexico 79 R
Korea | 92 _ 73
Malaysia _ 78 71
Japan 66 69
UK ' 81 o 82

Usa 78 ' 85

| Gross domestic'investﬁent'(GDI}'peéked in 1977, but then'stagnated,
falling sharply from the beginning of the 1980s. The level of GDI in
1985 was less than half of the peak value.

It is noteworthy'that exportéfshéwed aopposite trend to the other
demand sectors, namely, it was lackluster in the first half of the 1970s
but enjoyed a relatively favorable expansion in the second  half,
particularly after- 1977.  BAs a result, the export share of the total’
demand soared from 7 - 8% in the first half of the 1970s to 10 - 13% in
the latter half, and increased to 15% in 1985 when both consumption and
GDI had shrunk. ' s '

Contribution of consumption, GDI and exports, as percentages of
their increase to the total demand, varied from time to time. In the
first half of the 1970s, the tqtal7démand_inCreased heartily thankg to
the growth of consumption, spec¢ifically to that in the -private sector
(total consumption: - 92.5%, private consumption: - 81.2%)., The increase
of GDI accounted ' for 12.5% of 'that of . the total while exports
contributed negatively due to decreases in  this period.: In the Jlatter
half of the 1970s, the increase of total consumption was 44.3% of “that
of the total, far less' than. that in the -former -half. .By contrast,
contributions of the GDI and exports increased to 28.0% and 27.7%
respectively. In the first five-yeatrs of the 1980s, the total demand
dropped, the most notable decline being that.of the GDI which accounted
for 71.6% of the total decrease, Private. consumption adlso declined,
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