5-2~2  Some Characteristics of Small and Medium Industries in Selected

Industries
{1) Food industry
As shown already, food lndustry Plays a key role in the Argentine

industry both for its production value and for its job generation,
According to the 1983 RIN data, number of establishments of food

- industry including beverages and tobacco is 7,514, bakery products and

pastas industry has the largest share {44.3%) followed by soft drink

(13.7%), meat (7.6%), dairy products (7.4%) and wine (6.3%)
industries.

Size structure of food industry (including beverages and tobacco)
in 1983 is shown in Table III-5-7. According to this table, the
shares of SMIs employing 200 persons or less in food industry are
96.8% in terms of number of establishments, 49.7% in terms of number
of employees and 44.5% in terms of value of production .
Comparlbon between food industry and manufacturing industries total
shows that the share of SMIs in Ffood industry 1s higher than
manufacturing industries total in value of production but lower in
number of establishments and number of employees.

Average number of employees per establishment in food industry is
32,3 persons, which is larger than manufacturing industry ltotal by 3.7
persons. And average value of production per establishment in food
industry is 14.5 thousand pesos, which is alse larger than
manufacturing industry total (11,9 thousand pesos) by 2.6 thousand
pesos. This means that the size of average enterprise in food
industry in terms of number of employees and value of production is
larger than manufacturing industry total by 13 - 21% (Table III-5-8).

Above-méntioned size structure of food industry is very different
from one subsector to another. Average number of ecemployees and
average value of production per establishment for several subsectors
of food industry are as follows:

- industries where big enterprises are dominant

ave. no., of emp. ave. value of prod.
sugar 608.8 persons 289.8 thousand pesos
beer and malt 337.5 126.5
tobacco products 175.0 310.7

1)

Food industry. including tobacco in Japan occupies a very important
position among SMIs. Japanese food industry has the highest shares
among SMIs in terms of nuwber of establishments (12. 0%) and value of
shipments (17.5%), followed by metal products industry and ordinary
machinery industry. The share of small and medium enterprises in
food industry in terms of number of establishments (99.4%) and value
of shipments (84.1%) also exceed the average of mantfacturing
industry total (99.2% and 51.8% respectively).
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- industries where small enterprises are dominant

ave. no, of emp. ave. value of prod.
bakery products and 10.9 persons 1.8 thousand pesos
pastas
‘soft drinks 16.3 4.6
wine 20,1 7.4
various nutritious 35.0 13.7
products
dairy products 37.3 21.1
Labor productivity (= value of production per employee) of food
industry is 448.8 pesos and 7.6% higher than that of nanufacturing
“industry total. Gaps of labor productivity bhetween enterptises of

different size in food industry is much smaller than in manufacturing
industry total. The ratios of labor productivity of small industry
and medium industry to large industry are 60.6% and 99.1% in food

industry respectively. Those figures for manufacturing industry total
are 43.0% and 68.4%.

But there are very large differences in labeor productivities of
‘subsectors in food industry. The subsectors where labor productivity
is relatively high are tobacco products, fats and oils and animal
feeds, and the subsectors where labor productivity is relatively low
are bakery ~products and pastas, processed marine products and
processed fruit and vegetable.

There are different type of subsectors in food industryv. We
don't have enough information to discuss the technical and managerial
aspects of food industry in general, due to the limitation of the
number of = enterprises interviewed -in the study. However, the
following points are observed from the viewpoint of management:

1) Argentine food industry has difficulties of unstable demand owing
to the depressed and unstable general ecconomic situation. As a
result, most entrepreneurs seem to lack in forward-looking
.attitude to try to develop their business activities,

2) Most entrepreneurs also seem to have little interest in exporting
their products, mainly because their products are not competitive
in international market. Some entrepreneurs of food industry
argued during the discussion with us that prices of raw
materials, in other words, agricultural and cattle breeding
products in Argentina are not low compared to those of foreign
‘agricultural and cattle breeding countries like New Zealand.

3) Even the entrepreneurs who are interested in export did not seem
to be very aggressive in increasing their volume of export and in
diversifying their export markets. They did not seem to be
making every effort to acquire concrete and detailed information
concerning foreign market, which is indispensable to increase
export, ‘
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Food’ 1ndustry is the field where consumer's taste has big
1nfluence over sales amounts, especially true in export market. Tt is
very important. for enterprises to make efforts to get information on
preference of foreign consumers for promotion of export expansion as
well as to increase the competitiveness of their products.

(2) Metal products and machinery industry

Metal products and machinery industries are indispensable to a
development of small and medium industries (SMIs). The SMI's
development in- these industries has a strong impact on technology
level and also has a great contribution to the development of industry
as a whole of Argentina as supporting industries,

{a) Present situation of the industry

As shown in Table I71-5-9, these industries are composed mostly
of small and medium scale enterprises which have a big influence on
the Argentine economy,

In these industries, we mainly put our emphasis on the following
sactars:

- Casting and forging
- Machining and machine assembling

Generally speaking, enterprises in casting and forging supply
basic materials and products not only to enterprises in machining and
machine assembly but automotive industries and auto-parts industries.
Accordingly, guality and preduction costs of casting and forging
industries are very influential on the development of metal products
and machinery industries as a whole. Furthermore, it is said that the
technical level of machining and machine assembly industries shows
some indication for evaluating technological development of a country,

According to our interview ‘with entrepreneurs in these
industries, it is c¢lear that their activities are closely connected
with automotive industries and auto-parts industries in Argentina.
Their products such as castings, engine components, machine tools,
etc, are mostly supplied to automotive and its related industries.
Nevertheless, recent decrease of automotive productions due to present
deterioration of Argentine economy has given influence on these
industries.

{i) Casting and forging

Needless to say, casting and forging products are fundamental
materials  for metal products and machinery industries. BAccordingly,
prices, dellvery time and guality of these products are important
factors to the development of industries concerned.

Foundries which we  interviewed are mainly producing gray

castings, aluminum (Al)-alloy castings and zinc-aluminum (Zn-Al)-alloy
castings by processes of sand molding, centrifugal casting and die
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c§st;ng.' Most of the foundries have dle ~casting wachines to produce
Alwai%oy castings which can be easily applied to products -with
complicated shapes and with accuracy.

'Geneﬁally,-'foundries in Argentina consist of relatively small
“scale_enterprises.; For instance, a foundry in Cordoba, specialized in
- producing Al-alley castings for components of automotive engine
manifolds, hydro-pumps, etc, having a large share in the market,
employs only 30 persons. :

Some of the enterprises manufacturing auto-parts such as valves,
pisten ring carriers, etc., has foundries within the factory.

Many foundrles ouffer from lower operatien than the past. Some of
them run their business at the rate of 30 - 35% of their production
capac1ty

_ Regarding forging'products, a company in Cordoba, manufacturing
qears for automotive transmissions, has a forging workshop within the
company. - The company had invested on facilities for forging and
machining gears during 1978 and 1980 when there was a large démand for
automotive:production; expecting a production increase of tractors and
trucks for Fiat. However, at the time just after a completion of the
workshop, Fiat had abandoned manufacturing trucks and tractors in
Cordoba. - Eventually, the company has ever been operating the business
at the rate of 75% of the production capacity. The company provides
25% of forglng products for own use, and sells the rest to another
gear manufacturers.

{ii) Machining and machine assembling

Entefprlses we interviewed are malnly manufacturlng the following
products-

-~ gears for automotive transwissions

" - guide valves for automotive engines

- piston ring carriers for automotive engines

- aytomotive engine blocks

- automotive cylinder blocks

~ antomotive transmission boxes

- printing machine chassis

-~ hydro-gear pumps

- fork~Llifts:

- machine tools (drilling machines, milling machines,
lathes, CNC lathes, madhining centers)

Most of these products are divectly connected with automotive
industries, depending heavily on demand from antomotive industries and
auto-parts industries. At the present time, many enterprises are
running at 40 - 70% rate of their production capacity.

Accompanying with. dramatical demand decrease, - competitions
petween mamifacturers had become so severe that many bankruptcies had
occurred. For ‘instance, valve manufacturers for automotive . engines
had been decreased from 6 to- 2 during last decade. Nevertheless,
frankly speaking, after competitions were over, most entrepreneurs
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seem to he Satl“fled to qtay at the p031tlon which they got because of 
no more competltlons.

Demand for mach:ne tools are gradually 1ncreas1ng in Argentlna,
and machine Lool manufacturers, accordlnqu, try -to ~expand their
prodvctlon capac1ty. Espec1ally . demand for . computer17ed numerical
control (CNC) machine tools have a tendency to increase: In May 1986,

an international fair of .wachine tools, "EMAQH '86" took place in
Buenos Aires, inviting more than 300 enterprises; includlng_fqrelgn

enterpriées; Participants. displayed their new models including CNC
lathes, machining centers,_etc. co '

_ Recently, major ' machine = tool mahufabtufers  had jointly
established a group LATINEQUIP for promoting' exportation malnly to
Latin Amerlcan countrles. Members in the group are:’

LATINEQUIP

- rF‘URRI S A.

- AUTOMACION MTCROMECANICA S.A.
- DIAMINT S.A.

- SFS S.A,.

In thlS group, SF5 S5.A., is special the organization composed'of
small and medlum scale machlne tool manufacturers as- follows:

gg; S.A.

DARJE S.A.

KEORGE §.C.A.

H.H. FRANCO Y CIA S.R.L.
BURANI. SR.L.

1

SFS S.A. has selllng agents in major' cities in Argentina to
promote selling members' products. SFS 5.A. coordinates the business
between the members and the selling agents on commission bases for
selling. ’

Some of the machine tool manufacturers are presently producing
not only conventional machines such as 'drilling-‘machineS, milling
machines lathes, etc., but CNC laths and machining centers. A lathe
manufacturer is assembllng CNC  lathe and machlnlng center under a
Japanese licence since 1984, selling 14 CNC lathes in 1985.

These machine tool manufacturers are exporting 30 - 35%-of'£heir

products mainly to USA and Latin American countries. = However,  they
are presently rumnning at the rate of 40 ~ 50% of their production
capac1ty : . :

(b) Technology and management
(i) Machinery and equipment
Foundries for castings are. genérally using relatively obsolete

machinery and equipment like dle-caatlng machlneq, centrifugal casting
machines, electric furnaces, etc.. A foundrv for Al-alloy casting has
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.a die-casting. machlnc of Italian make with an injection capaCLty of

B0O  tons, dinstalled 5. to 6 years ago.  This machine seems to  bhe
re1atlvely newer than the rest of the machinery - and equipment in’
foundries, In addltlon, foundries scarcely apply fully-automated

handllng systems for raw materials and preducts.

A forging: workshop is. produc;ng waterials for gears by a 2,500

tonS*hydro forging press and a 500 kw-induction furnace of East German
make installed 6 to 7 years ago,

7 Tool & dle machining workshops are also equlpped with obsolete
lathes, drilling machines, milling machines, etc. Only one out of
companies which we interviewed is equipped with an electric discharged
machine of Swiss make installed more than 10 years ago.

_ As mentioned above, manufacturers of machine parts like qears and

valves,.-etq, are generally using: relatlveiy old machinery and
equipment. However, they seem to be used deliberately to utilize
these machinery and eguipment. Little new. investment on purchasing
new machinery and -equipment took place in these 6 ~ 7 years.

Some Of factorles of structural components for machlnery like
engine blocks, cylinder heads, gear pumps are equipped with mostly
_ newest machine tools. of Japanese make such as CNC lathes, machining
- center, etc., pnrchased within recent 2 - 3 years. One of them has a
new CNC lathe under a testing run.

_ Some of the machlne tool manufacturers are assembllnq CNC lathes
and machining centers under a  Japanese licence by not utilizing

up~to—-date machines with high efficiency. They point out that the
.reason why they hesitate to install new high efficiency machinery and
equipment is uncertainties of demand Ffor their products. However,
some of the manufacturers.are equipped with excellent machines ({Swiss
make and USA make) installed 4 - 5 years ago.

(ii) Quality control

' Many factorles whlch we 1nterv19wed have laboratories for guality
control w1th permanent englneers and -technicians. Additionally, some
of  them . have guality control .staffs who periocdically go around
factories to check guality of their producis. Regarding instruments
and eqguipment for quality control, factories are. equipped with
- suitable testing machines and dimensional measurement instruments. It
can be said that system and organizations in factories for quality
control are satisfied with the required level. :

With regard.tb éuality of castings from subcontractors,'a machine
tool manufacturer pointed out that they had some problems due to the
following reasons:

- Most casting foundries have  been -so oriented to automotive
industries that the quallty tends Lo onLy satisfy auto-parts

standards.
- The fact that most of the foundries consist of small scale

enterprises keeps their products low guality level.
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~ On “the other . hand, accordlng to. ancfher"'-machihe' tool
manufacturer, although there are no problems in gunality, foundries
offer higher prices. than in 1nternat10nal market by 30%,

(iii) Training and infoirmation source

In order:to train technical staffs and tc‘getjhew'ﬁechnclogicel
information, entrepréneurs in these industries.-have ‘the following
experiences: ' o o

- Dispatching their engineers to technology faivs (for  instance,
EMO; an international- machine tool -exhibition: hold evcry two
years, in Argentina and/or in foreign countries).

- Sending their engineers to a conference organized by a univer51ty

in the USA,
- Trying to get technological infcrmation through contacts with
foreign - manufacturers on business bases: A machlne " tool

manufacture is contacting w1th a Japaneqe CNC lathe company to get
information concerned

Regarding public organizations for  training and :technological
information, some entreépreneurs pointed out the followings:

- There are scarcely wp-to-date fechnological information from INTI.

- It is wvery ‘difficult to get ‘specified ~information ~through
government commercial attaches in embassies abroad.

- It takes a lot of time for entrepréneurs. to get hecessary
information since almost of the technological'information from the
governmeént is Squlled through various klnds of associations and
champers.

- There are not s$ufficient publlC institutions and ‘systems  for
tralnlng employees. ' '

{iv) Production technology

The level of production technology of the industry is relatively
satisfactory. The fact that a machining  company supplies printing
‘machine chassis to an IBM factory in Buenos Aires proves that the
products are relatively at high Yevel in quality. The example of
factories assembling fork-lift and wheeled loader shows that some. of
the enterprises have an ability totally to manage sophisticated
production technology.

Some of the lathe manufdcturers are assembllng CNC machines and
machining centers under a Jap_ane_se= licence .and/or by their own
technology. This seems to be a proof of their high technology level.
However, their heavy dependence on. imports of major parts such as
bearings, servo-motors, NC-systems of CNC lathes seems to be a
problem., The ratio of dependency on imports are as follows: -

Machine tool Dependency on imports
CNC lathe 20 - 25%
machining center 60%
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It- is obvions that the more products depend on imported
materials, the higher final products prices will be. . In fact, present
higher import taxes cause production costs of manufactured goods to be
more expensive., According to some information, machine tool prices
‘are genelally 100% hlgher than in international market.

A machine tool manufacturer is trying to diversify business by
: utlllzlng existing engineering capabilities in the company such as
total engineering system for material handling of rices and beans and
.engineering system for meat processing plants.

_ A top-level machine tool wanufacturer succeeds in selling small
size CNC lathes at reasonable price to small scale enterprises. These
CNC  lathes are equipped with not most newest NC system but with easy
handling system in small capacity. This business seems to imply some
suggestions regarding appropriate technology to develop in the future
in Argentina.

{v} Management aspects

As metal products and machinery industries depend highly on
automobile industry Ffor their demand, they have very difficult
problems of decreased demand and low rate of operation. Although
general attitude of entrepreneurs in this field is negative under
these circumstances, some entrepreneurs are making active efforts to
diversify their buysiness and develop new products. For example:

- An_ Al-alloy forging manufacturer is producing and selling metal
molds for plastics.

-~ A drilling machine manufacturer has formed a group of four small
and medium enterprises in order to make joint sales operation.

- A metal machine tools manufacturer is trying to enter into
engineering field for further development.

- A manufacturer of conventional lathes has begun production of CNC
lathes.

.These. examples show us that this country has certain number of
businessmen with active entrepreneurship whe try to develop and
enlarge their businesses positively through seeking after new
business <chances without insisting wupon their former business
activities and technologies. The government has to take the necessary
measures -to assist and encourage these voluntary and fqrward~looking
efforts of entrepreneurs in order to reactivate Argentine industry.

However, the level of technology and labor productivity of the
enterprises with active entrepreneurship does not still reach the
internationally competitive one. And many of the entreprencurs did
_not seem to have enocugh understanding about the backwardness of their
technology and productivity compared with international top levels.
It is reguired. for the government to take measures - for example,
introducing the foreign excellent products and technology -~ to urge
the entrepreneurs to wake up to their backwardness and to induce them
to make voluntary efforts to catch up with the international levels.
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(3} Auto-parts industry . Lo
{a) Present situation of the industry
(i) Automotivé ihdustries

Pable III-5- 10 shoivs a 11lstory of. automotlve productLon asince

1951. Roughly - speaking; auntomotive ~industries.  had annually
manufactures 250,000 to- 300,000“ vehicles between 1969 - 1980 as
bonanza years. On the other hand, 'since 1981 to now, the anhual

production has. dramatlcally decreased to 160,000 to 170,000 vehicles.
In 1984, automotlve 1ndust11es manufactured totally 171,000 vehicles
consisted of 132,000 automobiles, 18,000 plick-ups and 10,000 trucks -
and ‘buses. Table III-5-11 shows automotive production of each
company. The followings are majotr manufacturers in the industry:

- Major automobile manufacturers
Ford Motor Argentina $.A.
Renault Argentina S.A.

Sevel Argentina S.A,
Volkswagen Argentina S.A.

- Major pick-up manufacturers:

Ford Motor Argentina S.A.
Volkswagen Argentina S.A.

- Major truck and bus manufacturers:

Fiat Vehiculos Industriales S.ALA,
Mercedes-Benz Argentina 5.A.
Saab-Scania Argentina S.A.

Deutz Argentina S.A.

In addition to above major automotive manufactures under the
control of foreign companies, an Argentine company (Ing. Educido
Saldari S.A.) is also manufacturing automoblles with approx1mate1y 230
employees,

{ii) Auto-parts industries

Auto-parts industries had enjoyed their bonanza during a peak
period of automotive production wuntil 1979, when the government
applied new. ‘policy of enldarging a share of imported auto-parts, 1i.e.
it had allowed automotive industries to import auto-parts up to 26%
for automobiles, 36% for huses and 48% for trucks. During a perlod of
automotive “production, early in the 1970s at a level of 300,000
vehicles annually, more than 90% of auto-parts were manufactured in
Argentina. In 1973 to 1974, auto-parts industries exported their
products of US$200 million. 1In 1975, there were 2, 000 auto-parLs
manufacturers with 150,000 employees in Argentina.
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Table III-5-10 Production of Automobiles

Automobile  Automo~ Pick—upl) . Jeep Boxcar2) Busj) Total
bile for and
rural use ' truck
1951 - 18 68 - 22 - 108
1952 - 02 54 - 15 838 269
1953 5 58 1,998 - i3 1,000 3,074
1954 127 46 2,421 - 200 565 3,359
1955 211 24 4,180 - 350 1,626 6,391
1956 - 300 - 26 2,480 2,389 170 578 5,943
}957 465 4,996 3,884 6,282 1 1 15,635
1958 3,715 10,595 6,244 7,221 58 1 27,834
1959 - 6,746 11,544 8,145 5,361 319 837 32,952
1960 36,335 9,809 26,878 4,952 1,776 15,588 89,338
1961 71,993 6,281 29,258 3,297 2,153 23,206 136,188
1962_ 78,6067 11,981 21,394 1,615 2,028 14,195 129,880
© 1963 68,111 7,227 18,795 1,365 959 8,442 104,899
1964 104,549 10,068 34,869 1,238 2,517 13,242 166,483
1965 119,782 13,952 41,119 1,352 1,496 16,835 194,536
1966 123,937 9,875 30,721 943 1,438 12,539 179,453
1967 124,587 6,451 30,441 452 1,207 12,180 175,318
1968 120,224 9,170 34,962 780 2,386 13,454 180,976
1969 147,512 6,373 42,156 441 3,574 18,534 218,590
1970 163,391 4,653 32,788 479 2,634 15,654 219,599
19713;5' 189,155 4,230 32,901 265 2,873 17,216 253,640
19724) 203,421 4,202 46,031 267 5,252 15,049 278,222
19734) 223,397 10,263 53,891 280 5,066 18,699 311,596
19744) 232,752 11,884 55,685 420 4,588 17,081 322,410
1975 185,663 7,894 38,414 384 3,068 15,703 251,126
19762; 146,597 7,051 30,953 12 3,065 19,263 200,948
19774) 176,656 9,657 41,506 162 3,933 24,667 256,581
19784) ) 137,408 9,316 29,471 46 2,381 16,065 194,687
19794}' 187,840 13,833 42,249 - 2,700 19,622 266,244
1980 204,425 18,265 45,025% - 587 20,615 288,917
19812; 130,911 10,759 23,394 - 118 10,268 175,451
1982 - 99,382 8,436 16,483 - 3,159 5,875 133,335
19833; 120,365 9,643 22,295 - 1,803 6,205 161,011
1984 132,405 7,588 18,111 - 3,296 9,600 171,000
Source: Asociacion de Fabricas de Automotores, 1984 iIndustria Automotriz Argentina.

Notes : 1)
: 2}
3)

Including chassis for pick-ups.

Including microbus.

Tneluding only more~than-1 ton buses and trucks.
Including CKD for export. :
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Table III-5-11 Annual Productlon by Lnterprnqe
: “(Unit)
Enterprise 1959/79 1980 1981 .1982 1983 1984 1959/84
Deutz Argentina S.A. 2,549 119 58 - 26 50. 68 2,870
Fiat Vehiculos ' . ' B
Industriales S.A.A. 17,087 753 242 211 - 404 916 . 19,613
Ford Motor Argentina T . . - T
S.A. 733,994 112,592 75,566 50,390 56,047 49,554 1,078,143
Mercedes~Benz _ o _ : R - L
Argentina S.A. 108,010 9,797 5,941 4,173 3,851 '_4,281 136,083
Renault Argentina S.A. 794,983 58,304 44,422 34,278 41,603 43,165 1,016,755
Saab-Scania Argentina . ' S Lo
S.A. 1,533 788 . 393 . 388 675 918 4,695
sevel Argentina S.A, 1,120,852 65,789 27,213 29,796 39,136 42,924 1,325,710
Volkswagen Argentina : ' : . : : EET
S.A, 348,395 31,610 18,528 12,855 18,110 25,497 454,995
Others 903,979 2,041 - - - - 906,020
Total 4,031,382 281,793 172,363 132,117 159,876 167,323 4,944,854
Source: Asociacion de Fabricas de Automotores, 1984 Industria Automotriz Argentina,

AL the present time, as mentioned earlier, auto-parts industries

are suffering from a
industries due
industries’'

auvtomotive

to Argentine
dependency .

economic
on

_stagnation as
imported

shortage of production orders -from automotive

a whole and

auto-parts.

An

association  of auto-parts  is campaigning for decreasing shares of
auto-parts imports setting import targets to 6% for automobiles, 12%
for buses, and 15%  for trucks .until 1990.  Although . auto-parts
industries, automotive industries and the:SeCretariat_of'FOreign Trade-
and Industry had an agreement for utilizing auto-parts of Argéntine
make, instead of imported auto-parts in 1985; there are so far no
adjustment of relevant policies. 800 auto-parts enterpriseq*presently
employ approximately 700,000 persons (almost half of the peak period
in the 1970s). As the result. of recent decrease of orders from
automotive industries,. auto-parts 1ndustr1eo are. running = their
business at the rate of 50% of their productlon capacity. . Automotive
industries are legally allowed to . utilize imported auto- parts and
also produc1ng 10 - 12% of necessary auto-parts by themselves.

Oyt of 800 auto—parts enterprlses, approx1mately 100 enterprlses
‘are in a category of large scale companies with 558 employees pex
company. Furthermore, they produce 88% of total output of auto-parts
industries. On the contrary, the rest. of the enterprises (700
companles) are in small and medium scale with less than 100 employees
per company. : - S :

Another problems which auto"par+s 1ndustr1es are fa01ng are a
small order of each model,_and fluctuated ordex from ¢lients. 8. major
automotive manufacturers are annually _manufacturlng only '150,000
vehicles consisted of varlety of models., Eventually, each model only
has a small number of production; it means that it is very diffiecult
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for autohpartq 1ndustr1es to gain merits from scale of economy by mass
- production.  Fluctuated orders also cause auto-parts industries

'_dlfflcultlev for ‘production control in managing production, purchasing
raw materlals, employlng operators, etc,

Major products manufactured by enterprlses which we interviewed
are as follows: .

--electrical parts: ignition coils, spark plug wires, alternators,
. _ " starters, distributors, etc.
- driving, transmission parts:  clutch sets
- inner fittings: glass insulators
- outer fittings: wind screen wipers and driving motors
~ wheels: wheels and rims

Some of the enterprises in metal products and machinery
industries are also manufacturing other auto-parts as mentioned
earlier.  These products are mostly oriented to domestic mavkets.
Accordingly, exports are very little and limited to neighboring
countries like Uruguay, Chile, Cuba, etc.

“(b) Technology and management
(1) Technology aspects

Similarly in metal products and machinery industries, auto-parts
enterprises are generally equipped with relatively old machinery and
equipment. without fully-automated systems (most of their machinery and
equipment were installed % to 15 years ago; some of them more than 20
‘years ago). Alsco, they are well utilizing these production facilities
with good maintenance, . They similarly conduct guality control at
necessary production stages.,

Autamotive manufacturers give certifications for technolegy to
auto-parts enterprises with whom they have contracts as auto-parts
suppliers. Inspectors from automotive manufacturers visit auto-parts
enterprises periodically to check the products. Purthermore, from
technological "point of -view, auto-parts enterprises are strongly and
tightly connected with automotive industries. Auto-parts industries,
eventually, take no initiative for research and development for new
products,

Another important technology aspect is that auto-parts industries
heavily rely on technology licences from foreign famous manufacturers
concerned. It -is said that 40% of the domestically manufactured
anto-parts  are produced under licence agreements. This fact will
imply ‘that auto-parts industries have very stabilized technology to
manufacture their products. At the same time, they have a possibility

- to stay at the level they once acquired and to lose a challenge mind
for new technology development.

Regarding = production costs of auto-parts, a entrepreneur
disclosed that they may be 20 - 40% higher than international ones,
due fo accumulations higher import duties, expensive subcontractors’
products and low productivities. Insufficient standardizations of
auto-parts also cause their higher production costs. Since early in
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the 1970s, trials to establish systems to standardize auto-parts,
“however, there are little . successful result. in reducing -production
costs by  increasing interchangeability-:_of auto-parts  through

standardization, - C '

{ii) Management aspects

production of auto-parts has decrcased very. much owing to the
decreased production of . automobiles, and - the .operating rate of
auto-parts industry is staying around 50% as mentioned above, As a
result, entrepreneurs' desire to perform equipment investment ‘is
extremely low. And automation of production process in. auto-parts
industry lags far behind the level  of = Japanese . auto~parts
subcontractors. ' : ' :

In spite of these situations, few enterprises are trying to get
clear of the dependence upon automobile industry and ‘to search for the
business development in' the new fields. . This -seems to be ‘mainly
because automobile 1nduqtry in  this country is protected against
foreign competition by import control, and enterprises are  able to
keep certain level of profit in ‘spite of their low productivity.
This is creating the attitude of entrepreneurs to stay in the former
technologies and business activities, which will impede the healthy
development of the Argentine economy. o :

In order to change such attitude of entrepreneurs and activate
‘auto-parts industry, the government should take adequate measures’ to
encourage the voluntary efforts of entrepreneurs toward: improvement. of
produot1V1ty and development of new technology and new business fields
through gradual introduction of foreign competition as well as
measures to assist their efforts : : :

{4} Present situation and problems of small and medium industries

On the basis of the limited number of interviews conducted.during
the present Study, small .and mediﬁnn enterprises of the industrial
sector in Argentina were found to have the following'charactetistics.
Firstly, they employ stabilized  production . technologies  and
manufacture products of stabilized quality.j Secondly, they do not
rely on external financing. TLastly, they manage to continue : their
operations although the levels of capacity utilization are generally
low.

One of the immediately noticeable problems is ‘that small and
medium enterprises lack forward-looking. entrepreneurial. attitudes.
Except for a few. in- machine ' tool industries; the. interviewed
enterprises do not exhlblt strong interest -in the 1ntroductlon of new
technologies, the development of new technologies and products on
their own, and the new market_development._ As :a matter of fact, in
" these 6 to 7 years, little investment-.on machinery and equipment -took
place -in the factories. It has to be recognized that these business
situations will cause the Argentine .industries to lose international
competitiveness of their products and eventually to  suffer from
disadvantages in international business. - '
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‘ Many small and medium enterprises maintain their old machinery
. and . equipment rather well, and apparently have continued to
- -manufacture the ;gmi old set of products for years. Few of them
intend to introducesnew plant equipment oxr to venture manufacturing
new products., Such passive attitudes are understandable to a certain
. degree, because they must have been related to the deterioration of
the - business  chvironment 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-standing import substitution
policies which protected the domestic industries from competition.

_ Pass;ve entrepreneurldl attitudes are wnot limited to small and
medlum enterprlses and apparently one of the general characteristics
of the industrial sector in Argentina where the competition has not
been very strong. But they appear to be more manifest among small and
medium enterprises, primarily because it it more difficult for these
enterprises to bear the risks of investments in new technologies and
new products. . It has bheen found during the present Study that
-entrepreneurs. of small and medium industries often have other
industrial or non-industrial lines of business. This might be related
to their need of distributing the risks of business undertakings,
given the economic fluctuations they experienced for guite some time.
The overall business environment in Argentina might have been

_unfavorable for them to commit themselves fully to manufacturing. In
order to stimalate the dynamism of small and wedium industries, it
would be useful to study the behaviors and motivations of small- and

-wmedium-scale entrepreneurs in Argentina.

5-3  Promotion Policies and Institutional Support for Small and Medium
Industries

5--3-1 Promotion Policies for Small and Medium Industries

Necessity for promotion policy for SMIs is based on the fact that
SMIs have economic disadvantages compared with large industries. For
ekample, regarding technology development the costs required by the
installation of laboratories, the performance of material tests and the
devélopment of research and development programs canncot be borne by
small- and medium-scale enterprises. The purpose of the SMI promotion
poiicy is to lessen these disadvantages.

The Argentine government considers the promotion of SHis as one of
the key issues for industrial reactivation. Promotion policies for SMIs
are now conblderlng under the leadership of the new Subsecretariat of
Small and Medium Enterprises in the Secretariat of Foreign Trade and
Industry.

Promotioh'policies for SMIs must be consistent with the overall
national strategy for industrialization. At the same time, it is
necessary to vary the relative emphasis of such promotion policies in
accordance with the types of SMIs. For instance, the majority of SMIs
are "traditional" in the sense that they manufacture standardized
products with standardized production technologies for local markets,
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such as bakeriles’ and repair shops, - Another type of 1ndustr1es alSO'
manufacture standardized products with standardlzed teohnologles ‘but

with wider market orientation, _includmng ‘overseas markets, "such as
machine téol manifacturers and other types of machinery industries. The
last type consists of those small and medium  industries which ‘are-
"progressive® in the sense that they are ‘interested in developing new

products, new production ~technologies. . and new “markets by  taking:
advantage of their highly skilled manpower and the flexibility ‘derived

from the small &ize of their operations, -such . as high ~ technology

industries in electrohics or biotechnology.’ . e '

The . first two types of SMIs will need technical information and
training to upgrade their products and production technologies, and
supports to their efforts Tor market expansion in ‘addition to wusual
typés of financing. The ‘last type of industries will essentially
require . financing = which = supports their = technology and - product
development efforts. : o ' e '

As institutional - supports for SMI&,-two goverhméﬁt'dfqaﬁizatiohé
play key roles in Argentina;, namely the National Development Bank "(Banco
Nacional de- Desarrollo: EANADE) which supplies medium-. and long-term
funds to industry and the National Institute for Industrial Technology
(Instituto Nacional de- Tecnologia Industrial: INTI) which' carries out
and promotes technology research and development activities for
industry. . o '

In this section, we would like fto-discuss the present“sitUatiohs'of
promotion policies and institutional supports for SMIs in' Argentina
focusing upon these two organizations' function and performance.

5-3-2 Financial Assisténce'
(1) BANADE's credit lines for small and'medium,enterprises

The most lmportant suppliers of bu51ness funds to small and
medium enterpriseés are ordinary private flnanCLal 1n€t1tut10ns,
typically commercial banks. The private financial -institutions in
Argentina, however, are not able to provide medium- and long-teim
capital becausé of the economic environments such as hyper-inflation.
Under these circumstances, BANADE has.been playing the most Admportarnt
role in supplying the medium- and long—term loans to small and medlum
enterorlaes. ' . . .

 'BANADE was founded in 1944 under the name of Argentlne Industrial
Credlt Bank, renamed in 1952 as’ Industrlal Bank of the Argentine
Republic¢, and renamed again in 1970 as the present name.

BANADE s loans to small and mediom’ enterprlses do not show ™ a
satisfactory performance in ‘these- several vears, Espec1ally after
1977, BANADE's loans were concentrated on Targe: enterprlses.' As of
the end -of 1983; 15% of the BANADE's loan’ outstandlngs were' extended .
to large enterprises. 1In 1984 BANADE changed their loan pOllCleS and’
has. laid stress upon giving flnanc1a1 a551stance to small and medium
enterprises. - At present BANADE operates Five types of credit lines
shown in TFable 11-5-12,
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Among five credit lines shown in the table, Loans for Purchase of
Capital Goods of National Origin {2) is intended to supply funds not
only to small and medium enterprlses but also to large enterprises,
Special Loans for Small Industrial bnferprlses (3) ‘has less preferable.
loan conditions than Special Loans for Reequipment of sSmall and Medium
Enterprises {1} and Rules for Financing'Néed:for'Working_Capital.of
Small and Medinm Enterprises -(4)- is intended to give short-term
credit. - ACCOldlnle, Special ‘Loans for Reequipment of Small and
Medium Enterprises and Special Leoans £for Promotion of 1@chnologlca1'
Innovation of Natienal Origin 'in Industrlal and - Mlnlng Projects of
Small and Medium Enterprises (5) arve the most important as medlum~ and
long-term loans for small and medium enterprises.

(a) Special Loans for Reequlpment of. Small and Medium Pnterprlqes

~ This credit line Started on March 3, 1986. Its purpose is a) to
supply small and medium enterprises engaged in manufacturlng and
mining industries with equipment investment funds to purchase new
national machinery in the form of long-term loans {up to 5 years) and
b) to make them medium-term loans f{up to 2 years) for the working
capital which becomes necessary as a result of the 1nvestment financed
by the loans of the first purpose.

(b) Special Léans _for Promotion of Techhoiogical' Innovation . of
National Origin in Industrial and Mining PrOJects of Small and
Medium Enterprises

This credit line has just stated on June 12, 1986, and.no loans
under this credit line have yet made before our visit to BANADE during
this study. The purpose of this credit line is'to SUPply small .and
medium enterprises engaged in manufacturing and mining industries who
carry out the technological innovation project with the funds. requ1red
for the project in the form of long-term loans (up to 5 vyears). A
noticeable characteristic of this credit 1line is- that  technical
institutions such as INTI, INTA, CONICET, etc. {see Chapter III,
1~3-2} will meke the analysis of the operation concerning the
technological aspects of project. It is usually very difficult for a
financial institution to have enough technclogical staff within its
organization and it is also very difficult  for a technological
institution to extend effective technological assistance without any
financial backing. From this point of view, this credit line w1ll be
able to solve problems of both institutions by combining them. We,
however, have to see the fesult of the credit 1line before saying
something definite about it.

{c) Indirect loan method

_ BANADE had formerly only one method of loans, in which they made
loans to small and medium enterprises. directly through its'33:branch
offices located all over the country. BANADE has recently introduced
a new method of loans to finance indirectly through ordinary private
and provincial banks. The reasons for introduction of new method are
as follows:
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1) The number of small and medium enterprises is too large and the

area of this country is too great to be covered by BANADE's own
Branch network which are located in capltals of provinces,

2) BANADE'S organlzatlon is not completely free from bureaucracy and
the way they handle loan -applications is not necessarily
efficient. It is possible to increase efficiency by fully
utilizing the existing bhanking systenm,

Although this method of loans has just started in 1986, BANADE
has already concluded agreements with 60 banks. BANADE intends that
most of the loan applications shall be handled through this new method
and BANADE itself will function more as a planning organization of
financial assistance for industrial and mining sectors than as a
lending organization,

(2) Results of BANADE's loans for small and medium enterprises

Table III-5-13 shows the results of BANADE's Special Loans for
Reequlpment ‘of Small and Medium Enterprises {({1) of Table II1-5-12)
since the credit line was initiated on March 3, 1986 until June 15,
1986. During these 3.4 months (from March 3 to June 15, 1986) BANADE
received 970 loan applications, the total amount of which was 826.7
miltlion ({(for equipment investment A22.6 willion, for working capital
24,0 million). Among these applications, BANADE approved 351 loans
(6.2 million} and rejected 122 applications {(A3.7 million). As a
result, 497 applications (51.0% to total applications) with the amount
of Al6.7 million (62.6% of Lotal applications) are pending as of June
15, 1986. The amount of money actually disbursed to borrowers is A2.0
million and 32.4% of the amount approved.

When we see the loan applications by industrial sectors, foods
and drinks made the largest number of applications (421 applications
with A11.0 million), followed by metal, machines and electric (246
applications with A6.4 million), construction and lumber (187
applications with AS5.3 million) and chemicals and leather {86
- applications with A3.2 million}.

Average amount of loan application is A35.6 thousand for
'equipmeht investment and Al2.1 thousand for working capital. Table
IIT-5-14 shows the results of lending during one month from May 15 to
June 15 in 1986. According to this table, 293 loan applications were
received, 174 applications were approved and 74 applicaticns were
rejected.- As a result, number of pending applications increased by 45
in this one month. As the number of applications which BANADE made
any - decisions {approval or rejection} was 248, the pending
applications as of June 15, 1986 (497) is equivalent to two-month
work. .In other word, the average period of application handling will
be around 60 days. G0 days is a reasonable length of time for credit
analysis and project evaluation of long-term financing. However, it
is not desirable that we see the tendency of increasing number of
pending applications which will eventually prolong the period of
application handling.

I11-371



ruoTawoTTdde 3uo zad unowe @mmumbm moys (3 ut ssanbtd ¢
“e3EP = ﬂmﬂuammﬂw putsxoeT suctzeaTTddE SPRTOUT |, % @mpumnmm: x3pun $3I0BTL 7
*986T ‘¢ Lohmz 40 PO3Iels Savy SIUTT ITPRID 888yl T ~ F930N

IAYNVE 80I00G

3 - {888°88) {158°08) G TAYA D I (88y'LZ) .

23e'Yy2y - 128°820°¢ 58L°69%°¢gt LBY . SY¥2ULILTE - T L8STOVE'S g8 69870889792 0i8 ALk

0682, pla‘e C = - ——— - g0l 1 00g 1l 1 ) ©ORUTUTH

188°00Z . 08L°Y8 Sygie*l. 08 92 FIl. ¥l 188'e9? oy 826°263°1 grl - mxcqpa pus spooy

—— C e - 02r88 g 90% % 1 o - VEBIBY - L ’ . sa|13x2]

069783 . 00812 Log*olyk - 02 088" LL ¥ . 00Z'18 g - LEE'BLS g2 -0, 8ulsdE] buw S{EDIRRYD

8287822 0r0°Le giy1oc 92 g4y S0Z FA 039592 A2 g2s 748 08 O0J109|3 puw SIULYOBY ‘(915K

apL 2L o 0esTse . -EBLUOTY 8 GEetesl § - 082729t ¢ .808'2iL .9 JagERT puT VOIIORLISUOY

i {LOYR1) Co(BYETeD) {vep L ) (260°81) . S ] :

£08708¢ ~06Y “ele - -98P°80L2 881 - SEG°EES oy 182 °96L 901  BIi'8%0°Y N 1311d8] FUTRJoy Jof Suse’

2138 COLEYES 004753 T e - GLEEL .2 Lotgvl £ Sulu K

B8LZ8F°L 491828 - -88FI8E'S Lel BEgTisl 74 78818172 EIT . 6G.°C88°8 GLe SHUT pue §poOy
-pgetys e 44 o re0tyig 0l g11'981 g 0gg'eg 4 gl 1¥¢ 81 . S2[TINBE

0S¥ 28y - - 08B1g - BPEOILY 82 - BEZ VLT L (028 'F9¢ Ll 0608’2 . £¢ ngueug pus syEal¥aU]
35378311 Tepergly i A R VA 7 S5e{°100°1 82 LBe Lps 1 ¥g . 883°89¥°S 941 2J4108[F puw SBUIYTEY ‘1BIBK
C0g ey © P00 ‘068 -~ i¥6 2852 8g geg’L1g gl 608 °380°1 Gy. - 809°Z88'Y gel - JagENT puB. UGEIONJISUG]H

. (89175 . (£75°88) (BEL°22) (895 °88) jusRdinby pus AJSUTuUTBY _ﬂ
BELUESs e 188°208°1 £82 ' LEEEl §0g . g0E'gel'E 28 088 1LY'S S¥Z  [S1°228'82 989  ~UOLISy M3y BUISI[LING JOL SUBO]

-[3) SuLpuad {p) 3pBY junory o juncmy | Coy ©ojunomy oy junocay - “oN

(@ =9+p) {o-g-®) SUlpuay (%) x po19eray {q) paaolddy (R) PaIUasII]
USFISINGS (] Leo] SUOT 3BT ddy- UgoT
(&)

(ags 1 ‘g1 2Uung Io s2) mmm.ﬂH@Hmu&hm UMIPIW PUus TTRUZ I0F Surdl -m,m.l.mnvwmmm .m_MQamZA&m .malmlHHH 2Tdel

1I11-372



§aui| 11p3J7 SUl IoULS

.
junone U3 03 (§1 SUNP DI G ABY WOL)) YIUOE U0 Jof INOEE BY) JO OlGBS YL sOUs [ ]

“(Gl BUN{ 01 § ATH BOILTCUYIUOH $°g) Daldels
ul

SAINEIT ¥

UOIITOljdde SUC JIE 1UNOWW 93BJSAT SUL MOYS () U] SdJnSiy ‘g

“RIBP 1USIOIJINS SUINOR| SUOI1BOI1ddE SPNIIUI _x PIIDILAY, JBPUN SBInE[{ ‘7

9861 'S GOJBK LD PEIJRIE RABY SBU|| Ip8ID SSIY[ ) S230N

THAYNYE f82INog

(¥ 28] 1478 [0-ig] {1°82]
AR {128°97) {30077
823°88T 3 GeLiYreT 286 'E83 "1 &y B8argeg 2 vL £23°045'E LU 393701874 £462 JBI0L
{77081 L2713 (RN [1782]
1P eL) (2L2°5 ) (1817113 .
Z19°¥2E £82° 08! ivgrpsee yE 06L°8ZE ve L¥g ey Ly 8L8TELIMY & TRlidn] BuiXdoy Jo} SURON
{17491 {37233 [5°941 £3°37]
. {4s1'0n) (5857927 (5g2'qe)
iy'vioe 03¢°ZI2°1 16y e0e"! i g08°840°2 0% ggerall'e 131 0BE’SZL‘S 281
(9) Fuipuad (b) epey 1Unony "oy Junony oy 15704y “op TUnoBY oK
GRS {D-G-3) S01pUdq (S) = peioatay 78y Peaodddy {8) Po1U55844

1LFRESINGS | uTOT

SUGT38C[ | ddy weo’

(=)

(9867 ‘ST Buns 03 9861 ‘ST AW woxF) _
sssTadisug UNMTpPeW PUR TTRWS X107 suzog Teioeds S,3QUYNYE  ¥I1-6-III 219l

I11-373



§-3-3 Technical Assistance
(1} Activities of INTI

Among institutions in the field of. technology development, INTI
plays a key role in promotlon programq for SMIs, INTI was established -
in 1957 and operates as an autoncmous publmc institution affiliated
with the Secretariat of Foreign Trade and Industry (see Chapter III
1-3-2 (1)} {a)). Its main functions consist in fostering. and carrying
out applted regsearch to lmprOVe the technical. and economic development
of industry and in providing technical supports ‘to mainly small and
medium industries.’ INTI bas totally 1,544 staffs, ‘including 536
professionals and 452 gualified technicians. The activities of INTI
are channelled through two separate and coordinated institutions:

- a group of central laboratories
~ a system of research centers

INTYL conducts research and deveiopment activitiés_and provides
technical services through a - network of the following central

laboratories:

Physics, . ' '.Chemistry,

Construction, Mechanics,

Food Processlng, Thermodynamics,
Computation and Data Processing, Projects and Prototypes,
Biotechnology; Applied Electrochemistry.

In addition, the research centers are currently operating in
conjunction with - other government ‘agencies, universities and
industrial enterprlses,- to meet specific needs of industry in the
following areas: '

Cellulose and Paper, Dairy Industry, :
Documentary Research, Environmental Engineéering,

Fish Industry, Fruits and Vegetables,

Meat Industry, Methods and Technigques for SMis,
Minerals, _ National Safety Regulations for Civil
Wood, ' : Constructlons,

Leather Industry, Industrial and Graphic dQSJgn,
Materials, - Industrialized construction,
Machine Tools, Technical Assistance to Industry
Plastic Industry, - {Santa Fe),

Rubber Industry, _ Technical Assistance to Industry
Telecommunications, . {Villa Regina),

Textiles.

{2) TPechnical support programs for SMIs:

In addition to thé'activities for technology development, INTI
offers technical supports mainly to SMIs as follows:

Applied research
Technical counseling
Laboratory services
Technical publications

| I |
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~ Documentary informations
~ Human resource training

Additionally, INTI has laboratories and centers distributed in
the provinces of Mendoza (Mendoza), Buenos Aires (Castelar, La Plata,
Mar. del Plata}, Cordoba (Cordoba), Rio Negro (Villa Regina), Santa Fe
{Rosario}, to support local productive activities.

(a) Technical service to SMIs

1) Machine Tools Center (CIMHER)

~CIMHER - is equipped with sophisticated wmodern machinery and
equipment like NC machining center, NC 1lathe, laser beans
measurement instrument, etc. The Center provides SMIs with
technical services regarding how to use these machines, how to
perform measurements for accuracy controls to manufacture more
precise products. In some cases, the center actually manufactures
machine tool components on reguest from enterprises.

2) Mechanics Department

“Mechanics Department of INTI supplies SMIs with inspection and
testing services like tensile strength testings, non-destructive
testings, fatigue testings, etc. on request. This department also
contribute in promoting technology development for quality contrel,
mechanical design, safety, etc., for SMIs.

{(b) Joint technological development projects

INTI organizes joint project teams with SMIs to conduct research
and development programs based on subjected reguest from small and
medium enterprises. In this case, 1INTI provides technology,
facilities and qualified staffs. On the other hand, enterprises have
to pay all expenditures for conducting projects.

{c)} Information services regarding subcontracting

INTLI provides information services regarding subcontracting
especially in metal products industries, playing so-called "Data
Bank".
{(d) TPechnical training courses

The Center for Methods and Techniques for Small and Medium Scale

Industries ({(CIME) has training courses for managers, engineers of
small and medium enterprises. Major training courses are as follows:

basical management

education for administrative managers
planning and production control

quality control

- technical acquisition, patent, licencing

i
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Almost of the lectures are conducting for 2 months (totally 25 -
35 hours) twice a week at night. Lecturers from univer%jties and
industries mainly train participants by lecture in feachlng rooms but
not by plactlclng in 1aborat01393.

{e) Regional activities
1) A technical suppoft program in Santa Fe

In Santa.Fe, the Technological Research Center of the Province
of Santa Fe ({CITSAFE) provides. technical supports to SMIs with
National ‘University - of Rosario.  This prdgram aims at improving
entrepreneurs manaqement : capabllltles - through meetings and
discussions with entrepreneurs of SMIs in this area.. '

2) Materials Research Center (CIM) in Cdrdoba

CIM has activities in prov1dlng technlcal supports “to reglonal
industries especially  in ‘the field of metaLlurgy technology. - CIM
consists of 6 departments in charge of technical . support and 5
research and development centers, with 72 staffs (47 professionals,
25 technicians). The executive- commlttee organized by INTI, Cordoba
University, Cordooa Prov1nclal government and  Industrial . Chamber of
Cordoba is manaqlng CIM, INTI mainly flnances CIM- for almost all
the staff expenditures and purchasing new machinery and equipment.
A little financial supports ‘are from the. Unlver51ty and the
provincial government. Technical service fees which come from
enterprises who receive testing services and result of research and
development projects to SMI can finance 28% of total expenditures of
CiM,

Testing services have a share of 80% out of total technical
services. At the moment, 16 research and development projects are
on going, including a characteristics study for special alloyed
steels by the request from Industrial Chamber of Cordoba.

In 1985 ‘CIM provided 24, 1% of technlcal services to small
enterprises (in this case, less than 100 employees), 24.7% to medium
enterprises (less than 500 employees) and 51. 9% to large enterprises
(more than 500 employees). :
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‘5-4 Suggestions

The foll?wings are our suggestions for the Argentine government on
promotion polices for swall and medium industries.

(1} Understanding of the actual conditions of small and medium
industries

The Argentine government well recognizes the importance of SMIs
in the economy.. However, it is difficult to say that the government
knows about. the actual sitwations of them. In order to make
promotional measures for SMIs, it should to grasp at the situation and
problems of their own.. There is no reason to protect SMIs simply
because of their size. It is important to improve the environment for
SMIs to compete and/or coexist with large industries. For this
purpese, it is necessary to understand the present positions and needs
of small and medium enterprises in various industrial subsectors.

" (2) Institutional support for enlightenment of ehtrepreneurs

"According to our observation, small and medium enterprises do not
.have  enough information about present situations of market and
technology in the werld, and they tend to be unconscicusly satisfied
with their status.. Some entrepreneurs are not much interested in
technical research and development of new products in order to
diversify their business in the future.

We. understand that these attitudes of entrepreneurs are generated
through the economic situations surrounding themn, such as
discontinuity and/or inconsistency of economic policies, lack of
confidence in the government policies and hyperinflation,

) However, considering the experiences of Japan where the most
important factors in the dynamic growth of SMIs are their own strong
inclination +to grow and . their constant efforts at technological
innovations, the lack of interest of Argentine SMI entrepreneurs in
expansion and product development seems the real issue for future
development.

In order to enlighten entrepreneurs, vrecognition of the
importance of technology development and international marketing
activities, some institutional support programs such as international
exhibitions of technology and inspection tour to developed countries
are very important.

{3) Financial assistance for small and medium industries - suggestions
for BANADE's activities

The following are our suggestions concerning the loans for small
and medium enterprises made by BANADE.

(é) Special loans for selected industries
It is recommended that BANADE should concentrate their loans to

some selected industries in oxrder to use their fund capacity more
.efficiently. “he eligible industries should be selected based upon
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the government's 1ndustr1al policdies. foxr Lhe future development of
Argentlne sconomy . - : :

In connection with "this,. it may -be “useful .to introduce "the
Japanese experience of Loans for - Specific _Machinery =Indugtrlec'
conducted - by Japan -Developmént Bank ‘and Small ' Businéss Finance
Corporation from August 1956 to March 1971 (see 5-A-1 ‘for details).
The Loan was made in order to promote-and modernlze small and medium -
enterprises in machinery industries and played a remarkable role in
the deévelopment of _machlnery 1ndustrxes during “the Rapid ‘Economic
Growth of Japanese economy. : o o o

The . situation of the ~Japanese maohlnery 1ndustr1eq around the
mid-1950s is often called as "dual structure"; in which there were
finished capital goods manutacturlng sector consxsted of large-scale
enterprises and materials-and parts rupplylng sector’ consisted -of - many'
small and medium enterprlseq whosge product1on equlpment was <old and
laevel of productivity was' . low. The ‘government:. - attached great
importance- to: the role of nmchlnery 1ndustr1es durlng the expected
development of the’ Japanese econony . becanse the machinery 1ndustr1es
were consideréd “to -have “high: potential .in. job  creation; export
increase and teéchnology development. The governmént also considered

that the inefficient’ part. of machinery induastries, in other. words’
small and medium 1ndustr1es, would impede  the: balanced growth. of
nachinery lndustrles as-'a whole if the sitvationiwag not 1mproved S50

the government started the Tioan for' Specific Machlnery Industrleb in
1956 in order to modernize basic machinery industries -and machinery
parts  industries, ete. where small and® medium.’ eriterprises are
dominant. : ' o :

In addition, we consider that comprehensive and-detailed study on
. the present situation of small and medium enterprises in Argentina
should be conducted before-selection3of-eligib1e industries is made,

{b) Balanced use of direct lodn and indirect loan -

It is recommended thatBANADE should use both Direct and Indirect
Loan Method-cOnsidering_the advantages and disadvantages-of the two
methods. - BANADE's Indirect Loan Method is vVery similar to the Agency
Loan System in Japan. | Small Business Finance Corporation of' Japan,
the governmental financial institution for small . and - medium
enterprises, makes loans through both Direct Loan System and Agency
Loan System’ (see 5-A-2 for detall)

The purpose of the Agency Loan System is to make relatlvely small
amount of loans quickly to a large number cof " small and medium
enterprises located all. over the country. And  the 5pec1al—purpose
loans which intend to accomplish ane_SpelelC pollcy objectives are
scarcely made -through the Agéncy Loan -System. . In ' contrast, the
purpose of Pirect Loan “System is to ‘make relatively laxrge " amount . of
loans with detailed credit appralsal and project evaluation of Small
Business Finance Corporation: itgelf and the ratio of special~purpose
loans among total lecans is rather high.
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When: we consider these experiences of dapan, it does not seem to
be appropriate for BANADE to focus upon Indirect Loan Method if they
intend to increase special loans with specific policy objectives.

(oY Appropriatg level of interest rate

It is recommended that BANADE should try to determine the
interest rate of their loans at the level which is not too low
compared to the rates determined in private financial market.

If the interest rate on loans of governmental institutions is too
low compared to the market level, it might become very difficult for
them to maintain the right use of loan funds. Some borrowers might
:illegally use the loan for some unproductive or speculative purposes

and7 it_'might be very expensive for governmental institutions to
prevent this to happen.

in Japan, the interest rate of governmental financial
~institutions for small and medium enterprise such as Small Business
Finance Corporation and National Finance Corporation is generally set
‘at the same level as the long-term prime rate which private long-term
credit banks determines based wupon the situation  of long-term
financial market,

. We understand that the present situation of Argentine financial
market is so extraordinary that the interest rate determined there is
almost unbearable for industrial entrepreneurs and we do not mean that
BANADE 'is not fully controlling the borrower's actual use of Ffunds.
We, ‘however, consider that if the gap between BANADE's lending rate
and market rates continues to exist long in the future, it will
possibly create a difficult problem for BANADE,

{4) Technical assistance for small and medium industries

Regérding technical support for SMIs, the following points are
important.

1) Providing small and medium enterprises with the up-to-date and
appropriate information on technology and wmarket (gquick response
--to their needs is necessary},

2)-Aésisting small and medium enter?rises for research and
development of their technology, through activities such as
consulting and providing facilities,

.3) Training and educating manpowers in small and medium enterprises
for encouraging their self-reliance on technology development and
improvement.

According to our observation, it is hard to say that there are
Suffiéient institutional support. for technology development of SMIs.
Of course,  INTI and other public institutions are playing important
roles in assisting SMIs in this field. However, their activities are
limited at this moment due to the fiscal and manpower constraints. To
keép close contacts with the industry is a key point for promotion of
SMIs.
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Our suggestions regardlng technical assistance for SMIs are as
follows, ' ' 2 '

n To:strengthen the activities of INTI in the followinq difections:.

- prov1d1ng information on 1nternat10na] marhetlng and technology
to SMIs :
= training manpowers oi SMIs.

2) To grasp the needs of local %MIs and prov1de them approprlate
technical serv1ce accordlngly :

As to the SéCond peint of 1}, INTI ‘already has training courses
for small and medium entexprises. However, these training courses are
"lecture-oriented” and the duration of these courses -seems not to be
enough, It is necessary for INTI to put stress on practlcal training
in the 1aborator1eq

In connection with the point 2}, ‘it may be useful- to introduce
the Japanese experience of reglonal publlc 1nstltut10ns.< In ‘Japan;
more than 190 public institutions for experlmentatlons and research
are located. in prefeéctures and .cities throughout the . country. These .
public institutions are intimately connected ‘with enterprlses in‘each
region, specializing their act1v1t1es into: the technology of reglonal
special products.: -For. 1nstance, a “technical: 1nst1tutlon in Aichi
Prefecture is mainly conducting research and development projects on
ceramics, because this prefecture is one of major production centers
of ceramics in Japan.  Another example -is Saitama Prefectural Casting
and Machinery Research Institute in Saitama Prefecture- where there is
a long history of producing castings. o

Typical public regional institutions have the following-programs:

- Technical guidance: In order to improve the technical level and
productivity in #mall and medium. enterprises, the institutions
provide guidance and consultation on a wide range of fields
including machinery, metals, electr1c1ty, chemlstry and industrial
arts, etc. -

- Open guidance room: For those.small and medium businesses not
equipped with testing and research facilities, the institutions
have installed various measuring equipment, testing equipment and
machine tools which can be used  for nomlnal charges, while
providing technlcal gu1dance for them. :

- Pechnical advisor system: Te¢hnical specialists. in the private
sector are vregistered with- the = prefectural governments as
technical advisors so these human resources may be utilized to
support small and medium enterprises on their request.

- Guidance tours: The institutions organize guidance tours to those

plants faced - with technical problems to provide “appropriate
guidance on the spot and to solve such problems.
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In addition, national institutions for research and development
belonging to the central government can technically support these
regional institutions, according to the need.

©In order to grasp at the need of SMIs, establishment of technical
institutions at regional level is very important, And the system of
‘exchange’ experiences and  human resources between the central
institutions like INTI and regional institutions are necessary for the
effectiveness of the government promotion measures for SMis,
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5-A Appendixes: Some Japanese Expérience of Financial Assistance
5-A~1 Loans for Specific Machinery Industries

(1) hnacfment of Temporary Measures Law for the Promotion of Machlnery
Industries : .

Loans for Specific Machinery Industries were made as a part of
Japanese  government's pelicies. to prowote : specific . machinery
industries based on the Temporary Measures Law of Promotion- for
Machinery  Industries enacted in June 1956, This was the
special-purpose - loan for small and medium enterprises which the
-government designed under the very Cleal intention of guiding the
industrial sector to the desirable direction described below.  This
loan program played a very 1mp0rtant role in promoting and modernlzlng
the small and medium enterprises in machinery industries.

The Japanese machlnery industries in the latter half of 1950s
consisted of two parts: finished capital ‘goods manufacturing sector
‘of big enterprises and material ‘and parts supplylng sector. Most of
the enterprises which belong to the latter . sector were “small  and
medivm - enterprises whose production equipments ‘were old and
productivity was = low. This situation was ' called as 'a "dual
structure", and it had become to be reécognized . that .the "dual
structure" would impede the balanced growth of machinery industries
which had the great potential of high value-added and job creation.

Under these situations, the Temporary Measures Law for the
Promotion of Machinery Industries:was enacted as a law with the term
of validity of 5 years. The purpose of the Law was to modernize
production equipment, increase productivity and improve production
technology especially in the sector of basic machineries and parts
industry, which was the fundamental but backward part of machinery
industries.

The general structure of the Law was as fdllows:

1) The Minister of Internaticnal Trade and XIndustry dsesignates
"specific machinery industries" by Enforcement Ordinance of the
Law

- The following 21 industries were designated as specific
machinery - industries. These industries were selected by the
following criteria: ~ a) the sectors where small  and medium
enterprises with obseclete equipment, low productivity and low
profitability are dominarnt, b) the industries whose products are
considered to be appropridate to be produced by smdll and. medium
enterprises even in the future and c¢) the sectors ‘which will
contribute the increase of exporxt.

Basic Machine: machine tools, electric welding machines,

' electric tools, metal molds, measuring .
apparatuses, testing apparatuses, forging
machines, gas cutting machines, -
wind-driven and hydraulic machines, oil pressure
machines.
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Common Parts: high strength cast iron, die casting, powder
metallurgy, screws, bearing, gearwheels, valves.

.Special Parts: sewing machine parts, clock and watch parts,
S automobile parts, railroad vehicle parts.

2) RationaliZatioh Basic Plans and annual BExecution Plans are drawn
up  for the specific wachinery industries, which contains a)
rationalization targets such as qualities, capacities and
production cost of each machinery in the target year (FY 1970}
and b} installation of production equipment, wethod of scrapping
and diverting of obsolete equipment, improvement of production
technology, increase of efficiency, etc.

3) The government carries out necessary measures which consist of a)
securing of the necessary funds for modernization of production
equipment, b) giving directions for rationalization cartels and
¢) official anncuncemen! of standards of technology improvement.

"As for securing of funds, Japan Development Bank took charge of
operation first and after 1961 Small Business Finance Corporation took
charge of ‘handling the loans for small and medigm enterprises.

(2) Loans for Specific Machinery Industries through Japan Development
Bank . :

Japan Development Bank (JDB) started Loans for Specific Machinery
Industries. in August 1956. During FY 1956~1960, JDB made ¥10,609
thousand loans under this loan program. BAmong them, loans to machine
tool industry had the largest share (24.8%), foliowed by electric
tocls  (13.9%), automobile parts (13.1%), gearwheels (8.4%), high
strength cast iron (5.7%) and die casting (5.0%).

About 60% of the 294 enterprises which received the Loans were
small and medium enterprises {enterprises with 300 or less employees
or with ¥i0 million or less capital). as for the loan conditions,
interest rate was 6.5% per annum and term of loan was within 10 years.

{3) Amendment and extention of the Law

The Temporary Measyres Law for the Promotion of Machinery
Industries which was enacted with the term of validity of 5 years was
amended in April 1961 and its term of validity was extended by 5
years. 'The purpose of the amendment is to improve the international
competitiveness of machinery industries to cope with the transition to
the open economy due to trade liberalization, etc. And specific
machinery industries were selected by the following criteria: ajl
fundamental sectors for the development. and growth of machine
industries as a whole, b) industries whose demand 1is expected to
increese rapidly in future and which are considered to be necessary to
strengthen international competitiveness against trade liberalization
and c¢) industries whose products are considered to bhe suitable for

export.
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The main points of the amendment were a) extension of the term of
validity of the Law by 5 years, b) increase of the number of specific
machinery industries from 21 to 40, ¢). enlargement of supply of fiscal
funds, etc... The Rationalization . Basic Plans were renamed as
"Promotion . Basic pPlans® and improved by adding ‘targets of production-
and export, adeguate scale of production, spe01allzat10n of kind of
products, setting of target year for each industry, etc. - When the Law
was amended, Small Business Finance Coxporation (SBFC} took charge of
handling the Loans for small and medium enterprises in place of JDB.

(4) Loans for Specific Machinery Industries through Small Business
Finance Corporation

Outline of Ioans for Specific Machinery Industries which SBFC
started in June 1961 was as follows: :

1} Eligible borrowers

Small and_medium_enterprises who'are engaged in the following
gspecific machinery industries and have recommendation of Small and
Medium Enterprise Agéncy of MITI. :

artificial grindstones, cast iron and forged iron, forging, pig
iron casting, -die casting, powder metallurgy, screws, . internal
combustion engines for land use, bearings, gearwheels, metal
machine tools, forging machines, electric welding machines,
cutting tools, metal molds, conveying equipment, wind-driven
and.. hydraulic . machineries, textile . machineries, mining
earth-moving and construction . machineries, . = agriculture
machineries, wood. worklng machineries, industrial furnaces,
casting machines, precision measurement apparatuses, testing
apparatuses, .analyzing machines, ,1ndustrlal measuring
inétruments,'lndustrlal weighing instruments, clock and watch
parts, office machineries, - safety eéquipment ~for railroad
signals, wvalves,.railroad vehicle pdrts; automobile parts, oil
pressure - machineries, chemical machineries, . plastic
machineries, machineries for automobile, industrial ~trucks,
heat treatment

2) Use of funds

Funds for purchasing machineries designated in Promotion Basic
Plans of Machinery Industries.

3) Method of loans

Through birect Loan System (This loan program is not available
through Agency Loan System) : )

Loan procedure of this loan program was as follows:
(step 1} Annual FExecution Plans are drawn up based upon Promotion

Basic Plans and submitted to the Machinery Industries
Council., '

I11I~384



{step 2) Minister of International Trade and Industry and Minister
: _of Transportation officially announces the Execution Plans.

(step'B)-Enterprises who fulfill the requirements of the Plans make
applications of loans to Heavy Industry Bureau of MITI or
Ministyy of Transportation,

(step 4) Heavy Industry Bureau makes examinations on  the
- applications.

(step 5) Small and Medium Enterpriée Agency of MITI recommends the
o - enterprises as eligible borrowers to SBFC,

(step 6} The enterprises make loan appllcations to SRFC.

(step 7) SBFC approves or disapproves the application based upon
their own credit appraisals.

4} Conditions of Loans

- Maxifmum Amount: Maximum amount of loans was determined for
each fiscal year as follows.

Maximum Amount of Loans for Designated Machineries

FY Mow Loans Loan Qutstandings

1961 © ¥30 million ¥30 million
1962 ¥30 million ¥60 million

1963 ¥50 million ¥80 million

- Interest Rate: 7.5 - 7.6% per annum

- Repayment Period: Generally 3 -~ 7 years, longer than 7 years
i1f necessary

-~ Grace Period: Within 2 years.

- Others: Collateral and guarantor are necessary in principle.

5) Results of the Loans

The term of validity of the Law was extended again in June 1966
' by 5 years and this loan program continued until the end of FY 1970.

During FY 1961-1970, SBFC made 1,606 loans, the total amount of
which reached ¥36,474 million, under this loan program. The average
amount of loan increased from ¥18,839 thousand in FY 1961 to ¥30,720
thousand in FY 1970. BAnd the rate of increase in scale of borrowers
{in terms of amount of total assets, amount of fixed assets, amount
of sales and number of employees) was larger than that of borrowers
of general purpose loans, which shows that the borrowers of this
loan program expanded their scale of business remarkably.
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This 1loan - program - played a very important role ‘in the
development of small and medium. entérprise in machinery industries
by expansion of production capacity, improvement of quality and
precision of products, improvement of productivity, decrease in
defective products, etc. ' :

5-A~2" Agency Loan System

&s of March 1986, Small Business Finance Corporation - {SBFC) has
extended ¥5,185 million loans to small and medium enterprises, among
which 71.4% is made through Direct Loan System and 28.6% through Agency
Loan System. '

In Direct Loan System SBFC ‘makes loans t¢ = small and mediunm
enterprises directly through their own branéh network, Although they
have 58 branch offices throughout Japan, most branches are located in
big c¢ities and provincial capitals. In oxder to spread SBFC's funds to
a large number of small and medium enterprises. located all over the
country, it is more effective to utilize the existing private financial
institutions rather than to expand their own branch network. This is
one of the main reasons Why SBFC cperates the Agency Loan System.

in Agency Loan System SBI'C entrusts handllng of SBFC's loan to
private flnanc1al ‘institutions by concludlng agency agzeement 'with them.
Agency banks are authorized to make SBFC loans on their own discretion,
provided that borrowers fall in . the definition of small and medium
enterprises prescrlbed by Small Business Finance Corporation Law.

The risk of locans is shared between SBFC and agencies. ~ The share
of the risk to be borned by agenc1es (80% of loans} is higher than. that
of SBFC (29%) so that agencies have a larger respon51b111Ly in
administering the funds.

The maximuim amount of loans in Agency Loan is much smaller than in
Direct Loan and repayment periocd in Agency- Loan is shorter than in
Direct Loan. SBFC pays commission to agencies for their services.

This system has the following advantages:

1) Agencies are in a position to be well informed about the credit
ratings of ‘their customers who apply for loans and about the
economic ' and industrial- conditions of their particular areas
because they usually maintain close contact through daily banking
services. Therefore, there is no need for agencies “to make a
detailed investigation everytime they receive leoan applications
from .their customers, .thus elimination to a large extent much
time. and may procedural steps. :

2) It is considered acceptable that small loans often become costly
and unprofitable for the lenders if close fea31b1i1ty studies are
made. The cost of making loans . through Agency Loan System,
however, can be reduced as compared to cases ‘in which SBFC
makes loans directly.
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3)

4)

The system is more efficient and inexpensive than expanding SBFC's

own  hranch network, This system, however, has following
disadvantages at the same time,

SB?C can not control agencies concerning individual loans so that
this system is for making loans to the specific sectors of industry

in ordexr to accomplish some specific policy objectives,

5)

Agencies are generally reluctant to make special-purpose loans,

because the loan procedures of special-purpose loans is somewhat
complicated compared to that of general~purpose loans.

Table III-<5-Al Comparison_of Loan Conditions of Direct Loans and Agency

Loans of Small Business Finance Corporation of Japan

(as of July 1986}

Direct Loans Agency Loang
Up to ¥270 million
(including a maximum of
Amount of Loans ¥140 million for use Up to ¥45 million
: as long-term operating
funds}
Interest Rate ©.4% per annum
Plant and Up to 10 years in prin- Up to 7 years in prin-
Equipment | ciple, but up te 20 ciple, but up to 10
Repay- Funds years in some cases. years in some cases.
‘ment '
Period |- l
Long-term Up to 5 vears in prin-
Operating ciple, but up to 7 Up to 5 vears.
Funds years in some cases.
Plant and
Equipment Up to 1 year in prin- Up to 1 year in prin-
Grace Funds ciple. ciple.
Period ' '
Long-term
Operatihg Up to 1 year. Up to 6 months.
Funds

Repayment Terms

Following the grace period, repayments are generally
made in egual bimonthly installment,

Note:

These are the conditions for General-Purpose Loans.

11I-387



Table III-5-A2 Comparison bétween Direct Loans and Agency Loang of
small Business Finance Corporation of Japan

Direct Loans Agencf.Loané Total
Number of Offices 59 offices 14,230‘pff;ces_
' (SBFC's offices) | (848 agencies)
Number of Loans 122,247 156,616 278,863
: (43, 8%) (56.2%) (100.0%)
Loan
Out.~ _ - L
stan Y Amount of Loans 3,704,423 1,480,811 5,185,234
ings {¥ million) (71.4%) C(28.6%) {100.0%)
Number of 54,130 120,837 163,976
Enterprises
= ) . . T
Average Amount of Loan 48,850 17,417 32,567

(¥ thousand)

Average Term of Loan

b years 7 month

4 years 11 month

5 years 9 month

Notes:

1
2)

3)

As of the end of March 1986.

Figures for the Loans made in FY 1985 (Aprli 1985 -

March 1986).

10,991 enterprises borrow both D+rect and Agency Loans.

T
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Notes:

Figqre III-5-A1 Tending Procedure of SBFC Agency Loans

{Agency Banks) (SRFC)

Application of Loanw

l

Credit Analysis and
Project Evaluation

I‘.

Decision of Loan

1}

Report on Loan Approval and _| Review of the Report o
Reguest of Remittance Loan Approval

2}
Loan Disbursement Remittance of Funds

3)

—

Follow-up Activity

Collection of Loan

1)

2}

3)

For every quarter SBPC asks the agencies beforehand for
information on the agencies' loan capacity and on the number
of loan applications received from small businesses. Based
on this information, SBFC determines the total amocunt of
loans to make in the quarter and authorize the agencies to
make loans within the limits of the budget.

When +the funds arrive at the agency, the adency should

- conclude locan agreement with the applicant without delay.

The agency should transfer the amount of the loan to the
borrower's account simultaneously with the loan agreement.
SBFC pays the agencies 3.5%-26% {about 11% on the average)
of interest actuwally received on the loans as commission for
their services, The rate of commission depends on the
interest rate, the amount of loans and the types of loans.
Phis provision is made as an incentive for the agencies to
make smaller loans which, as a rule, are not profitable
because net earnings on swmall loans are low.
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