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Country Currency Average Exchange Rate
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Above exchange rate figures were calculated from the actual purchases of the currencies

made by the Study Team members during the visils to those countries concerned
in the period between June 1995 through March 1996,
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Preface

In response to a request from the Government of the Argentine Republic, the
Government of Japan decided to conduct The Study on Economic Development of the
Argentine Republic (The Second Study) (hereinafter referred to as “the Study”) and
entrusted the Study to the Japan Intemational Cooperation Agency (JICA).

JICA composed a study team headed by Mr. Saburo KAWAL Chairperson and
President of International Development Center of Japan {(IDCJ), and sent the study team

several times 1o Argentine, South-American and East-Asian countrics from July, 1994 to
March, 1996.

The study team had a series of discussions with the officials concerned of the
respective governments and the representatives of private organizations, and conducted
necessary surveys in each country. Through further studies in Japan the preseat report
was prepaced.

| hope that this report will contribute to the promotien of economic relation
between Argentine and East-Asian countries and to the enhancement of friendly rclations
between Japan and Argentine.

{ wish to express my sincere appreciation to all the people concerned with the
Study for their closc cooperation extended to the study tcam.

June, 1996

\ C -
&,,VV‘_R’” /L(/\,]A:—_.//

Kimio Fujita
President
Japan Intemational Cooperation Agency



June 1996
Mr. Kimio Iyjita
President
Japan International Cooperation Agency
Tokyo, Japan

Dear Mr. Fujita,

Letter of Transmitial

We are pleased to submit the final report of the Study on Economic Development of the
Arxgentine Republic (The Second Study). This report contains practical and business-oriented
recommendations for Argentina to strengthen its economy and thus expand export to and
promote direct investment from East Asia.

Analysis of the Argentine and the East Asian economies and the views of some East
Asian importers on Argentine suppliers and products have enabled us to identify the challenges
that Argentina must meet. Some of the challenges were integrated into several issues for further
in-depth studies. These studies revealed that East Asia is a competitive but attractive market for
Argentina and that Argentina's resource-based products have good potential to penetrate the
market. The issues Argentina must address include export strategies for both the public and
private sectors, improvement in quality, stable supply capability, adequate infrastructure, and
sales promotion activities, depending on the products to be exported. We suggest that an action
plan be forinulated immediately to facilitate and ensure impleientation of the recommendations
presented in this report.

We wish to take this opportunily to express our sincere gratitude to your Agency, the
Ministry of Foreign Affairs, and other concerned ministries of the Government of Japan. We
also wish to express our decp gratitude to the Ministry of Economy and Public Works and
Services and other relevant authorities of the Government of Argentina for the close cooperation
and assistance extended to us during our study. We especially benefited from the support
provided by the Subsecretariat of Foreign Trade, the Secretariat of Trade and Investment.

We sincerely hope this repoit will provide an important basis for the strengthening of
the Argentine economy and a greater economic interdependence between Argentina and East
Asia.

Very truly yours,

Sl Lo

Saburo Kawai

Team Leader

Study on Economic Development of |

the Argentine Republic (The Second Study)
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Preface

Ten years ago, the Government and business communily of Argentina reccived
invaluable support from the Government of Japan through the promotion of research for
our country’s development. Now, we have been fortunate to collaborate once again.

I would like, on behalf of the Argentine government, to express my appreciation

for the support provided by the Japan International Cooperaiion Ageacy (JICA) and the

‘International Development Center of Japan (IDCJ), whose professionals and experts have

made a very careful analysis of the situation in Argentina, improving the study with all
their experience and expertisc.

In 1985, as a result of Okita I: Study on Economic Development of the

.Ar'gemiue Republic, our counlry received valuable information and recommendations,

most of which have been imp]emehted since 1989 and formed important lines of thinking
for the modernization of Argentina.

In 1994, against a backdrop of global transformation far beyond the expectations
of economic and social specialists, Japan and Argentina worked to establish new bridges
between their countries based on mutual expericnces of success and failure and with an
awareness that joint efforts could yield optimal results.

In 1989, Argentina initiated deep economic reforms in order to stabilize,
dercgulate and open its economy. Continuing the task of promoting economic growth
and free market policy, the Argentine government has made steady efforts to promote
extemal trade and attract foreign direct investment,

To realize this objective, the government has developed close trade relations with
Lalin American covntries, especially in the MERCOSUR common market, as well as new
approach towards Japari and the other East Asian countries. To promote these relations,
oilr Presidénl, Dr. Carlos Menem, our Minister of Economy, Dr. Domingo Cavallo, and
other officials, as well as business persons have lraveled regularly to this area.

Tt is in this context that in 1992 the Argentine Government asked the Jipanese
Government to produce the report entitled the Study on Economic Developnient of
the Argentine Republic (The Second Study), arranged by JICA and our National
Undessecretary of External Trade of the Ministry of Economy.



The main goal of the study is to analyze thc macroeconomic and sectoral
development environment, strengthencd by the Converlibility Plan, since 1989 when the
deepest economic changes occureed. It also studies the potemial for expanding the export
capacily of Argentine to Japan and other East Asian markets as well as the pose.lblhty of
increasing forengn direct investments (o Argcmma

The study explores ways to enhance the awareness of Argentine products in Japan
and other East Asian countries. Our main goalisto promote a better understandmg in the
region of the changes in the Argentine economy made by the governmem as well as to
improve links among business persons and Govemmcnt officials in order to éstablish
trade in a market that is today very far away in terms of results, but that is close in our
projects and economic and commercial objectives,

We are aware that this is not easy work with immediate resnlts despite the efforts
already made, We have a long road ahead of us. This is our blggest challenge.

We would like once again on behalf of our President and our Ministry of

Economy to thank the Japanese Government, especially JICA and IDCJ, for helping us

- promote our policies toward the realization of our objectives, It has been a great honor
for my staff and myself to spend valuable time and efforts wnlh our Japancse parlners

LT

Mr. Alejandro Mayoral

Undersecretary of _
Ministry of Economic and |
Public Works and Services
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Introduction

The Argentine Republic (hereafter refecred ta as Argentina) has re-emerged from
the economic turmoit that hit the Argentine economy in the 1980's. The key driving forces
for this recovery have been the economic stabilization brought about by the Convedibitity
Law and a series of structural reforms, including fiscal reform, trade liberalization,
privatization, and deregulation. The recovery was made possible not only by the efforts of
the govcnuncnl but also by the support of the entire society.

The Study on Economic Development of the Argentine Republic, known as the
"OKITA Report,” (hereafter referred to as the First Study) was undertaken by the Japan
International Cooperation Agency (HCA) in 1985-87. It stressed the impottance of
infroducing market mechanisms and privatization, and thus made an impostant
contribution to the economic policy-making process in Argentina.

Hﬁving succecded in the reform, Argentina now enters a new era of econoinic
expansion leading to sustained economic growth. One of the main vehicles for this
ccononiic expansion is a greater economic interdependence with East Asia. Although East
Asia is and will continue to be the growth center of the world, economic relations between
Argentina and East Asia have been limited.

The Argentine governinent requested that the Japanese government study the
Argentine cconomy, with special focus on the expansion of export to and the promotion
of direct investment from East Asia.l Expansion of export and promotion of foreign
direct investment (FDI) are indispensable to sustaining long-term cconomic growth, and
also will increase employment opportunitics. Strengthening the competitiveness of the
Argentine industry in the global market and improving the physical and institutional
infrastructure are Argentina's major challenges to obtain these goals.

The Study on Economic Development of the Argentine Republic (the Second
Study) (hereafter referred to as the Second Study) has been in effect since 1994 with the
goal of proﬁding overall perspective and issue-specific directives for Argentina (o expand
export to and proinote direct investiment from East Asia, This is the report of the Second
Study.

1 In Lhis repoet, East Asia refers to China, Hong Kong, Indunesia, Japan, Koerea, Malaysia, Singapore, and
Thailand unless otherwise noted.
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Between the First Study and the Sceond Study, there were remarkable changes in
the Argenting economic structure and its domestic and external environments. The most
notable among them are:

1) Economic instability and hyper-inflation in the late 1980s;

2) Recovery in the 1990s fiom the instability and hyper-inflation through a series
of decisive cconomic reforms based on free market principles (including
pnvauzauon fiscal seform, dereguhnon and trade liberalization) so that the
private sector's initiatives function positively and effectively;

3) The startup of regional integration schemes such as NAIFTA 'md
MERCOSUR, along with Argeatina's strengthencd economic ties with other
Latin American countries;

4) The successful completion of the Uruguay Round and the establishiment of the
World Trade Qrganization (WTO); and _

5) The end of the Cold War between market-oriented and centrally planned
economies, which had been a political and cconomic precondition following

World War II. | o

Although both the First Study and the Second Study offer similar guidelines to
assist the Argentine economy achicve sustained ecconomic growth, salient features of the
two studies are different. The First Study indicated a path which the Argentine cconony
should follow because Argentina was not certain of the directions in which the national
economy would procccd In contrast, the Sccond Study has been undcrtakcn during a
time when Argcntma has a very clear view of the future directions. Argentina's present
challenges are practical and operational, such as working out expoit qlmtegtcs to facilitate
export expansion to East Asia and upgrading the exisling infrastructure under a tight fiscal
budget. What Argentina needs is a set of practical and business-oriented recoimmendations
on how to expand export to and promote direct investment from Bast Asia--not a
discussion on the path-finding of the whole economy. |

The results of the Second Study are expressed as analyiical means; methods to
improve productivity and measures to increase the production cdpacity of the Arge;niné |
industrics have been analyzed. Many examples in East Asia have been studied to hetp
learn from the experiences of other countries. To facilitate implcmemalioﬁ of these
examples, we discuss their adaptabitity to the Argenting economy.

The entire study period of the Sccond Study was (wo years, and is divided into
two phases.
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The Phasc | study was undettaken from July 1994 - May 1995, and covered the

following items:

i) Review of the First Study
2) Analysis of macroeconomic conditions and related policies
3) Present sectaral conditions and policy issues for further development

4) Intemational economic relations and regional economic integration initiatives

5) Present economic relations between Argentina and East Asia, and between
Argentina and its major export compelitors

6) Recommendaiions for sustained economic growth

i) Selection of subject matters and policy issues for the Phase Il Study

The Phase | Study recommended establishing a clear medium- and long-term plan
for economic development, fostering a clear division of effort between the government
and the private sector, and creating conditions that would encourage inrovalive and
compelilive activities from the private sector to bring out the greatest potential of the

country.

Taking these recommendations into consideration, the Phase I study specified
dozens of areas that Argentina should address conceming expanding export to and
promoting direct investment from East Asia. At the end of the Phase | study, the Study
Team integrated some of the key areas, in consultation with the Argentine government,

into four priorily issues.



Vol. 1{Main Report) -

Figure 1: Flow of the Second Study
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The Phase Il study was conducted from May 1995 - June 1996, concentrating on
the four priority issues. They are:

fssuc 1:  Strengthening Institutional Support for the Expansion of Export to and the
Promotion of Direct Investment from East Asia;

Issuc2:  Expansion of Expor Capacity through Improvement in Productivity and
Quality,

Issue 31 Development of Argentine Small- and Medium-sized Manufacturing
Enterprises; and

Issue 4:  Transport Infrastructure lmprovement for Industrial Development and Trade
Promotion.

The Sccond Study reveated that East Asia is a competitive but an attractive market
for Argentina and that Argentina's resource-based products have the potential to pencirate
into the market. What Argentina needs, depending on the products to be exported,
includes an export strategy for both public and the private sectors, improvement in quality
and supply capacity, an adequate infrastructure, and sales promotion.

Thus, national cfforts toward export to the highly competitive market of East Asia
would need (o be strategic not only for Asgentine ¢xpoit expansion, but also for geeater
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cfficicncy and competitivencss of the entire Argentine cconomy. Export to East Asia is, in
fact, a test of the economic viabitity of Argentina. For this reason, the "Sccond Study,” as
an cconomic development study, focuses primarily on export to and investiment from Easl
Asia.

The outcome of the Second Study consists of seven volumes. The first is this
main repord, and the entire study is summarized from the viewpoint of export expansion
to and direct investment promotion froin East Asia. The second is the present situation of
the Argentine economy, by sector, based on the Phase [ study. The third volume presents
East Asia’s view of Argeatine suppliers and produeis, also based on the Phase I study.
Volumes 4-7 report on cach issue of the Phase Il study.

This main report consists of six chapters. Chapler 1 primarily discusses (wo
issues: why export expansion and FDI promotion are necessary for Argentina and why
East Asia is the target market. Chapter 2 analyzes the current cconomic relationship
between Argentina and Bast Asia, and summarizes the East Asian importers’ view of the
Argentine suppliers and products. Chapter 3 identifies the sreas that Argentina should
address in expanding expori to East Asia. Chapter 4 establishes common objectives for
Argenlina to follow in its export and promoting FDI efforts. Chapter 5 presents measures
to facilitate Asgentina's export to and inviting direct investment from East Asia, Chapter 6
concludes this main report by suggesting a plan of action to facilitate implementation of
our recommendations.






Vol. I (Main Repont)

1. Why East Asia for Argentina ?

1.1 Need to Expand Export and Promote
Foreign Direct Investment

The Menem administeation, which took office in 1989, initiated a series of
structural ceforms and stabilization programs. The structural reforms conceplually
consisted of three policy groups: govemment restnicturing; the revitalization of the private
sector and market mechanism; and epening the door of the economy. The adminisiration
‘is determined to carey out govemment restructoring by means of a balanced fiscal policy,
privatization, and rationalization of the public sector. A comprehensive deregulation and
withdrawal of government intervention in the market has been implemented to revitalize
the private sector and enable the market mechanism to function. Trade has been liberalized
and foreign investors have been treated equally to ensure the transition to an open

econoiny.

The Convertibility Plan; a comprehensive stabilization policy package, was
adopted in 1991 to attain stabilization of the Argentinc economy. The Plan has two
fundamental principles. First, local currency must be fully backed by foreign reserves and
gold at a fixed exchangé rate of one peso per US. dollar. Indexation was gencrally
prohibited and allowed only if pertaining to productivity improvement. Second, a
balanced budget became the goal, and central government was prohibited from directly
financing the govermment's fiscal deficit.

These structural reforms and stabilization programs brought about the recovery of
the Argcn{ine cconomy from an ext_remély unstable economic situation during the late
1980's. Inflation has ceased, fiscal deficit has decreased, trade volume has increased, and
the public's confidence in the economy and the gbvernment, a prerequisite for suslainable
growth, has been regained. Argentina appears to have achieved economic stabitization.
Structural adjustment of the économy is also taking plrac'e.

While this recovery came primaily from reform and stabitization programs, it has
also been due partly to (he changing global and regional economic situations. The
emergence of global financial systems accelerated the expansion and diversification of the
flows of investments, trade, and 1nformahon--regardlcss of national borders. The end of
the Cold W'\r further encouraged this trend. An increasing number of countries began to
adopt open ; and frec economic sysmms in order to adjust to this global trend. Latin
America was no excepuon MR RCOSUR emerged to offera large and easily accessible
market to Argumm ftis under these circunistances that outward- and forward- -looking
€CONOIMIC pohcncs have become a rmhiy.
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The next step is to achicve sustained economic growth through the expansion of
export and the promotion of direct investment. Expansion strategies will extend the
horizons of both enterpriscs' activitics and national development. Under the Convedibility
Plan, broad perspectives, both in the government and in the private sector, are imperative
for sustained economic growth. More exposure to and competition with the rest of the _
world will further enhance the competitiveness of the Argentine economy.

While outwardly cxpanded development will provide the c.ounl_ry with abundant
opportunities and unlimited possibilities, it will also force the country to rigorously_
respond to the needs of its clients. A client-oriented perspective is necessary for not only
export cxpansion but also FDI promotion. In terms of a microeconomy, export and FDI
would generate developmental dynamisin in response to inceeased external demands,
technological advancenients, and changes in the world economy.

The Argentine government predicts the future of export and isport as shown in
the following figure. It anlicipétcs that the export of goods will nearly double from 1995
to 1999, and will greatly surpass import. While the destination forecast is not available, a
part of this increase is expected to be absorbed by East Asia.

Figure 2: Forecast of Argentina's Export and Import of goods

40000 [ e mme e m et et e e mmn s
35,000 .
36,000 I
25,000
20,000
15,000
10,000
5.000
0
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1 !mporf

Peso million
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Year

Source: Argentina cn Crecimientd 1995-1999

In terms of FDI, the amount of annual investment is expected to hold at the 1994
level unti 1999. While 80% to 90% of the FDI during 1991 and 1993 was associated
with privatization programs, not many largc state- owned enlerpnscs remain with the
govcmmenl Thus, in order to maintain the level of FI at near 2 000 million pesos per
year, the government will no longer be able to rc,ly on pnvauzauon 'done Ncw dlrcct
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investment must come from abroad. Since East Asia has been a minor influence in
Argentina, the region is expected to play a greater role in FIL

Figure 3: Forecast of FDI to Argenlina
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1.2 Argentina's Current Status in East Asia

The Study Team reviewed the current economic relationship between Argentina
and Bast Asia, and found that Argentina’s presence in East Asia is very weak, in both the

arcas of export and FDI.

1.2.1 Characteristics of Export: A Marginal Supplier

The following figure shows the import of major regions/countries from Argentina.
Ducing 1992 and 1994, imports of EU, USA, MERCOSUR and Chile from Argentina
increased by 10.5%, 33.9%, and 74.1%. However, East Asia’s import from Argentina
maintained the same level-- around US$ 1,250 million. It increased by a mere 0.5%.
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Figure 4: 1mport of Major Regions/Counlries {rom_Argealinga
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The following figure shows the destinations of Argentina's export in 1994 by
region. Argentina’s export to East Asia accounted for only 8% of the total export while
East Asia absorbed 20% of world's export.

Figure 5: Argentina's' Exporl by Destination in 1994
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Argentina's presence in East Asia is even less than that of Brazif and Chile. The
following figure presents the volume of East Asia's import from Argentina, Brazil, and
Chile. The distance from these three couniries to East Asia is almost the same, although
Chile faces the Pacific. The volome of import from Argentina is the lowest at one fifth and
one third of those of Brazil and Chile.

10
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Figure 6: East Asia's lmpert from Argenting, Brazil and Chile
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This fact indicates that the low levels of Argentina's penetration into the East
Asian iarket cannot be solely attributed to the distance between Argentina and East Asia.
The share and volume of import from Argentina is much lower than that of Brazil, which
also faces the Atlantic. Even when the difference in GDP between the two countries is
taken into consideration, Argeantina's export to East Asia is weak 2

Institutional suppori for expoit is also weak in Argentina, compared (o
competitors like Canada, Australia, and Chile. For example, Australia and Chile have
their own teade promotion organizations (TPOY) in Japan. Austrade, the TPO of Australia,

“has 55 staff members in Japan, including 21 Australians. Pro-Chile, the TPO of Chile,
has 6 staff members in Japan, including 2 Chileans, one of whom specializes in
agricultural products. Although Canada does not have a TPO, there are 35 commercial
attaches not only in the Embassy in Tokyo but also in Consulates in other major cities
such as Osaka, Nagoya, and Fukuoka. In contrast, Argentina has only 3 or 4 commercial
attaches in the Embassy in Tokyo. |

Trade fairs to promote Argentina's export are rarely held in Japan. Australia,
Canada, and Chile have been very active in promoting their own products, holding trade
fairs and seminars (occasionally at their own expense) 1o improve their image and increase
the Japanese pco;ilc’s recognition of their products. In conteast, FOODEX, held in March
by the Japan Extemal Trade Organization (JETRO), sceins to be the only accasion in
which Argentina's public and private sectors participate. As a consequence, the Japancse
people’s recognition of Argentine products is still very low.

2 The GDP of Brazit is about twice as big as that of Argentina.

11



Vol. 1 (Main Report}

Another characteristic of Argentina’s expont to East Asia is that the export items
are confined to a few primary products, as is shown in the following table.

Table 1: Major Export Products of Argentina (o East Asia

Country Products ~ Share to the tolal export

%

China Soybean oil : C 29.8

Seamless pipe 236

tiong Kong Leather A 49.5

indonesia Wheat 51.5

Japan Squid 15.0

UN wrought aluminum, not alloyed 14.7

Korea Squid 66.8

Malaysia Soybean oil 54.9
Singapore Soybean oil ' 648 .

Thailand Leather 348

Talwan Soybean _ 48.7

- Saurce: INDEC, 1994, Comercio Exterior Argenting

As a consequence, the export ratios of the top three products to the total export are
63.2% in China, 64.5% in Hong Kong, 74.2% in Indoncsia, 85.8% in Malaysia, and
83.8% in Taiwan. These ratios are considerably higher than those to Brazil (33.0%), the
USA (23.0%), Netherlands (41.7%), and lialy (46.9%). Even though the East Asian
region is diverse--from Japan, which has virtually no natural resources and whose per
capita GNP is one of the highest in the world, to Indenesia, which is rich in natural
resources and whose per capita GNP is low--the structure of export from Argentina does -
not vary significantly from country to country. As far as cxport to East Asia is concemed,
Argentina depends on very fow primary products.

1.2.2 Characteristics of ¥DI: An Emerging Market

The following figure shows the origins of FDI to Asgentina dﬁri_ng the period
from 1990 to 1992. Although recent detailed data is not available, the table shows that
investment from East Asia is minimal. Among the East Asian econoniies,d Japan is (he
only country that is listed.

3 Since Hong Kong is incladed, they will be referred to as the East Asian “economics” iastead of the East

Asian “countries.”

12
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Origins of FD1 to Argentina during 1990 and 1992

Figure 7:
-Japun
2% yk  Otheis
Canada 1 : —
wnen A S el—
Fraq(. ¢ % — : USA
V% 5 384
X5 —
Netherland L.
P 5
US$ 2.2 billion
= al
Switzerland 2 =
5%
h;g B . Germany
- Bravil 107

0%
Source: Private Research Institete

Japan’s investment to Argentina is considerably small, as shown in the following
figure. Japan's investment to Argentina was 0.1 % of Japan's total FD1 in 1994. On
average, Argentina accounted for only 1% of Japan's FDI to Latin American countries.
The main reason for the targe volume of investment to Panama is its tax-haven policies.

Figure 8: Destinations of Japan's FDI in 1994 '
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These tables and figures suggest that white Argentina has engaged in a fairly large
amount of trade and investment with the EU, USA, and neighboring countries, economic
interaction with East Asia has been very weak. Argentina’s presence in East Asia is even
less than that of Brazit and Chite. In addition, Argentina's export is confined to its
primary producis. Recognizing the current rapid economic growih in East Asia, many
countries in the wostd arc attempling to eam a bigger market share in the region.

£3
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Argentina should take immediate action to obtain a lacger share in the region, before it is
too late,

The following section analyzes the size and characteristics of the East Asian
market in more detail, in order to fully assess the attsactiveness of the market.

1.3 Why East Asia as a Main Target?

Regarding the East Asian market--to which Asgentina will have (o divessify trade
and FDI from (raditional markets such as the USA, EU and MERCOSUR--how is the
potential of this market evaluated? There are three business conditions which justify such
a diversification. First, East Asia is the growth center of the world; there is no other
region experiencing a higher economic growth. Second, because of this rapid economic
growth, Argentina has an opportunity to enter the market and expand business without
taking substantial bustness risks. Third, the relationship between Argentina and East Asia
is favorably complementary, not competitive.

1.3.1 Growth Center of the World

Recently Asta has enjoyed the highest economic growth rate in the world. The
following figure shows that the GDP growth rate in Asia was the highest in the world
during 1977-86 and 1987-94.

Figure 9: GDP Growlh Rate by Region
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Due to the rapid economic growth, the volume of East Asia’s import alimost
doubled from 1988 to 1994, as shown in the following figure. In 1994, East Asia
accounted for about 20% of the world's import.

Figure 10: East Asia’s Import in 1988 and 1994
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East Asia is expected 1o continue growing. The following figure gives the forecast
by Japan's private research institute of the share of aominal GDP from sclected regions to
the world's in 2000 and 2020. East Asia's share of the world's GDP is expected to
increase rapidly, and will exceed that of Europe and North America (USA and Canada) in
2020 if the economy continues to grow at 7%--skightly fower than the average in 1995,
East Asia is prcdiclcd to account for 30.7 % of the world's GDP in 2020.

Figure 11: The Share of GDP of Each Region to the World GDP (Forecast)
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1.3.2 Abundant Business Opportunities

Since the Bast Asian market is expanding at such a high growth rate and changing

' dymmually, many opponumues remain, even for newcomers or latecomers, to enter the
market or expand their bissiness. A saturated market, with a small growth rate and no
dynamic changes, is very difficult for newcomers (o penetrate; the market is generally
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occupied by traditional patticipants, and the risk of starting a new business terids to be
higher. In a growing market, however, the business risk is relatively small and easily
absorbed. If Argentina fails to take this opportunity to enter the market and/or expand
busincss, it will become much more difficult to strengthen business ties with East Asia.
The Argentine industry should enter the market before it has matured and the market share
is fixed.

1.3.3 Complementary Trade Structure Between
Argentina and East Asia

This section analyzes the complementary trade structure between Argentina and
East Asia. To facilitate the discussion, products are consolidated and termed as follows:

- Resource-based Products:
S1TC 0 (Food and live animals);
SITC 2 (Crude matcerials, inedible, except fuels);
SI'TC 3 (Mineral fuels, lubricants, and related mterials);
SITC 4 (Animal and vegetable oils and fats),
- Material Industry:
SITCS5 (Chemica_ls);
SITC 6 (Manufactured goods classified chiefly by material).
- Assembly Industry:
SITC 7 (Machinery and transport equipment).
- Others: _
SITC | (Beverages and tobacco),
SITC 8 (Miscellancous manufactured atticles); _
SITC 9 (Commodities and transactions not classified according to kind).

Nolec that although only SITC 0, 2, 3, 4 arc refereed to as Resource-based
Products, the products are also included in Material lnduslry and Others. For example,
although a seamless pipe is classified in Material Industry, it is one of the resource-based
products. Similarly, leather goods such as leather shoes are resource-based products, but
they are classified as Others.

(h East Asia overall

Figures 12 and 13 show the export and import structures of Argentina and East
Asta. Figure 12 clearly shows that Argentina’s import and East Asia’s export are
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complementary. The shares of resource-based products, material industry, and assembly
industry in Argentina’s impoit and East Asia’s export are very simifar.

Figure 12: Structure of Argentina’s Import and East Asia’s Export in 1993
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Although Argentina's export and East Asia's import do not seem complementary
in Figure 13, Argentina still has a great potential to expoit the resource-based products
with which it has, in general, intemational competitiveness. This can be clarified by
looking at the cegion in more detail and by country.

Figure #3: Structare of Argentina's Export and East Asia's lmport in 1993

Argentina’s Export East Asia’s Import [ Resource-based
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Material industry
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Source: UN, 1993, International Trade Statistics Yearbook

(‘2)' Japan

The following figure shows Japan's import structure in 1995, Japan is the largest
importer in East Asia, and the share of resource-based nroducts to the total impoit is the
highest, at 47%, among the Bast Asian economies. Particularly, the share of food and live
animals to the total import increased from 12% in 1990 to 14% in 1995, reflecting the
trade liberalization of some agricultural products and the diversification of the demand for
food. Japan's demand for resource-based products will continue to be substantial because
Japan is not endowed with good natural resources and geographical conditions suitable

17



Vol. | (Main Report}

for ageicultural production. Japan's import structure will continue to be complementary to
Argeatina's export structure.

Figure 14: Japan's Import Siructure
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With regard to FDI, the main targets for Japan's dircct investinent have been the
US, EU, and Asia. The main reasons for the massive investments to the US and BEU were
to avoid trade friction and to produce near the markets. The appreciation of the Japanesc '
yen forced firms to reduce production costs, and this was the main reason for investing in
Asian countries. But the recognition has gradually been changing; Japanese firms have
increasingly recognized the Asian region as a market. Investment in Asia, to produce near
(he market, has been increasing.

) Korea

Korea is in a process of econamic development similar to Japan's. The share of
resource-based products in the total import was very high in 1993 at 34%. Like Japan,
Korea is also unable to supply sufficient natural resoutces (agricultural and mineral
products) domestically and must rely on imporl. Trade liberalization on agricultural
producis and deterioration in the profitability of agriculture, relative to manufacturing, will
accelerate its dependence on import to procure resource-based products. Korea's potential
demand for Argentina’s competitive resource-based products is strong. '

18
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Figure 1S: Korea's Impor{ Structure in 1993
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Korea's FDI has been increasing, ailhoﬁgﬁ the volume is still small at US$ 1.3
billion in 1993, compared to Japan's US$ 36 biiiién in the same year. By region, the US
and Europe accounted for 43.2 % of the total FDI. Direct investiment to Asia also
accounted for 41.5%, of which about 50% was directed to China. The primary type of
investment to Asia was the transfer of production in labor-intensive industries, taking
advantage of the low wages in the region.

In the future, Korea's direct investment in Argentina will be increasingly feasible
for scverql reasons observed in Japan. To ensure a stable supply of food and natural
resources, Kerea's conglomerates may invest in Argentina. Korea's automobile industry
has been aclive in direct investment; recéntly its stmte'gy has become world-wide, and it
has been observing the development of the MERCOSUR market. Thus, Korea's
manufacturing industries are also potential investors in Argentina, in order to secure a
foothold in the MERCOSUR market.

Taiwan is in a position similar to Korea's. One major difference between Taiwan
and Korea is that Taiwan's strengths tie in consumer goods industrics rather than large-
scale assembly industrics. Therefore, Taiwan's direct investment in the production of
non-durable consunier goods in Argcmina for the MERCOSUR_ market scems likely.

) ASEAN and China _

The following figure presents the import structure of ASEAN and China
combined. Figures of Hong Kong are also included.
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Figure 16: Import Structure of ASEAN and China in 1990 and 1993
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‘The import structure of ASEAN counltries and China share the same
characteristics; while the share of import of resource-based products is lower than that of
Japan and Korea and is even declining, the absolute amount of the impert of resource-
based products is increasing. For example, while the share of food and five animals
decreased from 5% 1o 4% during 1990 and 1993, the absolute amount increased from
USS$ 14.36 to US$ 16.33 billion. ' '

Demand for consumer goods has been increasing in ASEAN and China. Recent -
econoinic growth has created many middle-income people, and has contributed to market
expansion. Rapid urbanization and westemization have increased and diversified the
demand for consumer goods, Import of these products has been increasing--domestic
production cannot catch up with the increase in demand. Although the share of resource-
based products may continuc to decline due to growing demand for capital and
intermediate goods, the demand for resource-based products is expected to expand, and
offers an area Argentina can penctrate. B |

Demand for agricultural prod ucts is expected to increase, parlic‘ula'rly'in China.
With the rapid cconomic growth, demand for food and grain feed will continue to
increase. However, the diversion of farms to industrial 1and, and the movenent of people
from rural to urban arcas will decrease the area of effective agricultural land, and thus the
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demand for donwstic food production may stagnate. China was onc of the major
expoiters of maize, bul became an imperter in 1995, The amount of China's import of
maize, fecd for animals, and wheat is expected 1o increase by five times in the next 3¢
years. A Japanese rescarch institute predicts that China will import 136 million tons of
grains in the year of 2010. This volume is substantial because the current global trade of
grains is 220 million tons per annun. Indonesia may also suffer froin a similar situation
because it is a populous country with limited land suitable for agriculture.

Although surplus capital is fairly limited in the region, the direct investinent from
ASEAN, China, and Hong Kong has been increasing, mainly within East Asia. Malaysia
has increased the FDI on labor-intensive industries in its neighboring countrics. Most of
China’s investments have been directed to Hong Kong and Macao. The government of
Singapore wants not only to attract investiments but also to encourage the private sector to
invest in the Asian region, to steengthen its regional economic linkages. Nearly 60% of
Thaitand's FDI in 1993 was directed to othier Asian countrics. The government
encourages labor-intensive industsies to invest in the neighboring countries in order to
foster higher-value added industries within the country. FDI from these countrics to
Argentina is not very likely in the near {uture.

This analysis by country suggests that Argentinia has the potential (o export
resource-based products to East Asia. Although the shace of the impont of resource-based
products to the total impoit may decrease in some East Asian economies, the absolute
amount of the import is likely to grow. However, the potential for FDI from the region to
Argentina scems 1o be limited to Japan and, to some extent, Korea. For investors in these
countries, the establishment of the MERCOSUR market has been a large incentive for
their FDI 10 Argentina. The possibilily of FD for resource development must be
ackllowledgéd as well, Not only Japan and Koiea bul also China {Hong Keng) may
poteatially offer this kind of investinent.

Although the East Asian narket is growing and complementary to Argentine
export, this does not mean that Argentina should concentrate all its efforts on East Asia,
ignoring other major markets such as the EU, USA, and MERCOSUR. Argentina should
continue to maintain the current trade and business connections with these regions. The
purpose of this report is to stress that since East Asia has been somewhat neglected, it
would be worthwhile for Argentina to focus altention on it.
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2. Avgentine Suppliers and Products:
Challenges and Prospects

‘Thus far, the Study Team has referred to selected statistics in reviewing economic
relations between Argentina and East Asia. We found that the relationship is very weak
even when compared to Argentina's neighboring countries, Brazil and Chile. However,
statistics arc the consequences of business activities. A detailed analysis at the firm level is
necessary in order to explain the fow levels of economic refations. The Study Team
visited East Asia in November 1994 and conducted extensive interviews with importers
and manufactures to obtain their opinion of Argentine suppliers and products. While there
might be some exaggeration and business tactics, the interview survey revealed that the
East Asian importers share the view that Argentina is no more than a marginal supplier.
They are generally indiffercit to the Argentine industry, as the Argentine industry has
been to the Bast Asian miarket. This section sumimarizes East Asia’s view on Argentine
suppliers and products. ' ' o '

2.1 East Asia's View on Argentine Suppliers and
Products
2.1.1 Suppliers' Behavior

(1)  Lack of strong willingness (o expoit to East Asia

Many importers in East Asm mentioned that they have never been approached by
Argentine exporters. The Argemmc exporters have not visited the importers, nor have
they ever sent a sample of their products. Without a sales approach, there is no possibility
for export. The nnpomrs who were interviewed and who remarked that they have never
becn approached, or that they consider the sales promotion to be msul‘hcunl include the
milk, beverage, and food processing industrics in Indonesia, the milk, wine, tobacco,
pulp, seainless pipe, alumi'n‘um, and food processing industsics in Thailand, and the
corned beef, trading hlouse_s, and steel and cement industries in Singapore.

(2) Unestablished brand image

The absence of a brand image for Argentine products has resulted in fow price
levels. In Smgapore 'mhough an importer considered the quality of Argentine beefto be
very good it was sold as lower class beef because its brand image was not yet
established. In Thz_nlan_d, Prench wine is the most popular, even 1hough imposters
ﬁhdcrsiahd that the French wine is of poor £11nality and that it is only selling well duc to its
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favorable image. In contrast, ftalian wine is very good quality and the price is reasonable,
but it does not sell well because it has a poor image among Thai people. Argentine wine
has no brand image and is, therefore, not sold at alt in Thailand. Recently a Thai tobacco
impocter decided to import from Brazil because he knew that Brazil is one of the world's
largest exporters of unmanufactured tobacco leaf. He did not consider importing from
Argentina because he did not think that Argentina was an cstablished exporter of tobacco
leaves in the global market.

{3 Lack of confidence in stable supply

While importers in East Asia, especially in Japan, considér astable supply very
important, Argentine exporters have been unable to establish a reputation for being stable
supplicrs. One of the Malaysian industrialists said that sometimes orders placed by the
Malaysian importess wete neglected or canceled. An importer of flat-rolled products of
iron in Indonesia also remarked that the Argentine supply was ermatic, with Argentine
manufacturers suspending export when the domestic market was tight, This kind of '
phenomena is a palicularly serious obslacle to export expansion of Argentine products.

2.1.2 Products

() Low quality product .

While in general the price and quality of Argentine products are satisfactory to the
East Asian imposters, this is not always true. Squid caught by Argcn!inc vessels are not
very fresh and the yield ratio of squid tubes is low compared to squid caught by japailesc
vessels. This is because of inadequale handling of the squid on the Argentine vessels, As
a consequence, the former are sold as lower qualiiy'prﬂducts than the latter, although both
were caught in the same waters. In the case of seamless pipe, while China importf:d about
80,000 tons of scamless pipe from Argentina in 1993, that share was nwch lower than
that of Japan. This is mainly because although the price of the Argenline scamless plpc is
~ low, its quality is lower than that of the Japanese seamluss pipes. |

) Insufficient efforts 10 adjust products to local needs
Inflexible adjustment of quality to local needs has been an impedimem 1o some
products. Though the price of Argentine soybeans is lower than that of competitors, htlle

soybean is exported to Japan because of the low protein content. The Japanese users
prefer the higher quality soybeans available in the US and Brazil. An impoiter o_f wheat in
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Thailand explained that the reason they did not import wheat from Argeatina was that the
quality did not suit Thailand's needs.

2.1.3 Production and Delivery

(D Insufficient export capacity

The lack of sufficient export capacity was pointed out by some importers in East
Asia. An importer of pulp in Indonesia expressed concern regarding his reliance on the
Argentine source, since there is only one pulp market exporter in Argentina. One of the
reasons that the export of iron and steel to China has decreased over the last few years is
Argentina's insufficient export capacity. One Indonesian wheat importer said that .
Argentina gave a priorily to Brazil as an export market, where a preferential tariff was
imposed on the Argentine wheat. Thus, Argentina exports wheat to Indonesia only when
there is an amount left over. The importer said that he was willing to purchase one million
tons of wheat from Argentina every year if Argentina guaranteed a stable supply. An
imposter of semi-finished leather wanted to increase his purchases from Argentina, but the
supply from the exporting company was not sufficicnt. A meat imposter in Singapore atso
stated that he wanted to purchase more meat since the imarket was growing, but there was
a problein with supply capacity and he was unable to buy a sufticient ammount of meat
from Argentina. An importer of Rat-rolled products of iron in Thailand also pointed out
insufficient export capacity as a constraint for export expansion. The transaction volume
which the Argentine manufacturcr could ensure in one exchange was too small for this
importer.

2} Inadequate infrastiucture

Some Chinese importers of grains mentioned that the lack of sufficient storage
capacity for soybean and soybean oil in Argentina and Brazil reduced their world prices
duging May and July, as the two countrics scll out in intemational markets during this
peaiod.' Expansion of the storage capacity would allow them to sell the products during
different seasons when the prices are higher. A grain importer in Indonesia also pointed
out that the inadequate infrastructure in Argentina is a constraint for the export expansion
of wheat. According to the iniponcr, while Argeatina's competitors, such as Australia and
Canada, can export wheat throughout the year, Argenlina can export only from December
to April. This is because the poris of export in Argentina are used for different products
from May to November. Different kinds of grains are brought to the same poit, due to the
insufficient port facilitics in Argentina,
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3) Insufficient delivery service duc to long distance

The torig distance between Argentina and Bast Asia has been cited as a constraint
for expott expansion by pulp and leather industrialists in Indoncsia, the leather industry in
Thailand, and some importers in Malaysia. Although long distance itself is a disadvantage
for Argentina when compared to East Asian economies sich as Korea, timely delivery
and quick response to orders arc also critical issues importers use to detcrmine their
sources of import. Since shipping services between Argentina and East Asta arc not very
reliable, timely delivery is difficult when products are sent all the way from Argentina.

Fast response to orders and rapid production are important to minimize the lime
between the order and delivery. A leather industry in Thailand mentioned that the
Argentine manufacturérs were slow to respond to an order; they did not immediately
begin to produce the products that were ordered. : '

4) [ess competitive terms and ¢onditions

© Argentine terms and conditions need improvement. For example, tanned leather in
Indonesia--while the qualily is salisfactory, theis evaluation of the Argentine products is
lower than that of Korean products, This is because Korean exporters accept the return of
a product when its qualily is unsatisfactory, but the Argentine cxponer doesnot. In -
addition, Korean exportess sometime sell their products on credit for six months, but
payment for Argentine products must always be made in cash.

(5) Weak sales nelwork

Tstablishing a close sales network with the ethnic Chinese businessmen is
important in East Asia, especially in China, Hong Kong, Singapore, Thailand, Malaysia,
and Indonesia, but Argentine exporters have not been successful at this. In many East
Asian economies, ethnic Chinese businessimen often control the distribution channels.
They develop their businesses locally and inteenationally, using their own inforimation
nctworks. Their decisions arc often based on information obtained through the neiworks.
So it is very difficult to expand export to these markets unless ethnic Chinese
businessmen are involved. ' ' '
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2.2 - Hopeful Signs

While Argentine products have many problems with export to East Asia, as was
eﬁcplaincd in 2.1, this does not necessarily mean that ¢xport expansion of Argentine
products is impossible. On the contrary, there is a good possibility of export expansion.
Some Argentine products have already sccured a significant market share in East Asia.
The following table presents the products for which East Asia is one of the major
markets. The Argentine exporters can learn some important lessons from the expesiences
of these successful cascs.

Table 2: Destination of Argentina's Major Export Producls

(US$ _1,000)
Soybean oil Hide and skin Seamless pipe
o % % %
fran 115349 137 USA 102,406 197  China - - 53087292
Drazil -+ 108,259 128 - ‘Hong Kong 101,354 :186  Vemezwela 23,184 127
Venezuela . 86,478 102 lialy 100,941 185 USA 20,661 113
Mataysia "0 72,728 0 8.6 Brazil 72,733 133 India 14,050 7.7
China™ 7000 66,896 779 Uruguay 31,780 58 - Bolivia - 8851 49
Peru 52604 62 Canada 18,53 34 Pussia 7413 4.
Chile 49,054 5.8 Germany 14456 2.7 Ecuador 6,450 15
Pakistan 32339 3.8 Netherlands 14,262 2.6 Indonesia © 6,030 °.°33
Dontinica 27,534 33 China .7 00012,385 2.3 Nigeria 5593 3.1
Mexico 25661 3.0 Russia 11,057 2.0 Syria 4836 2.7
Total 844,149 100.0 Total 544,920 100.0 Total 182,087 100.0

Source: INDEC, 1994, Comervio Exterior Argenting

The following section presents some hopefut signs indicating that Argentine
products can initiate or expand export to the East Asian market if appropriate measures are
taken. It also shows that constraints are challenging but possible to overcome if exporters
are willing to do so and, in some cases, if appropriate governmental supports are
provided.- |

(B Tanned leather

Argentina is one of the major supplicrs of tanned leather to Thaifand. Argentina
has a 7% share of Thailand’s tofal import of tanned leather, after South Korea (23%), the
USA (9%), and Taiwan (7%, the same as Argenting).

Thiis good performance is attributed partially to the exporters' close contact with
Thai users. One of the Argentine exporters Has a sates office in Bangkok, with the
' tcgidnlal héadquaﬂ'ers, in Hong Kong, supporting the Bangkok of fice and other sales
offices in the region. The Bangkok office has been actively promoting sales in the Thai
market. The office keeps in close contact with its clients every day. Hs activilies consist of
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not anly collecting orders from clients and delivering producis but also developing new
leather products which use its tanned leather together with the clients’, People from the
head office in Bucnos Aires visit the Bangkok office several times a year to support the
office activitics and meet with the clients. '

Other sources of competitiveness for Argentine products include the existence of
abundant and high-quality raw hides and skins in Argentina and a stockyard in_liohg
Kong to ensure quick and timely delivery. Although there is room for improvement, these
factors contribute to the sizable export of tanned leather from Argentina to Thailand.

(2)  Seamless pipe

Argentina accounted for 2% of Indonesia’s seamless pipe import in 1993. While
Argentina was far behind Japan (49%), France (16%), and the USA (11%), Siderca, a
manufaclurer of seamless pipe in Argentina, is competilive, compared to Japancse stecl
mills, in the following fields: raw material cost, labor cosi; capacity utilization, and
availability of local market. ' '

Table 3: Comparison Befween Siderca and Japanese Steel Mills

Siderca Japanese sleel mills
Raw material cost Low : High
Labor Cost Low High
Rate of capacity wtilization 80-90% 50%
Availability of local market ' Yes - ' No
Distance to the market - Long Short
Technology Good Very good

With seamless pipe, the key is the availability of low cost natural gas. Abundant
and inexpensive natural gas reseurces in Argentina must be exploited to become
competitive in the international markel.

(3) Beef

Export of beef to Malaysia from Argentina is increasing. The key fc_ir this ‘
expansion is an active, well-coordinated promotion conducted by the public and private
sectors. Argentine beef itself has been competitive in international markets both in terms
of prices and quality principally due to good and abundant raw matcrials (cattle). Taking
advantage of the PROCAR program, an Argenting beef faie was held lwicé in Malaysia in
1994 with partticipation fcom the private sector. This fair led the Malaysian beef dealers to
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import chilled beef via air to onc of the most prestigious hotels in Mataysia. The volume is
not very large, but it will have a symbolic impact on the future trade of beef.
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3. Areas to Improve for Expanding Export to
East Asia

The East Asian ithporters who were interviewed have a rather narrow view of
Argentine supplies and products, as preseated in 2.1, in addition, the study on major
Argentine industries by the Study Team revealed that Argentine industries have some
limitations in cxpanding export to East Asia, such as the lack of long-term strategies,
inadequate production capacity, limited access to financiat sources, and higher prionty on
the MERCOSUR market. To solve these problems, the Study Team has specified dozens
of areas that Argentina must address. In summary, Argentina should:

- strengthen sales promotion activities,

- develop export strategies;

- improve price and qualily conipetitiveness;
- strengthen supply capacity;

- improve financiat support; and

- develop an infrastructure.

This section explains each area in more detail.

3.1 Strengthening Sales Promotion Activities

(1)  Steengthening trade promotion

Canada and Australia have been successful in expanding export to East Asia. One
of the factors that contributed to their success is the aggressive action of trade promotion
organizations (TPOs) under government initiatives. They played an important role,
especially in the gzithcrillg of information on the East Asian market (to disseminate in their
own counltries), the production of information on their own industries (to disseminate in
East Asia), assisting the participation of ¢xporters in exhibilions in East Asia, and the
devefopmcm of export-oriented human resources.

o Similar;enti[igcs may need to be established in Argentina. Argentine products that
have export po;cniial and ;llzirket promise in Bast Asia must be analyzed. Bascd on the
analysis, the necessity of establishing or strengthening TPOs in Argentina can be
determined. In this process, the experiences of AUSTRADE (Austratia), DFAIT (Canada)
and PROCHILE (Chile) and their applicability to Argentina should be examined. The key
- would be strengthening the funciion and activities of Fundacion Exportar and Fundacion
Invertir.
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3.2 Development of Export Strategies

h Formulation of a stratcgy on "How to Do Busincss with the East Asian Market"

Export of Argentine products to East Asia has substantially fluctuated mainly
because the Asgentine exporters do not have a definite strategy on how to do business
with the East- Asian market. When supply and demand situations in the domesiic market
become tight, they sell most of their products in the domestic market. Without having a
definite strategy for the East Asian market, a farge amount of éxport wilt never be
achieved, though it may increase temporarily depending on the supply and demand
situations in Argentina.

To formulate a definite strategy for the East Asian market, exporters must be
aware of the trend of the East Asian economy, Thus, it is necessary to study East Asia,
especially regarding the following issues:

- How East Asia will grow and change;

- How the supply and demand batance for Argentine exportable products will
change;

- How products are delivered and sold in the market; and

- How to determine logistics for the most efficient way to cxport.

Following the study, the Argeitine industry will be able to formulate a strategy
and idenltify products which should be given a priority for export promotion. The study
may also provide some insight into export logistics and institutional support. -

{2) Redefinition of "Differcntiation,” "Specialization," "Niche," and
the "Small Batch” concepts '

The Argentine economy and industry are characterized by a refatively small market
and high wages with abundant qualificd tabor forces. High levels of technology and '
Nexibte produciion and delivery systeins may be added to these characteristics. The
industries that particularly possess these characteristics include the iron qnd ‘steel industry
with direct reduction process, aluminum re-melting industry, food processing machinery
industry, metal-working industry, special machine parts industry, textile industry, and
auto paris industry. | ' B
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These industries should formulate an effective marketing strategy when they
expand export, To take advantage of their characteristics, “differentiation,”
"speciatization,” “ntche” and "small batch” are important concepts for them. These
steategics may allow the industrics to avoid any competition based solety on prices.

However, somg institutional supports are needed to formulate a markeling strategy
and expand export, because mosl enterprises are small- and medium-sized. They
sometimes lack export experience and necessary information. Financial, managerial, and
human resources that are necessary to extend business activities overscas are inadequate.
The institutional supports would cover the areas of human resource devetopment, special
financial schemes including export finance, information sharing, and joint R&D efforts
among businesses, academia, and the government.

Thus, with good collaboration between the private and the public sectors, a
marketing steategy should be formulated by referring to the following process:

- compile a large number of successful business praclices;
- analyze the common characteristics of the successful cases;

1w

- define the concepts of "differentiation,” “specialization,” etc.;
- list the basic requirements for the development of the industrics;
- discuss the role of private and public scctors; and

- specify measures for institutional support.
(3)  Export diversion from low-value to high-value added products

Tannery is one of Argentina’s export industrics, and its export accounts for 80%
of its produélion. However, it is difficult for the industry to expand export becausc of
insullicient availability of cattte. To increase expout, they must ultimately divert the export
of raw materials such as hide and skin and tanned teather to higher-valuc added products
such as footwear, shoes; and leather goods. This is patticularly expedient because at
preseni Argentina exports raw materials and imports processed products.

However, the export of high-value added products is very difficult, because, first,
in a market where the prices are relatively tow, Argentina cannot compete with Korea,
Taiwan, Thailand and Indonesia due to the big difference in labor costs. Second, in the
markel for fashionable, high quality products, Argentina can not compete against ltaly and
France because of the absence of brand image.
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To avercome these constraints, two issues niust be addressed, The first is to
¢stabtish a brand image, the second is to segment the market. The biggest concern is
whether there is a niche market for Argentina. It will be necessary to segment the market
and concentrate production and sales efforts on the specified market.

In formulating and implementing deliberate strategies on market segmentation,
cffective institutional supports are necessary because most companies in the fdotwear,
shoes, and leather goods industries arg small- and medivm-sized. They are either not
capable of finding ctients abroad by themselves or cannot afford to do so. The cost-
sharing and sisk minimization associated with export should also be taken into
consideration; formulating an export consortium may be an alternative. It is also important
to explore other measures for enhancing price compeltitiveness and improving quality
contro! in order to expand export and protect the doincstic market from imports,

The expericices of the tannery industry will have implications to other industries
in which major enterprises are small and medium-sized. '

(4) Policy measures for expansion of beef expotts

Although Argentine beef has international competitiveness, its export to the East
Asian markel is minimal. The main constraint is the limited imarket access that resulted
from the existence of Fool and Mouth Diseases (FMD) in Argentina; Argentina's fresh
beef export has been confined to countries in the FMD circuit. The USA and Japan, the
world largest and second largest beef importers, are in the FMD-[re¢ circuit, and therefore
Argentina is unable to export fresh beef to those countries. However, a recent change in
the US policy for importing fresh deboned beef from Argentina may Jead the way for
Argentine beef exports to other FMD-free countries. .

In addition to the eradication of FMD constraints, the government has
impleniented various programs to open new markets, including export promotion
missions to Chile and East Asia, including Malaysia, Singapore, and Hong Kong. Thesé
expont promotion efforts have had positive effects on beef exponts. Considering the
income growth and changing consumer preferences in East Asia, and Argentina's beef
production capability, Argentine beef has high export potential for the East Asian markets.

[t is important for Argeantina to give a priority to the export of deboned beef to East
Asia. Removing the FMD-related inarket access problems is essential.
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{§)  Export diversilication of the fishery sector

From its bcginning in the 1960, the Argentine fishery industry has grown with
expont, with domestic consumplion accounting for only a small proportion of the total
catch. The expont-led production of marine fisheries has shown a dramatic surge since the
beginning of the 1990s. Especially notable is the sizable growth in export to East Asia.
The emerging teade ties with East Asia need to be strengthened and promoted Turther.

(6)  Development of the utilization of natural gas

Argentina is abundant with natural gas resources. Development of these resources
in the 1980's had a major impact on the Argentine econoiny. Natural gas has a wide
variety of uses from feed stocks for petrochemicals, fertilizer, and iron and steel to energy
sources in the industriat, commercial and houschold sectors. It will continue to be
imporant to the development of the Argentine industry.

Natural gas can be exported direcily ot indirectly. There is a market for LPG and
LNG as a direct export of natural gas. The market for LNG is especially big in East Asia.
There is also a market for petrochemical, fertilizer and iron and steel products as an
indirect export of natucal gas. Thus, there is a conflict of interest among the various uses
of natural gas, and an efficient allocation of those uses should be determined to make the
most of the resource.

Natural gas resources should be developed in the most efficient way, and an
accurate assessment of natural gas reservairs is a prerequisite. A development plan should
then be formulated, taking into account the best balance between present and future as
well as among various sectors.

(7)  Copper-gold mines development

_ . Argentina has a geeat potential to become one of the major copper
producersfexporters in the world. Japan is one of the major importers of copper and has
been participating in copper-resource developnient in Chile. There is a possibility (hat
Japan wili be interested in exploring the copper fesources in Argentina.

Copper mine use should be developed. It will contribute to the devetopment of the
Northwestern Provinces, which are rich in copper reserves. The economy in the region is
lagging behind the central provinces because of its remoleness and harsh natural
agricultural conditions. However, the large gold-bearing copper mines in this region may
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have a significant impact on the regional economy. To this end, continued efiorts to attact
FDI are nceessary, These efforts would include a study on the prospects of the East Asian
markel and the demand-supply situations of copper, gold, and other mineral resources in
East Asia. Based on the study, measures to upgrade the physical infrastructure and to
create institutional and financial schemes for exploration and regional development should
be examinced.

{8) Improvement of quaranting and sanilary contrels for plant prodhcts

Under the rew economic policies, SAGyP crealed IASCAV in 1991 for plant
protection and quality controls of agricuitural products. However, the bounlry‘s weak
quarantine and qualily control system is still one of the technical constraints for exporting.
~ various agsicuttural products. Many Astgentine experts stress the importance of
strengthening TASCAV's activitics in export expansion of agricultural products, including
non-traditionat ones such as fruits and vegetables. Thus, it is necessary (o improve the
quarantine and sanitasy controls of IASCAV.

3.3 Improvement in Price and Quality Competitiveness

(1)  Bxpansion of grain export to East Asia through the reduction of
commercialization costs ‘

While Argenting, in general, has a strong international competitiveness in geains, -
their export to East Asia has not been substantial. One of the major reasons is high
domestic commercialization costs such as transportation, storage, taxes, and inspection
charges. The commercialization costs have significantly decreased due to the elimination
or reduction of taxes and duties. Tt is also reported that the efficiency of grain elevator
operations has increased due to privatization. Nevertheless, the commercialization costs
still are high in comparison to other countries and thus adversely affect the intemational
comipetitiveness of Argenting grains.

The Study Team believes that it is necessary for Argenlina to continue to address
this problem so that Argentina can expand its grain export to East Asia in the near future.
Using soybeans and maize as examples and studying the whole process from production
to shipping may facilitate identifying the areas for improvement, Soybeans and maize, in-
pzinicular, have export potential. This is because (1) the continuing income growth in East
Asia will greatly increase their demand for livestock products and consequently the
demand for feed stuff (coarse grains and soybean meals), (2) the consumption of
soybeans in many East Asian cconomics is traditionally large and diverse, and (3) East
Asian economies generally lack comparative advantages in land-intensive types of
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agricultural production. A pait of the outcome of the study on soybeans and maize may be
applicable to other geains, and (herefore contribute to the export cxpansion of grains to
East Asia. '

(2)  Strengthening the forestry-based industey for expoit expansion

Although the forestry-based induslry in Argentina has international
compelitiveness, expoit to East Asia has been insigaificant. The pulp and paper industry
has been developed as an export-oriented industry taking advantage of abundant forest
resources. However, as far as export performaiice is concernced, in spite of strong
compeliliveness in the production cost of woods for pulp, Argentina is behind its
competitors, especially Brazil and Chile.

"The forestry-based industries should be strengthened, and export to East Asia
should be expanded. To attain this goal, the current situation and competitivencss of the
Argenlin'c pulp and paper industry should be analyzed. Based on the analysis, ncw
measures for expord expansion can be proposed. Since export of pulp and paper is
affected by forestry operations, forest development policies should also beé taken into
consideration.

(k)] Steengthening the foundation of the autoparts industey by means of
advanced foreign capital and technology

| Since the new policy on the automobile industry was setin 1991, car assemblers
have attempted 1o be competitive in international markets. With favorable market
conditions, the industry is prc.scmly in good shape. It has achieved its initiat goal of
reducing production costs and prices by decreasing the number of models.

However, whether the industry can actually achieve the target goal set forth in the
policy--that the industry become internationally competitive by 2000--is not yet known
because it is largely dependent on the development of the auto paris industry. Although
the auto parts industry is expected 1o supply high-quality products at the lowest prices to
car assemblers, its technology and management skills are, in general, far behind
international standards. In this regard, strengthening the auto paris industry is absolutely
¢ssential for the development of the automobile industry as a whole in Argéntina._
Innovations in management and production systems along with technology development
arc the keys to the development of the auto parts industry.
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Support from multi-national companies and car asscmbless is very important for
the development of the auto parts industey. Most auto parts companies are small- and
medium-sized and family operated, and they are unable to develop innovative
management or technology. Only technology transfer from advanced foreign companics
may allow them to develop such skills. Thus, foreign investment must be attracted to the
industry. Some mulii-national companies support subconteactors and make great
contributions to foster small-sized auto parts companies. Referving to such success.
stories, an effective support system for the auto parts industey should be secured.

3.4 “Strengthening Supply Capacity

() Policy measures toward promoting innovative enterprises

For dynamic economic development, it is essential to facilitate patticipation by
newcomers and their innovative aclivities. Newcomers may be foreign enterprises,
SMEs, or new entrepreneurs. Foreign enterprises bring new capital and technology as
well as employment. New entrepreneurs can develop new areas of economic aclivities.
They are innovative enterprises even though they are often small- or medium-sized.

An economic environment that is conducive (or at least not harmful) to newcomeis
should be created since they are a driving force of the economy. Creating an ¢conomic
cnvironment that facilitates innovative activities is crucial. From this viewpoint,
regulations, operation costs, infrastructure, and other factors need to be re-examined.

3.5 Improving Financial Suppeort

(1) Diversification of financial vehicles

In Argentina, financial vehicles presently available are limited to the following
Processes: ' ‘

- Borrowing from banks;

- Issues of boinds or commercial paper in international or domestic capital imnarkets;
- Increase of capital; and

- Borrowing from the parent company or from sharcholders of the company.”

In both developed and developing countries, other financial vehicles including

leasing, factoring, swap operations, and derivatives have been used as sepplemental
financial means. New vehicles must be developed in Aggentina in order to comply with
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the diversified financial nceds of corporations. To attain this goal, the problems and
obstacles hindering the development of new financial vehicles must be clarified,

(2)  Financial systems for the development of small- and medivm-size indusiries

Under the current cconomic reform, Argentina’s industrial sector has shown a
remarkable recovery in overall production and profitability. Nevertheless, the following
problems still exist:

- The restructuring of the sector intended Lo improve international compelitiveness
" has employment probleins; '
- The export performance of the sector, except for the food and machinery industry,
has not been satisfactory; and
- The positive industrial investment for expanding production capacity has not
matenialized as expected.

One cause of these problems is weak and underdeveloped small- and medium-size
enterprises (SMEs). Although SMEs arc relatively developed in Argentina compared to
other Latin American countries, there still is room for improvement when compared with
those in developed countries,

Financial support to SMEs must be strengthened because insullicient access to
credit is onc of the major causes of weak and underdeveloped SMEs. Commercial banks
are nol always willing to grant credit to SMEs because of inadequate mortgage and
guarantee or flimsy financial standing. Even if SMEs succeed in obtaining credit, interesls
rates are higher than those for big enterprises. Thus, financial issues such as financial
institutions and private financial systeins must be addressed.

3.6 Infrastructure Development

(1) - Public investment program centered on nationwide infrastructure development

Since medium- and tong-term public investment prograins function in the private
sector as guidelines and signals of where the nation is headed, they contribute to efficient
resovnrce allocation. Under the recent open economy policy, public investment programs
should have a broad outlook and should explore the economic potentials of rural areas,
and be established through collaboration between ceniral and provincial governments,
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The role of the central government must be redefined, since extensive deregulation
and privatization have already takea place. In particular, the roles of the central
government, provincial governments, and the private sector in infrastructure development
should be re-examined. At the same time, a method for reconciling the massive
infrastructure developient needs with the fiscal balance must be devised. This would
require mobilizing domestic and international financial resources and diversifying
financing devices.

(2)  lmprovement in infrastructure for export expansion by the privaic sector

Insufficient export capacily, partiatly resulting from inadequate infrastructure, is
one of the constraints for export expansion. As the Argentine industry, in general, has
been inward-looking, the export infrastructure has not been fully developed. The expoit
infrastructure must be improved. |

The loading facilities for crude oil should be expanded. One of the reasons for the
insufficient loading facilities is inadequate financing. Thus, an effective financial plan
must be fermulated. Upgrading the oil terminal in Chile is particularly important to
Argentina's export of crude oil to East Asia, because it is connected by an oil pipeline
from Argentina, To facilitate upgrading the terminat, formulating not only operational and
financial plans but also infrastructure planning should be undertaken. The experiences of
other countrics, such as Australia and USA, may prove helpful.

%) Trans-Andes routes developiment

While a number of roads that cross the Andes have been used for trade between
Argentina and Chile, heavy trucks have not been utilized because of the high altitude of
the roads and bad road conditions. Many routes are not passable during the winter due to
snow.

Argentina must develop some of the roads to facilitate access to the Pacific region.

“The Chilean ports can be used as a gateway to East Asia for some Argentine products.,
When determining the priosity of the routes to be developed, the potential cargoes to be
transported, predictions regarding long-term agricultural and mining developmeats, and
long-term regional cconomic development should be taken into consideration. In addition,
comparisons of the transportation costs for major potential cargoes from origin to ‘
destination through various ports should be made to evatuate the feasibility of cxpoﬁ to
East Asia through Chile.
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(4)  Coordination of teansportation systems among the MERCOSUR countries

There is a strong demand from MERCOSUR member countrics to improve and
develop railways, roads, and inland watenway transportation systems by facilitating the
crossing of the Parana - Paraguay rivers. This will reduce transportation costs for grains
and industrial materials among the MERCOSUR countrics.

The specifications of infrastructure and border crossing regulations among the
MERCOSUR countries should be coordinated prior to developing a transport network.,
For this purpose, the present system for each mode of transportation among the
MERCQOSUR countrics should be reviewed, and a system Lo coordinate the [sansportation
networks in the MERCOSUR be proposed. The experiences of the European Union are
valuable because they offer abundant examples of coordination between the transportation
neiworks of railways, roads, and inland waterways.

(5} Development of containerization in Argentina

Container poris and related facitities are inadequate in Argentina. Although the
government has begun to improve the container transportation infrastructure, with an
emphasis on the container terminal facilities at major poits, it still has a lot to do before
Argentine poris reach international standards. Developing container ports is very
important for Argentina's expott expansion to East Asia.

Argentina mast develop container ports and rclated facilitics from an intermational
perspective. Many ports in the world now acconumodate second (about 1,500 TEUs) and
third (2,500-3,000 TEUs, Panamax-class) generation container vessels. Although these
vessets are not currently used in the shipping lines that call Argenting, they may be
introduced in the near future. Argentina must prepare lo accommodate the calls of these
vessels. Container handling and intermodal transportation systems (railway and road
connections between the ports and remote arcas of Argentina) should also be taken into
account. At the same lime, development of not only the terminal facilities but also the
refated infrastructure, such as the information exchange network systems, should be
undertaken,
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4, Common Objectives for the Expansion of Export to
and the Promotion of Pircet Investment from
East Asia

While the Study Team believes that all the arcas summarized in 3. must be dealt
with, there are many areas and there should be a sequence in the implementation. Thus,
prioritics must be established. In this section, the Study Team identifies common
objectives for export expansion and the promotion of direct investment from East Asia.
These abjectives will facilitate the confirmation of priorities and accommodate the interests

of the various parties involved.

4.1 Evaluation of the Sector-wise Potential of
the Argentine Industry for Export and FDI

The following table sununarizes the analysis of Argentina’s major industrics. The
analysis was conducted to identify each industry's potential for exporting to and altracting
direct investment from East Asia. It shoutd be noted that the study was undertaken in
1994 and the data in the table is from 1992, Due to the receat capid changes in the
cconomic environiment, the descriptions of industeial structures may require updating.

The primary industry, such as grains and fishery, is excluded from the analysis
because the Study Team believes the primary industey already has steong international
competitiveness. Thus, the potential of the industry to export to and attract direct
investment from East Asia is geeal, even in the short-term.
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Table 4:

fron and Steel

Potential of the Argentine Industry for Export and Investiment

Concentralion  MNC (%)

-Excess deamand in East Asia
~Availability of low cost wood for pulp
-Established export network

-Expoct oricntéd indusiry

-Limiied pumber of potential ¢ xpor.oe
-Limiecd expont capacity

-Integrated mil

Export Tavest Ralio o fnport . Ratta of Expor
—Shod T Shoet -7 10073 N N X 13 W

Expuul Investment

-Established expuort network -Avvess w the US market

-Expoctindustey -Agcess (o the MERCOSUR markel

Direct reduction process based oa natoral gas -Easy 10 expand production capacily

-Flexibility and less capital intensity

-Fapenienccs in specialised products

-Limited numiber of poteniial exporter

-Exeess capacily in East Asia

Aluminum ‘ : ‘ ) . :
Exparl Invest Concentration  MNC (%) Ratioof Impoet — Ratio of Exporl

Total Tm—— ' ©244 - Lk :

Smetier 10041 0

Remelies 65/1,10076 0

Expord Investment

-Established expoa network Hzavy investnical vost (smdlu)

-Export industry Easy to expand production capaeity {semi-finished)

-Retiance on cheap aatural pas : S _

-Exvess deasand in East Asia

-Expericnecs in niche market

-Limited number of potentiat ¢xporier

-Linsited export capacity

-Heavy cost for expansion (smelier)

Pulp and Paper _ . _ :
Export Invest Concentration  MNC (%) Ratio of Toport Ratio of Exporl

Newspeint e . poee e g s

Paper 50¢7 0 168 1.2

Pulp 10047 0 56 Ha

Export pulp 100d1 0

Exporl (Pulp} Iavestment

~-(Pulp) Avaslabitity of kow cost wood for pulp
-(Sn.ual paper) MERCOSUR narket

Cemenl
Expon Invest Concentration. MNC (%) Ratio nf Import — Ratio of Expod
SR R T T RO T )9 75
Expori Invesiment
~-Excess demand in East Asia -Excess capacily
-High freight cost
Refinery
Expogt nvest Concealration MNC {4} Ratioof lmport — Ratio of Export
B i e 5 o e smroe
Exposi Tnvestmeal
(Crude oily -(Refinery) Current industrial
structare
-Availability of oil -(Three influcatial companics)
-Pipeline W Chine
-Lack of export ferminal
Pelrochemical
Export nvesy Conceniration MAC (%) Ratioof Import | Rauo of Export
L ST D - FOS 11 1 111 M (] 379 HH
Exporl Investmeat

-Abundant nafural gas

-Excess capacity in East Asia

-Limited number of exporler

-Limited export capacity

-Less compeiiive vis-a-vis Saudi Arabia

-Relatively small sire of demand
-A plan of expansion of existing plant
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Invest Concentration  MRC (%) Ratio of Tmpowd Ratio of Export
ey - D L 1) B SRR
Expant Investnwnt
-Production under lieense agreement with MNC -Less competitive than (he Asian competitons
-Preseace of MNC -Prosence of MNC
Personal care producls
Exporl Tnvesi Concentrafion” MNC (%) Ratwof Import— Ratio of Export
R SN S ) T e A Y
Expewl ) Investment
-Cheap price exeept for perfeme -Few Asian prodocts in the market
-Presence of MRC -Low profile of the Asian brand

Metal and Wood working machinery

Export invest Concentralion MNC (%) Rati of Imporl Ratio of Export
TITTRhor S Shor none g 03 3673
Export Investment
-Past ¢xport peiformance . -Emcegence of the MERCOSUR
) markel )
-Expoci industry -Developricnt of the Avtomotite industry
-Expoui 1o the USA
-Specialty
-Weakening indusiry
Food processing egquipment
Export invest Concentration MINC {%) Raoof Import — Ratio of Exporl
e T T = I
Cxport Investment :
Past export pecformance, especially o the USA -Technical cooperation (TQC)
-Export industyy -Less technological advantages
-Good technology :
-Near to customers (Agro-business)
-Limited nombet of potential exporiers
-Less advanced technology than ltaly
-Smal{-sised companies
Household appliances
Export fnvest Concentration MNC () Ratinof Import Ratio of Export
Gas % s 6010004 g na. - fa
Electrical PR Y : n.a, n.a. na 1.8
Export Investment
-Less competitive due to smatl scale -Smuall-scale market
-Manufacturing near consumers :
-Absence of electronics component supplier
Autlomotive indust(ry
Exporl Invest Concentration  MNC (%) Ratioof foport Ratio of Export
Assenbly e S e PNl S APPSR o)oobssth. NSRSty ofrsamt Wb
Autoparts SO, SR S
Total 2% 88
Passenger 10043 3
Commercial - : {LLx 3
Heavy ‘ G9/4 4
Expurt favestment
{Car building} <{Car building) MERCOSUR market
-Bepend on strategy of MNC -{Car building) MERCOSUR product
-Excess <{Car building) Small market share
capacily
(Avioparis} ~(Autopaiis) MERCOSUR markset
-Special products (non-OEM) “(Auloparts) Abseawe of excelical supplicr
-Incapable of supplylng to Japanese OEM {Autoparts) Technotogy transfer in TQC

-(Autoparts) Non-existence of car assembler
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Tire :
Expori Tnvest Concentration  MSC (%) Ratioof Import — Ratio of Export
TSRO R i e AT paY 2]
Expork Tnvestment
-Established ¢xpost petwork -Presence of MNC (Incl. Japan)
-Special product
-Active conplementalion
-Presence of MNC
-Only one pon-MNC
Tractors .
Invest Concentration  MNC (%) _ Ratioof Import ~ Ratio of Export
TR {2 [ KPL] (1
Export Investment
-Differeat product concept -Excess capacily
Frescoce of MNC -Liss advantages in technology
Meal processing :
Export Invest Concentration  MNC (%) Ratioof Iinpost  Ratio of Exporl
Total IR TR T ] pii]
Chilled cut ' 6005 L}
Frosen cul 251 0
Canned 3 1
Cooked 60- 75 l
Export Tavestment
-Markel aceess -Sheif life
-Developnient of infernational standards -Domestic inarket of grain-fod
Competitive in cost and guality
-Difference in taste (grass-fed vs. grain-fed)
Dalry products
Exron lavest - Concentration _MKC Raiicof Tmport  Ralio of Export
RS TR B o 09
Expovl Investinent
-Availabitity of tow cost milk -Less techaology
-Past expori performance -Less experiences
-Suhsidies by conipetitors
-Import quola
Commodity 1ype of product
-Low profile in the world market
Wine
Exporl nvest Concentration MNC (%) Ratioof import ~ Ratio of Export
R R TR EE (1] na na.
Export Investment
-Eslablished expord network -Weak Argentine brand
-Past expon performance (malt)
-Possibility of developing new markel
-Counlry with kess wine consumption
-Weak Argenline brand
Beer
Export Irm.sl (‘ontenlralnon MNC {%) “Ratio of Import Raho of Expod
Total e g sroup ..... 5 N 5 e
Beer
Malt
Exporl Iovestment
-(Beco)Avaitabitity of malt with good quality -{Beer)Less penetration of brand
-{Becr)Non-international brand ~{MaldAvaitability of malt with good quality
-{Beer}High freighi cost
-{Mal) Avaitabitity of mal( with good guatity’
-(MalDiversification sirategy of sources -
-{Mal)Sirong densand
Non-alcohol beverages
Tnvest Concentéaiion  MAC (96 Ratoof Impord | Ralio of Export
GTRIE LI oA gioups Oad3 groups na aa.
“Expoct Tavestment -
-Pres¢ace of MNC -Strong ¢xisting brand
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Food .
Export favest Concentration  MNC (%) Ratioof Impeet Ratto of Exporl
O AT R T T T e i
Expoit Investment
-Avatlabitity of good raw materials ~Availabitity of good raw materials
-Busy with MERCOSUR -Less competitive in technology
-Liinfled nunbet of patential cxporlers
-Lack of international brand
Confectionery
Exporl Invest Concentration  MNC (%) Ralio of toyport Ratio of Export
R R Y N Y N L R T e
Exporl Investmeat
-Busy with MERCOSUR -MERCOSUR
: market
-Limiled number of potential exporters -MERCOSUR
. product
-Lack of intermational brand ~Availability of raw materials
Textile . :
Export fnvest Concentration  MNC (%)
T TR R e
Export Investment
-Expost industry -Less advantages in Tabor cost
-Specialty
-Less advantage in fabor Cost
Cigarelles
tnvest Concentration  MNC (%) Ratio of Imporl Ratio of Expoct
TR 1002 ) o T na
Exporl Investment
-Presenve of MNC -Markel pasition of big two
-Lack of internatiogal brand
(Pre-industrial lobaceo)
-Availability of raw materials
-Good quality
-Export network
-Relatively high production cost
-Low profite as eaporter in the workd
<Vulnerability o imernational market
Tanneries ]
C Expon fnvest Ratioof Import Ratio of Ex
WM ; Shﬂ“ : m Y T I na. 80 M
Export [nvesiment
-Export oricoted industry -Less vompetitive
-Export nelwork ' -Technology and capital within Argeatina
-Limited produciion capacity
Footwear
Export Invest Concentration MRC (%} Ratioof lopost Ratio of Export
i T T R o A e
Expori favestment
-Availability of qualisied labor MER(C'OSUR
i market
-Léather with good qualily -Leather with good quality

-Limitted avmber of patealial exporier
-Dependence on MNC brand

-Lack of own internationat brand
-Busy with MERCOSUR

-Availability of quatified babor

Shoes

Tavest

Concealration

Ratio of Export

MNC (%) ___Ratioof Iuport

o Nl na.

0.3 26 3%

Expuoct .

-Availability of quatified labor
-Avatlability of leather with good quality
-Busy with MERCOSUR

-Limtied number of potential ¢xporters
-Many too small comipanics
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f.eather goods

Expodt Invest Conceniralion MNC (%) Ratioof Import ~ Ratio of Exporl
T et TR A “ia PR A
Export lavestment
-Past export perfonmance -Less advanlages in techaology

<Export 1o the US and Germany
-Buyer's brand

-Availability of quatificd labor

-Many too small companics

-Limited nomber of poteatial exportees

Flexibte packaging

Export Cuoneentration  MNC (%) Ratio of Impoet  Ratia of Export
TR wa ha o na. " na
Exporl Tavesinent
-Product with few trade -Easy to expand capacity

Note: Shord, medium, and long in the shaded acea stand for there is an exporl {investment) polential to {{rom )
East Asia in the shori, medium, and long-term. Nil stands for there does not scem to be a petential for
export (investment).

Concentration (%): 10073 stands for 100% share by 3 companics

MNRC (%): 65~70/3 slands (or 65~70% share by 3 multinational corporalions
Ratio of impodt {%): ratio of import 10 domestic demand

Ratio of cxporl {%): ratio of export to domestic production

n.a.; not avaifable

The analysis of Argentine industries, from the standpoint of export to the East
Asian market, may be swimarized as follows: '

(nH Advantages
l. Improved competitiveness

The competitiveness of the Argentine industey has improved signiﬁcantly inthe
last several years. The introduction of foreign capital, restructuring, deregulation, and free
competition contributed to this progress. Although there is still room for increase in
produciivity, if the current stable economic situation continues, the Argentine mdustry
may be able to regain intemational competitiveness.

H. Rich export experiences in a number of expout-oricnted industries

Some industries are highly export-oriented, with export experience. For example,
aluminum {59.7%), metal and wood working machinery (36.2%), food proccssihg
equipment {45-60%), meat processing (20%), textile (30.6%, syntheiic), and tanneries
(80%}) snaintain high dependence on the export market. The expenences of these
industrics arc vatuable and should be shared with other industries.

a8
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IIl. Increase in multinational corporations

Many multinational corporations have invested in Argentina through privatization
programs and mergers and acquisitions. This significantly contributes to enhancing the
productivity and competitiveness of the Argentine industries. [t may increase the volume
of Argenting's trade, since trade among the plants/branches within a multinational
company now accounts for one third of the global trade. Many mullinational corporations
are involved in the personal care products, tire, and non-alcoholic beverages industries in
Argentind.

(2) Disadvantages
I. . Concentration of production in a few companics

A small number of companies hold a large market share in many sectors. These .
companies are well organized and equipped with advanced technologics, but the number
of companies is limited. The export potential of the industry rests solely on the
companies’ business strategies and capabilities. These industrics include iron and steel,
aluminum (especially smelter), pulp and paper (especially newsprint and export pulp),
automotive, tractors, beer, non-alcohol beverages, cigarettes, and {oolwear.

I1. A large gap between large-size enterprises and medium- and small-siz¢ enterprises

. The difference between large-size enterprises and medium- and small-size
enterprises is increasing, partly as a result of free competition and the development of
concentration. Many large-size enterprises have pursued restructoring by means of
downsizing, reducing the number of employees, and rationalization investment in
machinery and equipment. Meanwhile, many mediom- and small-size enterprises have
been unable to renovate their equipment due (o the lack of management skills and
finances. As a consequence, large-size enterpriscs can become inte rnationally competitive
while medium- and small-size enterprises cannot. |

[1i.  Limited number of exporting firms

The number of exporting firms is very limited in some industries. For example,
there is only onc exporter of market pulp; the same applics to seamless pipe. The limited
number of exporiers may restrict an increase in export capacity. Having only a few
exporting companies increases reliance on them, and the industry's export may be largely
influenced by the business strategies of the few companies. In the recent global trade,
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since importers have increasingly become conscious not only of the price and quality of
products but also on the reliability of suppliers, having a limited number of exporting
companies may adversely affect export expansion,

IV.  Lack of investinent with long -term perspectives and the lack of
sufficicnt producuon mpacuy

Since the nmninfacturing sector did not invest in machinery and Cquipménl for
many years under an unstable economy and hypcr-ihﬂalion, there is concern regarding (he
production capacity of the industry. When domestic demand expanded during 1991-1994,
products were principally directed to the domestic market, and export dcclmcd Expoit
has been a marginal market for Argentine industrics.

As the economy slabilized and inflation reduced to onc of the lowest levels in the
wosld, some firms have begun to formulate long-term strategies. In addition, the
importance of export markets has gained increasing recognmon These faclors lmy
contribute to an increase in investment in producnon capacuy

4.2 Key Sectors

The key sectors of export can be identified in two stages. Those in the first stage
are'the expoit of resource-based products such as grains and meat to East Asia because
they, in general, have not only regional but also international competitiveness. As
mentioned earlier, the export of resource-based producis is complementary to East Asia's
trade structure. The sectors in the second stage include the export of asseinbly products
such as food processing miachinery and automolive pars to the MERCOSUR market.
Although many local assembly industries do not presently have strong international -
competiliveness, they will be forced to enhance productivity under the increased level of
competition created by the formation of the MERCOSUR markel. The ratio of the import
of assembly goeds to the tofal import in the East Asian market is inceeasing every year.
This section discusses the key industries involved in Argentina’s potential export
expansion (o the East Asian market.

n Resource-based industrics

The export of resaurce-based products can be divided into two phases. The first
phase is to increase the number of products to be exported, thereby expanding the export-
base. As discussed earlier, the number of Argentine products exporied to Bast Asia is
confined to a few primary products. As Argentina has the potentlal toexport a grealer
number of products, this phase is vital. - ' o '
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As shown in Table 4, the following resource-based indusiries have export
potential for East Asia: iron and steel, aluminum, meat processing, dairy products, wine,
malt, textile, cigarettes, tanneries, and shoes. Among these products only iron and steei,
aluminum, and tanneries are presently being sold to East Asia in a substantial amount.
Argentina should attempt to export the other products mentioned in the list that are nol
presently being exported.

Expanding the export of grains is also crucial. Argentina has the potential to
become a major grain supplicr to the East Astan market. The prices of primary products,
such as grains, compared to manufactured products, have declined for the tast several
decades in international markets. However, this trend may reverse in the foresceable
future duc to the following reasons: First, the rapid econoniic growth in Asia is likely (o
increase the demand for grains, but the production in Asia will not be able to meet the
demand. Secand, the supply of manufacturing products is likely to increase due to the
entries of many Asian countries, and this may decrease the price of manufacturing
products. Third, the global environment and growing population and economy may create
chronic shonagcs of food and other agricultural products in the world. These factors may
contribute to an improvement in the price of grains, relative to that of manufactured
goods. The change may be especially significant in the prices of staple foods such as
wheat and maize, for which Argentina has a large supply capacity. A reduction in
subsidics in developed countries may also enhance the competitiveness of grains in
Argentina. Argentina should, therefore, utilize the export poteatials of grains.

Some Japanese trading firms are considering an integrated export system belween
Argentina, Bast Asia, and Japan, to take advantage of the different characteristics of the
three countries/regions. Argentina is rich in natural resources but labor forces are
relatively expensive; East Asia still has abundant low-wage labor forces. On the other
hand, Japan does not have ample natural resources or low-wage labor forces, but the size
of the resource-based products markel is huge. Thus, there is the poteatial (o export
resource-based products from Argentina to East Asia as a first step, (o be processed in
East Asia utilizing the low wage labor force, and then, as a second step, re-cxport the
processed products to Japan. The feasibility of this export system must be evaluated
carefully. 3 |

The second phase in the export of resource-based products is to add higher value
to the products being exported. Currently most primary products are exporled as a raw
material with littdle value added. Many primary products are, therefore, processed in the
importing countrics. For example, squid is cxported to Japan without any processing in
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Argentina. Processing in Argentina would not only add value to the product, but also
increase employment opportunitics. It may also contribute to rural development where the
products are harvested. ' '

The most important factor in export in a vatue-added form is procuring good
quakity raw macrials. If the quality of raw materials is inadequate, the quality of the
processed products will not be satisfactory, and as a consequence, the value added to the
product is reduced. Therefore, producers of raw materials should make the extra effort to
produce the best quality products. |

(2}  Assembly products

la the second stage, Argentina should plan to export assembly products. As
shown in Table 4, Argentina has the potential to export metat and wood working
achinery, food processing equipment, and auto parts. While Argentina's main export -
industry will continue to be the resource-based industey, Argentina should prepare for the
export of assembly products primarily for the following four reasons:

1} The recent development of globalization, Globatization is an increased
interdependence among countrics in the world. It was generated mainly by the
development of telecommunications and economic and trade liberatization. For example,
multinational corporations have increased their presence in the world economy and
develop their business sirategics from global perspectives. Bast Asia is a region that has
achieved a rapid economic growth by means of involvenient in this process of
globalization. Globatization is most prominent in the automotive and auto pars industries.
Automotive assemblers are competing fiercely with each other in the global market. They
procure auto parts and assemble them any place in the world. Brazit exports auto parté for
repairs in East Asia. Argentina should aggressively pursue involvement in this trend or be
left behind in the process of global economic integration.

2) The second reason is the import structure of East Asia. The ratio of the import
of assembly products to the total import of the ASEAN and China increased from 39% in
1990 to 43% in 1993. The value almost doubled from US$ 109 billion to US$ 196
billion. In Korea the import of assembly products is significant, accounting for 34% of .
the total import, The import of assembly products is expected to increase further in Bast
Asia. Argentina should take advantage of this trend,

3) Exporting assembly products would contribute to the diversification of
Argentina’s export structure, The production of primary products is susceptible to natural
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conditions such as climate and precipitation. This is especially true for grains and other
foodstuffs because the ageicultural infrastructure, such as imigation systems, is not very
developed in Argentina.

tnsufficient precipitation could have a serious impact not only on export but also
on the Argcntiﬁc cconomy as a whole, because the economy is deeply linked to the export
performance. To avoid this, Argentina should minimize export fluctuation from year to
year by initiating the export of assembly products.

" 4) The fd_ﬁnh reason relates (o lhé_chamcterislics of resource-based industries. The
expericnces of Thailand suggest that agriculture-based industrics require fewer supporting
industries than the assembly industry. Thus, developing the assembly industry creates
greater potential for encouraging supporting industries and helping to strengthen
Asgentine industries--as well as contributing to an increase in employment--compared to
agriculture-based industries, '

Measures to expand the export of assembly products to East Asia are divided info
two arcas. The first is the effective use of the MERCOSUR market. With the .
establishment of the MERCOSUR market, demand for products increased and the levels
of qualily'required were raised, due to increased competition among the MERCOSUR
suppliers, These factors contribute to improving the economices of the Argentine suppliers
and quality improveinent of Argentine products. When these are accomplished, Argentine
products may be exported to the East Asian market. However, competition in the East
Asian market is so fierce that it will be difficult to penetrate unless very deliberate and
effective measures are taken by both the public and privale scctors.

The second measure is to exploit Argentina’s comparative advantages. Since East
Asia‘is abundant with relatively low wage labor forces, Argentina can not compete with
mass-produced products. Argentina should concentrate its efforts on the production of a
large vasiety but small-batch products to take advantage of its relatively qualified labor
forces. Argenlinzi must differentiate its products from the others and seek a niche market.
A valire manufacturer in Cordoba has been providing the service of producing any kind of
valve in a very shott time. He has been receiving orders from all over the world.

Huaman resources are a key to the development of the asseinbly industry. While
Argentina has many relatively qualificd labor forees, including engineers, there are
shortcomings. For example, quality conirol engincers arc scarce. Argentina should
prepare to further improve its labor forces.
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4.3 Target Markets

The following table shows the sector-wise campetitiveness of Argentine
industries. It should be noted that the evaluation of the local/international competitiveness
was made in 1994, and that the data on trade (export, impont, and teade balance) is from
1992, '

Table S: Seclor-Wise Competitiveness of the Argentine __ln(_l_t__:sity .

{ndustry Domestic Production Trade Trade
demand Export Import balance
Iron and steel AAX % 0.92 (mt) 0.79 (m1) 0.13 ()
Aluminum XXX X [RIIE({}] 24 (W) g6
Pulp (and paper) X XX 160 (1) 35 (W) 125 ()
Cenment XXX XXX 143 () 69 () 74 (1)
Retfinery X XX
Peicochemical XXX X 262 (w) Q0L n {-)639 () [
Pharmaceutical X A 61 (USSm)  275(US$m) (3214 (USHm} %X
{volumc)  (volume) i
Personal Care XXX XKK 37(USSm) 41 (USSm) (-4 (USSm)
Products g
Metal and wood XXX XX 23{USEm) 167 (USSa) (144 (USEm) (X)
working machinery
Food processing X X {-)
cquipment
Houschold appliances
{gas) XXX XXK
{electrical) XXX XXX
Autonmolive XXX Xxx 30 () 108 (ku) ()79 (1u}
Tire XXX XXX 17 (GS$m) 118 (USS) (101 (USSm) -
Tractors XX X 42 (1) 1,453(u) (-3141 1{y)
Meat Processing XX XX GO0 (USSm) - {(+)
Daity Products XXX KRX 31 USSm) 37 (USSm) ()3 (USEm)
Wine x X 40{USSm) {+)
Beor XXX AKX 342 (thpy {}
Non alcoholic XXX XXX - - -
beverage
Food XX XX
Confectionery XXX XXX
Cigareties XXX Xxx - - -
Textile (Synthotic) X X 16 (1) 27 (v (- 11 {1}
Tanncries XX XX S20(US$m) (+)
Foolwear AKX XXX 26 (USSmy)
Shoes XX XX 15 (mp) 24.3(mp) (-320.83 (mp)
Leather goods x X 8 (USEmM) 30 (USEm) 59 (USIm)
Flexible Packaging  xxx XXX - - -

54



Nivte:

Vol. I (Main Report)

}. Domestic domand, prodwction

XXX: annual growth eald in ¢he past three yoars is greates thaa that of GDP
XX: annual growth rale in the past three years is less than that of GOP, bul positive
X: negative prawth rale in the past three yoars

2. Expont, impod, teade batance
iz million ton, tt: thousand ton, u: uail, (B1: thousand hecte litter, mp: midlion pair (figore tor 1992)
3. Competitivencss:

XXX: strong or poicntially sirong (xxx)
XX: cven
X: weak of ool compelitive or losing {x)

The table shows that mainly resource-based industiies including agriculture,

livestock, forestry, fishery, and mincral resources and their processed products have not

only domestic but also {potentially) intcrnational competitivencss. The products include

iron and steel, pulp and paper, meat processed products, dairy products, wine, and

leather goods. Since these products already have (potentially) intemational

competiliveness, they are likely to penetrate into the East Asian market innediately if

adequate measures are taken,

However, many assembly industeies do not have international compelitiveness

yet. Metal and wood working industrics, food processing equipment indusiries,

automolive parts, and other manufactured products are included in this category. For

those products, the primary target should be the MERCOSUR market. The industrics may

enhance productivity by taking advantage of the cconomies of scale and inproving their

quality through competition in the MERCOSUR market. When the industrics become

internationally competitive, they may attempt to export to the East Asian market as a

second step. The figure below summarizes the target markets for the Argentine industries.

Yigure 17: Export Markel of the Argentine Indusiries

ARGENTINA
Resopree-based Assembly |
Industrics : lndustiics
= v st step
£  MERCOSUR ]
= (REGIONAL)
E lststep § 2nd siep
Y Y
EAST ASIA i
{GLLOBAL)
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4.4 FDI and Target Markets

Taking into account capital availability and the world coverage of business
activities, primary investors to Argentina will be the Japanese firms in East Asia, although
that does not necessarily eliminate firms in other East Asian cconomies.

Japan's investment to Asgentina has not been significant. Reasons for the
somewhat deliberate stance of the Japanesc firins toward FDI to Argeating include:

- Skepticism regarding the economic and pollucal slablhty and consistency of
cconomic policies in Argentina. '

- Since a major reason for Japan's FD1 is to transfer production facilities, labor cost
and distance from Japan are important determinants in the Japanese firms'
decision regarding the location of FDL '

_ Due to past experiences in writing off accumulated debt, banks arc reluctant to
lend credit to manufacturing firms for investment in Latin America. Many
Japanese banks have closed their branches in the region, and have not re-opened.

~ In addition, while many Japanese firms transfer the profit of FDI to hpfm they
are concerned with possible money transfer prohibitions.

In spite of these constraints, Japanese firms are well aware of the establishment of
the MERCOSUR market and the abundant natural resources available in Argentina.
Following Toyota's decision to invest in Argentina, many Japanese firms have been
changing their view of Argentina to a more favorable one. Argentina is potentially an
attractive host country for Japan's FDI. Investient from East Asia, mainly from Japan,
can be classified into three categories, as discussed below.

(h Investment of the assembly industry (argeting the MERCOSUR market

The automotive industry is the most feasible-as with Toyota's investment in
Argentina, The investiment of an assembler is often followed by the investment of the
supporiing industries. Some Japanese suppbrling industries are likely to invest in
Argentina to supply auto parts o Toyota.

Toyota's investment is targeting the MERCOSUR market. Therefore, as the
market expands, there is the possibility of other Japanese assemblers investing in
Argentina. The same applies to automotive asseinblers in Korea.
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Ong possible concern regarding the investment of the automolive industry is the
eftect of the trade policies of the MERCOSUR, especially between Argentina and Brazil.
Since Brazil has a bigger market, some assemblers have preferred to establish plants in
Brazil. Although the current trade agreement between the two countries encourages
assemblers to construct plants in both countries to produce different types of vehicles, a
change in the trade policy would completely alter the asseinblers' investment plans. This
issue is discussed in detail in Volume 6. '

(2) Investiment for the import of foodstuffs targeting the East Asian market

Investment for the import of foodstuffs by the fapanese fiems is in a surge. With
beef, for exampte, many Japanese firms invested in farms and meat processing plants in
the USA and Australia, iriggered by beef trade liberalization in 1991, Most of the beef
produced is exported to Japan. The import of foodstuffs through Japan's investinent in
Asian countries is also expanding. Divessiftcation in the demand for beef and the recent
price reduction in foodstuffs in Japan promoted the investment in order to inexpensively
procure high-quality and diverse foodstuffs. As Japanese agricultural production is hardly
compelitive in international standards, this kind of investment is expected to further
increase.

Argentina has a good potential for FDIE on development and import arrangements.
Argentina not only possesses favorable climate and geographical conditions, it is also
located in the Southern Hemisphere. Taking advantage of different seasons, development
and import arrangements in Australia and New Zeatand are increasing. Transportation
technology to (ransport the foodstuffs while still as fresh as possible (such as the coot-
tech system) is also being developed. Argentina is certainly a candidate for this
arrangement by Japanese inporters.

(3) Investment in natural resources development targeting the East Asian market

Japan does not have the benefit of many natural resources, relying nearly 100%
on import. However, none of the Japanese firms or East Asian companies have invested
in the natural resources in Argentina. Fast Asia and other regions have historicatly been
hesilant to invest in Asgentina's natural resources because of unstable economic poficies,
numerous regulations, and the lack of géological data. However, since the reform process
took place, some foreign companies have begun to invest in Argenitina, and the FDI has
been growing annually. - - - - '
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There is good 'potcnlial for Japan's direct investment in natural resources. A
natural gas pipeline project has been implemented targeting both the Bast Asian and -
Chilean market. The Qkita Foundation, a joint organization between Argentina and Japan,
also plans to conduct a feasibility study on natural resources in Argentina. ’

Mining (such as copper), energy (such as natural gas), and foresiry all have good
potential for invesiment. Argentina is rich in forestey, accounting for 1% of the world’s
forestry area. According to information prepared by the Okita Foundation, Argentina's
competitiveness lies in the tow cost of reforestation and accelerated growth of some
species over competitors such as the US and Canada. While fb_reign investments to
Argentina from Chile, New Zealand, and Canada are expanding, the resoucces have not
been fully utilized yet. Since Japan is the world’s largest importer of wood and is eager to
diversify its import sources, there is the potential for Japanese companies toinvestin =
Argentina.

Japanese firins have pointed out the following factors that may be useful for
Argentina in aitracting investment from Japan: '

- Maintaining a consistent economic policy, leaving the present effective cconomic
fundamentals unchanged,

- Maintaining political and social stability;

- Improving the infrastructure including pors, highways, railways, airports, ~
warchouses, and telecommunications; ' '

- Encouraging reform of the tabor law;

- Strengthening the supporting industrics and improving the quality of their
products;

- Reducing financial costs through the reduction of interest rates;

- Maintaining closc contact with Japanese business circles and holding dialogues to
create effective investinent promotion strategies; and '

- Holding investment seminars frequently.

4.5 Role of the Government

The Argentine government is small and is withholding active intervention in the
market. The Study Team is very clear on the point that this government policy should be
maintained in the future, However, this does not necessarily mean that the government - .
should do nothing towards expanding export to and promoling direct investment from
East Asia. On the contrary, it has an important role to play. The following summarizes
some insight into the role of the government concesning export expansion to East Asia.
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First, the government should create a national consensus among the parties
involved by disseminating information and sctting common objectives. 1t is important that
the government clarify the couniry's export market targets; a clear signal from the
govemment facilitates decision-making by the private sector. This is one of the key
concepts of the Targeted Markeling lnlclhgcncc Strategy (TAMIS), which will be
explained in 5.2

The government should support the private sector in preparing information about
Argenting industry necessary for the expahsion of export and the promotion of direct
investiment. This information is primarily produced by the private sector (mainly by
associations), but the involvement of the govermnment is necessary because the information
includes regulations and statistics that the government directly oversees.

Second the role of government in economic development varies depending on the
typcs of private cmuprlscs which are interacting, ranging from small- and medium-size
enterprises to large enterprises. This is particularly relevant in trade promotion. The size
of the enterprise is determined by the size of the company (sales, employees, elc.), its
intemational competitiveness, export performance, and brand image.

In terms of l:i;gc entcrprises, the role of government should be low-profile.
Export promotion aclivities such as market information gathering should be initiated by
the private seclor. Expenditures associated with such activitics should also be covered by
private enterprises. One of the reasons for the low profile of the goverament is that
cnterprises can collect information more efficiently than the government. Another reason
is that the informiation required is somewhat technical, which the government is unable to
collect. The required information would include state-of-the-art production technology
and data on specific markets. "

_ ‘Contrary to this, the governiment should take the initiative if the exporters are
small- and medium-size. These enterprises can't engage in trade promotion activities and
develop close business contacts due to insuf] licient financial and human resources. A pait
of fhe_ri_sks should be cétr:i_cd by the government; such costs may be recouped when
export is actually materiatized and expanded. Another reason is that the required
information is usu_ally ge.ncra_l, whiph the govemment is able to collect. In Argentina,
many exporters in the processed food industry, leather goods industry, food processing
equipment indu‘s't.ry, and shoes industry are siall- and medimn-si_zéd. The relationship
between the public and private sectors is iltustrated by the following figure:
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Figure 18: VYariations in the Role of Government
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Third, the role of the government varies according to changes in the socio-
econonic environment, both internal and external. For example, in Korea, the
government undertook industrialization initiatives in the 1970's; the govemment was the
miin driving force. in the 1980's, the primary impetus came from the private sector, with
the government sclectively intervening in the market and the activities of the private
sector, and the government's initiative role was weakened. In the 1990, the government
has taken a neutrat position, letting the market determine the activities of the private
sector, and has withheld intervention in the activities of the private sector. Although the
Korean situation does not necessarily apply to Argenting, the role of government must
change as the national and intemational economies change. The role of the govemment
within this context, should be periodically reviewed in Argentma

Fourth, those involved should not be limited to central gavernment and private
cnterprises. Other institutions, including local {provincial and municipai) governents,
associations of private enterprises, and consultants also play an important role. For
example, local governments are ve’ry important to the promotion of area-specific products.
In Japan, for example, beef is sold under the name of the area where the cattle was raised.
Promotion activitics are undectaken by both the private secter and the local government.
This kind of cooperation is indispensable in regional development. Associations are also
important to consolidating the views of each enterprise and linking them with the
government. When gathering market information, if an enterprise is unable to cover the
expense, an association can assume the activity, with the costs shared by the member
cnterprises. Each enterprise can obtain ncccssarj information at a lower cost than if it
conducted the activity itself. As these examples show, cVeryone inctuding local -
governments and associations, has an individual and important role to play, andthe
government should prepare to take advantage of them. '
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This are not all that the goverament should assume. In addition to thesc activitics,
the Argentine government should, with others, maintain a stable macro economy,
improve cducation and training systems, and strengthen the (ax system. These are the
important areas the government should devote itself to; we will make no further statement
regarding this as sufficient material has already been published on the subject and should
be reviewed.
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S. ' Issues and Recommendations fer Expanding Export
to and Promoting Dircet Investment from East Asia

From the viewpoin{ of expanding export to and promoting direct investment i Tom
Bast Asia, some key areas have been integrated, in consultation with the Argentine
government, into four priority issucs that have been studied in detail in Phase 1§, The four
Issucs arc: ' .

Issue |: Strengthening Institutional Support for the Expansion of Export to and the
Promotion of Direct Investment from East Asia

Issue 2: Expansion of Export Capacity through Improveinent in Productivity and
Quality .

Issue 3:: Development of Argentine Small- and Medium-Size Manufacturing
Enterprises

Issue 4: Transport Infrastructure limprovement for fndusteial Development and

. Trade Promotion

This section focuses on cach issue in detail to provide recommendations that will
contribute o export expansion 10 East Asia and promote direct investment from the
region.

5.1 _ Signiﬁcancé_of and Relationship Between
the Four Issues

Within the context of cxport to and direct investment from East Asia, the
significance and relationship of the four issues are summiarized as follows:

tssue 1 concerns govcrnméntal suppoit, which is helpful in expanding the export
of competitive resource-based products, including the four case products studied in Issuc
2. Since the economtic reform was launched, a smatler government has been sought and
mmany governmental functions have been eliminated. These measures have been necessary
for efficient market functioning in the Argentine economy. However, the governmient has
an imporiant role (o play in export expansion and direct investment promotion. The
private .Sector is not very aware of what is going on in East Asta, the most rapidly
groWihg market in the world. Government iniliatives are necessary 1o encourage the
private sector to learn about East Asia. For lssuc 1, the Study Team examined the present
situation of govemmental support in Argenlma Expenences oftrade promotion
organizations in othcr counlucs mcludmg Australia and Canada, were reviewed, and
their applicability to Argennna was discussed.
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Issue 2 corrésponds directly to the overriding topic of this study--export to Bast
Asia. It has been addressed through the case studies of four agro- and fishery-based
products. AIlhough the four products should have intemational competitiveness, massive
export to the East Asnn market has not been realized. This may be attributed to market
access problcms. inadequate marketing stralegics, or inadequate produclwuy and quality.
The market access problem is within the government's jurisdiction. This study suggests
solutions to the market access problems some Argentine products face. The probiems
wilh marketing strategies and producliviiy and quatity must be solved primarily by the
private sector. OQur study describes the characteristics of the East Asian inarket, and the
changes required of Argentine firius prior to export to East Asia. These recommendations
include adopting more client-oriented management and introducing long-term
perspectives. We also recommend the diversion of export products from low to high
value added. o

Institutional support, as relevant to expost in the context of Issue 1, is also
necessary for the development of smalt- and medium-size manufacturing enterprises
(SMEs)--that is Issue 3. SMEs are the foundation of the industry in any country, and also
play an important role in export, Development of SMEs affect the export both directly
because the SMEs themselves may begin export, and indirectly by improving the
productivily of exporting companies. The existence of competitive SMEs also attracts
forcign direct investment because investing firms have a better chance of procuring high-
quality capital and intermediate goods in the local maiket. This study suggcsls ways that
the govemment can support the developinent of SMEs, especially in the financial,
technological, and quality management areas. As the case study, the development of
SME:s in the auto pané inilusiry has been examined. Untike Issues | and 2, which are
somewhat short-term, Issue 3 has a long-term perspective.

Issue 4 also has a long-term implication, The development of SMEs and export
expansion can not be materialized untess appropniate infrastructures are developed. | _
Without gooed infmsmldurc institutional support is not effective. A solid infrastructure is
also a precondition for attraciing FDI. ‘Transportation is particularly important in
improving the overall productivily of economic activities. Efficient access (o ports from
production arcas and appropriate facilitics and management of the ports are imporiant, |
particularly for export. In this contex, containeriiation is the main objective of Issue 4.
Developing trunk routes within the MLRCOSUR countries is also 1mp01mnt Clear access
to Chile will facilitate Argenlina’s access to the Pacific. Issue 4 is also concerned wnh the
cross-national transpoit network devetopiment (to mclude Ch:le) in MERCOSUR
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The felevance of these four issucs to export expansion is summarized in the following

table. The arcas of improvement for cxport expansion aie divided into four stages: access
to market, markeling steategy, productivity and quality, and infrastructure.

Table 6: Relevance of Each Issuc to the Expansion of Exporl

{ 2 3 4
Issue Inslitutional support  Expanding exporl Development of Improvement in
for export and FDI  through productivy  the manufacturing transport
and quality SMEs infrastructure
improvenmesnt
Trade promotion Market access
Access to market . .
m o oo e o QIEARMZAGODS tegulations | _ o ieiamaan
Marketing strategy_ _ - ___________ Maketingstrategy _ __ ____ ...
. . Resource-based Aulomotive and
gy e _industies ___awtopatsindusties____________
. Containerization,
: Finance, Trunk routes
Infrastruciure technology and o .
uality for SMEs between Argenling
4 and Brazil/Chile

Access to market has been studied in Issue | and Issue 2. In Issue 2, the Study
Team dealt with regulations associated with market access, such as sanitary and
phytosanitary measures. Legal market access is a precondition of export. Issue | ceatered
on trade prometion organizations (TPOs}. Even if market access problems are solved,
export will not necessarily be automatically guaranteed. Market access is still difficult,
especially for small- and medivm-size enterprises, because imporfant elements (such as
market information} are not easily obtained. TPOs play a very important role in facilitating
the export process. '

An appropriate marketing strategy is another prerequisite for export. Even it
market access regulations are not a problem and support from TPOs is provided, private
enterprises should develop adequate markeling stratcgies to penetrate into a new markel.
This point has been examined in Issue 2, using four resource-based products as
examples. |

Factors relating to production, such as productivily, quality, and trade policies,
have been examined in Issues 2 and 3. In Issue 2, the study focused on agriculture and
fishery products while a portion of [ssue 3 dealt with the automotive and auto paxts
industries.

The infrastructure is the common base of the Argentine industries. The
infrastructure is not only physical, such as port facilities, but also institutional, such as

financial schemes and an information network. The Study Team has highlighted the
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financial and technical infrastructures which correspond with Issue 3 and SMEs, and the
physical infrastructure, regarding transpoit, addressed in fssue 4,
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5.2 Issue 1: Strengthening Institutional Support for the
: Expansion of Export to aud the Promotion of Direct
Investnment from East Asia :

5.2.1 Existing Institutional Support for Export in
Argentina and the Need for Promotion
Toward East Asia

Export to East Asia calls for explicit support from the governiment. Argentina has
atready gdincd aceess to European mackets through its histerical, cultural, and
geographical prokiniily to Europe. In addition, Argentina has been successful in
penetrating the North American and M_ERCOS UR markets. However, it has delayed
penetrating into the East Asian market partly due 1o its remoteness and partly due to the
lack of explicit govemment sﬁppmtﬁ for export to a distant tocation such as East Asia.

The present regtmc h(m ever, cledrly mlcnds to prowdc mslltulmnal support to
the prlvatc effort toward export expansion. This institutional support will amplify the
impact of other major export efforts of the government, such as market access
diversification, trade liberalization, and encoitragemcnt to improve productivity. With
special reference to expanding export to East Asia, the institutional support will have two
major aspects: The East-Asia-focused integration of activities for expanding expoit of
certain product gio_ups, :}-nd the strengthening of trade promotion organizations (TPQs).

In the Argcnnnc Gevcrnment Thc Undersecretariat of International [‘mde
Rclatlons The Secretariat of International Economic Relations (SRE1}, Ministry of
Foreign Aff'ur:s, Intermational Trade and Worship (M REClyC) and The Undessecretarial
of Porugn Tndc Secretariat of Trade and Investment (SCI), Ministry of Economy and
Public Works and Services (MEQySP) are the institutions responsible for export
promotion. The Undersecretariat of Investment, SCI, MEOySP is the institution
responsible for invesiment promotion. These inslitutions are intended to be
complementary.

The Argentine government has recently developed and managed a variety of
export promolibn programs and scrvices, such as PROCAR, PROMEX and PROMSA.
In 'addition to these institutions and programs and services, the Argentine government

“created, in 1993, Fundacion Exportar (FE) as a trade promiotion organization with support
from §3 pn'vdte organizations (SMEs), and Fundacion Invertir (FI) with support from
large-scale privale enterprises. These lwo organizations are intended to be
complementary. kn 1994, a Coordination Unit (UCPFE) was created between MRECHyC
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and MEQySP. This unit coordinates various export promotion programs, such as those
mentioned above. Recent actions important to the activation of this coordinating function
are the launching of a cost-sharing grant scheme for SMEs (Enterprises Assistance
Program) and institutional strengthening of UCPFE, FE and other export-related public
agencies. These actions are being supervised by the Prograin Administeative Unit (UAP)
of MEOySP, with assistance from the World Bank. :

In 1992, The National Committee for Asia and the Pacific (CONAPAC)
was created as a joint organization of public and private sectors under the initiative of
MRECIyC to promote the Argeniina's participation in muliilateral cooperation forums
dealing with the Asia-pacific region. CONAPAC is presided by Minister of Foreign
Affairs, Intemational Trade and Worship and members include representatives of
government, business and academia. In particular, the intention of having business
representatives is to allow the consideration of business initiatives that prémoie bilaterat
comuercial telations. Although CONAPAC has no specific programs nor services
dedicated exclusively to promote exports at present, it could be an instrument of support
for activities of FE in future. ' ' . |

The Slhdy Team believes that these existing export programs and services
represeit a good base to initiate an export drive focused on East Asia. What is needed
now is full ulitization and reinforcement of these programs and segvices. The‘S!udy Team
has reviewed the selected éxperienccs of trade promotion organizations (TPOs) in Bast
Asia and the Pacific as a reference for Argentina. In this context, this study on Issue |
reviews the prcsent roles and activities of the TPOs of East Asian and Pacific cconomics.

5.2.2 Major Functions of TPOs in East Asian and Pacific
Economics ' .

Targeted Marketing Intelligence Strategy - TAMIS

TAMIS has been adopted by a nuinber of East Asia and Pacific economiesasa
uscful method of opening up new markets and consolidating various export promb{ion
prograns toward 1arget maskets. Conceplually, it can be divided into (1) country and
regional TAMIS and (2) sector TAMIS. o

(1) Country and regional TAMIS -- Canada has had a TAMIS for seven sectors
targeted at the Japanese market for several years. The strategy has been published in the
form of a small booklet which contains essential information such as access plans, nain -
business contact points, and information sources, all of which assist in teaching the
preliminary procedures of export to Japan and catculating the necessary costs to be -
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incurred by this expoat. Creating the booklet required an intensive exchange of
information beiween governments, provinces, and industries and the resident offices of
their TPOs in Japan.

- 1In Australia (AUSTRADE), they divide the world markets into seven blocks
representing America, Burope, East Asia, Japan/Korea, South East Asia, South Pacific,
and specified markets, and they prepare Country and Regional TAMIS and Sector TAMIS
for cach block. Each of the 27 domestic AUSTRADE offices has an organization called
the "Business Unit." This unit supports AUSTRADEFE's cxport promotional activities
under close cooperation with the overseas oftices of AUSTRADE. Personnel and
financial resources are distributed according to the TAMIS, with a large share allotted to
East Asia, Japan/Korea and Southeasi Asia.

(2) Sector TAMIS -- A marketing intelligence stralegy is sometimes planned and
implemented for a target group of products. An example of this strategy is the Marketing -
Intelligence Division of Chile. It operates based on (he intensive exchange of information
and views with industries, and financia! plans supported by both public and private
sources. Another example is the Australian Meat and Livestock Corporation, which, in
cooperation with AUSTRADE, is helping private initiatives for beef export and business
promolion in Japan.

Impression of the countiy

We cannol neglect the importance of the general impression of the supplying
country when formulating 'cxp'oﬂ stralégics, as it exerts a strong influence on the
decisions made by consumers. :‘charding'frclsh'and processed foods, the impression of
the counlry itself as being reliable and clean is as important as the tmpression of the
supplicr from thé country. PROCHILE r’ecenlly'cmatcc‘l an International Marketing
Departmgiit in order to conduct a "Good lmage of Chile" campaign.

Exposure of inquiries
There are (wo varying methods of inquiry exposure. One is to maximize exposure

of iuiquin'e.s from evérseaé'; the other is for TPO, after examining the content of the
inquiries, to introduce the potential suppliers chosen out of a suppliers list prepared by
TPO itself. This variation provides information on the capability of domestic suppliers, as
well as additional information such as export finance schemes and foreign market
informéiinn’,:obmincd through contacts with domestic suppliers. The first variation is
employed in Japan, Singapore and Hong Kong, where there are abundant supptiers,
white the second variation is employed in Australia and adopted by AUSTRADE.
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Development of an information network : .

Today almost all TPOs have information networks utilizing computers, and
frequently exchange information with their domestic and overseas offices vin E-mail. The
major networks are "Auvstralian Export Database-AED" of Austratia, "Trade-Links" of
Hong Kong and "Global-Links" of Singapore. These networks offer effective qu:ck
access to and inguiries on market information about East Astan ecanomies.

One Stop Unit

This is a special window of TPOs to meet inquiries on investments, and is
presently available in Hong Kong, Korea, Singapore, and Australia. All manner of
necessary information on investents to and from overseas can be accessed through this
window, making it an important initial contact point for foreign investors. In
AUSTRADE, the window is open at the Australian Embassy in Tokyo. Japanese
investors can obtain free information on the procurement of materials, and the fabor and
real estate market regarding the industries given priority for investment by the Australian
government,

5.2.3 Institutional Aspects of 'lPOs in East Asian and
Pacific Economies

TPOs' export and investment promotion functions

Many TPOs promote both export and investment. This is because market
information and investment information ace made available, in many cases, through the
same channel, and because FDY is often indispensable to export; in particular, SMEs
export and export through direct investment by impoxte.rs.'ln _i(oré_a, the SME
Development Corporation is in charge of promoling foreign investments as it contributes
to strenglhening SME's technology and capital. This function was recently integrated into
KOTRA. In Australia, AUSTRADE, a TPQ, is also responsible for ad'miqistcring
Investient Australia, an official program to promote FDL.

TPOs and diptomatic channels

In the cases of Canada, Singapore (TDB), and Chile (PROCHILE), TPOs
promote export and investment as a part of the regular functions of the embassy. In
Austratia (AUSTRADE) and Hong Kong (HKTDC), TPOs carry out their activities aparl ‘
{rom the regular funciions of the embassy. In Japan (JETRO) and Korea (KOTRA)
TPOs are semi-governmental organizations independent of diplomatic channels. Allof
these TPOs, except Canada's, have or will have abbreviated names (acronyms) by whlch
they are known. '
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TPOs’ field offices, Japan

AUSTRADE has offices in six citics; Tokyo, Osaka, Nagoya. Fukuoka, Scndai,
and Sapporo. The number of staff members tolals 55, and among them local Japanese
members account for 34. Ofitces outside of Tokyo are located in the consulates, and the
General Consul or Consuls are engaged with the Trade Commissioners of AUSTRADE.
The offices in Tokyo and Osaka are specifically called "Business Centers” as they execute
overafl managing functions, and are close to the representatives of stalc governments,
chambers of commerce, and tourism promotion organizations. The number of staff
members in the Canadian Embassy and Consulate in Japan, with consulates in Osaka,
Nagoya, and Fukuoka included, totals 160, and those in charge of trade number 30, In
regard to Chile, the staff of PROCHILE in Japan numbers 6, comprised of 2 Chileans
and 4 Japanese.

Budget and fund issues :
TPOs' budget and funds arc based primarily upon appropriations from

govemments. However, some TPOs are endeavoring o create profits themsclves by
offering valuable information for sale in comptiance with the burden-sharing principle of
beneficiaries. These TPOs are found in Hong Kong, Singapore and Chile, which utilize
the profits for their activities. The efficiency-cost ratio is an important means of
communicating to people the appropriateness of the spending. For this purpose,
AUSTRADE also announces the ratio of the cost of the TPO's activities to the moncy
earned by exporis for each of the export promotion schemes. The ratio was 1:31 in
1993/94.

Export promotion by State Govennnent

Canada's British Columbia, on the Pacific Coast, promotes exports through B.C.
Trade, which is independent from the Canadian Federal Governiment. B.C. Trade was
established in 1989 to promote British Columbia's trade and investment. It has a staff of
150, and all of its budget is provided by the provincial goverament. B.C. Trade
cooperated with the Canadian Federal Government in drawing up Canada’s "Action Plan
for Japan.” As part of this, B.C. Trade's Canada Comfort Direct (CCD) canmipaign is
targeted at Japanese consumers who woutd purchase producis directly from Canadian
manufacturers. A similar TPO can be found in Canada's Province of Ontario. This would
seem to imply that tocal level TPOs often confront strong technical and financial
constraints. For this reason; nuinerous countries take a top-down approach to export
promotion at the local level. In Australia, for example, AUSTRADE has offices in cach
state through which it maintains close contact with local enterprises. Simitarly, Korea's
KOTRA has offices in cach province, and in Japan, JETRO has offices in 36 of Japan's -
48 prcfcclurcs.
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5.2.4 The Export 'Finance, Insurance and 'Gl_:_'ara_ntee _
System of East Asian and Pacific Economics

Export Finance System

Two types of export financing systems have been noted. The first lype is a short-
and medium-term finance scheme by TPOs and SME-supporiing agencics targeted at
SME exporters. This system provides subsidized loans at low interest rates.

The second type is "Direct Credit Facilitics,” which includes loans generally of
medium and tong term, credit lines, and note purchases from governmental financial
institutions such as export-import banks, industrial development banks, and financial
corporations like EDC of Canada and EFIC of Australia. This second lype of system is
applied to exporters, importers and banking institutions.

In Japan and other East Asian countries, governmental financial institutions
facititate finance for trade and investment independent of export insurance. EDC of
Canada and EFIC of Auslratia, however, provide export finance, insurance and guarantee
services under a single entity. - '

Expott Insurance System

This system is operated by state enterprises or private institutions, supervised by
the government, with the supervisors varying from one country to another. In East Asian
countrics and Chile, this task belongs to the Ministry of Finance or the Ministry of
LEconomy. In Australia, AUSTRADE-EFIC manages export and investment promotion, -
export finance, insurance, and guarantee systems under the supervision of the Ministry of
Industry Science and Technology. In Canada, the Minisiry of Foreign Affairs and
International Trade (DFAIT) manages export and investment promotion, while EDC
manages export finance, insurance, and guarantee as a package under the supervision of
DFAIT. '

As for political risk insurance, government supervision and approval are
indispensable, due to the magnitude of risks to the country and the need to evaluate such
risks. However, its administration tends 1o be privalized throughout the world.

Commercial risk insurance is supetvised by state enterprises or private
institutions. Governiment agencies, state enterprises, and private institutions often gather
at Beme Union and exchange information on country risks. Eight countries in this study,
excepling Chite and Brazil, are all registered members. From Latin America, only lhe two
countries of Argentina and Mexico are members. '
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Export Guarantee Sysiem

East Asian government institutions, including SME-suppotting promotion,
facilitate the guacantee in consideration of (he importance of the export promotion of
SMEs. Canada, Australia, and Chile have developed guarantee systems for priorily
sectors such as non-traditional goods, new technologics, utitization of natural resources,
and regional development. In these countries the govemment institutions and enterprises
guarantec against private banks for financing the working capital and project funds
required by SME exporters. '

5.2.5 Basic Strategy and FKinal Target

Kecping in mind our review of ongoing trade promotion activitics in Argentina
and the reference economies in East Asia and the Pacific, we rccommend the TAMIS for
East Asian markets to the Argenti'ne government as a basic strategy for‘ex'panding export
to Easl Asian countries. This would also assist in strengthening the existing institutions’
abilities to coordinate and fully utilize various programs promoting export and investment.
The primary beneficiary of the strategy would be the SMEs exporters. A step-by-step
approach should be taken to strengthen the institutions concerned.

5.2.5.1 TAMIS for East Asian market as basic strategy

A. The reason and grounds for recommendation

The East Asian market is located far from Argentina. This is a substantial
handicap, which is compounded by past historical and cultural reinotencss. Therefore,
Argentina should establish a new TAMIS targeting the East Asian market. A target
approach to the export market will eventually improve the competitiveness and
productivily of corcesponding industrics.

B. Recommendations

For the countsy and regioinal TAM[S, the basic premisc is to declare that the
penetration iﬁto Ea§i Asian markets is a national policy, which contributes to the
form'ltion of a national consensus, as done i in Australia, Canada, Chile, and Brazil. For
the sector TAM[S the target sector of the Asmn market will be 1gncurluml fishery, and
other re.sourcc-processmg producis. We have pnpmd atable cntitled "A Basis for
Argentina’s TAM[S {Country and Products)” at the end of this section. Close cooperation
between the central govemment, locat governments, and pnvau, sectors is a crucial factor
in the successful tmplemcmaucm of the TAMIS.,
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$.2.58.2 l:xtegraletl development of export and investment function
as final farget

A. The reasons and grounds for recommendation

At present, Argentina’s TPO comprises lwo Secretariats as governmental
institutions and two separate organizations. As for the Secretariats, one is The Secretariat
of Internationa! Economic Relations, MRECIyC which has Undersecretariat of
Intesnational Trade Relations, and the other is The Secretariat of Trade and Investment
(SCI), MEOyYSP which is composed of The Undersecretariat of Forcign Trade and The
Undersecretarial of Investment. As for separale organizations, one is Fundacion Exportar
(FE) with suppori from 13 private organizations (SMEs), and the other is Fundacion
Invertir (FI) with support from large-scale piivate eaterprises. These institutions and
erganizations are intended to complement each other, because export promotion and
investment pron'n_otion often share common sources of information, and because FDI is
often effective means of ekpanding export, paﬁicu!arly for SMEs.

B. Recomimendations

At present, UCPEE is working towards coordinating government offices
concerning export and investment promotion. UCPFE should also work in close
cooperation with FE and 1 to strengthen their organization and functions. In panicular,'
caoperation between FE and private associations, such as Camara de Exportadores and
Camara de Comercio is nccessary to steengthen SMES' expott and investment promotion.
Given the free and open economic policy to be maintained, the government is required to
provide institutional supponr, especially for SMEs, of their export targeted at East Asian
markets. Large enterprises should also extend their cooperation, through paying the
charges for the TPO's information and consultation sexvice fees, to strengthen the SMEs'
functions of export and investment promotion. -

5.2.6 Measures to he Taken and Institutional Systems
to be Established

We prepared a chart shoWing ”Argeﬁlina's TAMIS: Measures and Institutional
Systeins (o be Incorporated.” The chart is shown on the last page of lhis_seplibﬁ. This
steategy is composcd of ten main policy items. The numbers on iters | through 10 on the
chart do not necessarily indicate the recommendation priority. This chart basically shows
a policy sequence and their clements' mutual relationship in view of the goa]lo'f the.
strategy. Items 1 through 5 in the upper part of the chart are a set of measures to be
taken, and items 6 through 10 in the lower past arc a set of institutional systefhs to be
established. The itemns are briefly explained below. -
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5.2.6,1 Measures to be taken

(1N Building up an integrated information system

A. The reason and grounds for recommendation

Currently, governiment offices, departments, and organizations have their own
information systems concerming export and invesiment promotion. UCPFE recently
began c¢oordinating and lntt,gmung these information systems with financial support from
the Woild B:mk

B. Reconimendations
When building up an integrated information system, with special reference to the
Rast Asian market, the following information systcins of the East Asian and Pacific TPOs
are a good reference.
AED (Australian Export Data Base); AUSTRADE (Australia)
TOC-LINK: TDC (Hong Kong) '
GLOBAL LINK. STDB (Singapore)

In particutar, AUSTRADE's AED could be very useful for Argentina. This
system was built for quick access 1o information, especially regarding the market, in close
connection and cooperation with sector-wise private enterprises ("Business Units”). Also,
the experience of TDC and STDB with selling information services could be useful in
learning metheds of secunng funds.

(2)  Strengthening representation abroad
(2-1)} Utilization of embassies and consulates

A. The reason and grounds for recommendation

There is a shortage of Argentine commercial attachés in the East Astan market in
terms of both number and expericnce. White many TPOs of other countries inaintain
offices with a considerable number of staff members (including Japancsc) the Argentine
me’\ssy has no more lh’m lhrs,e commc.rcml attachés.

B. Recoriimendation

It is recommended that !hc number of commercial attachés be increased, and that
some of the commercial attachés be expericneed in the export business. Backup services
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offered by headguarters are also essential to ensure good results; for instance, dispatching
experts who are knowledgeable in specific goods or industries, such as fresh meat,

(2-2) Sectling TPO's regional offices

A. The reason and grounds for recommendation

At present, FE has regional offices (so -called "Promouon Cenler ") in European,
North American and MERCOSUR markets. Although all Argcnu_nc Embassies and
Consulates in the East Asian Market are active in export and investiment promotion, there
is no FE's regional office at all in such markets. It is encouraging to know that Argentine
Government decided to establish first regional office (FE's Promotion Center) in the East
Asian market within the consulate in Hong Kong and also there is a project to open a -
consulate in Osaka, Japan and Shanghai, China.

B. Reconmunendations .
The following are recommcnded lomuons for regional offices in East Asia,

in the order of preference: _

1. Hong Kong: Gateway 1o China, Taiwan and Korea
Information, logistics and financial center

2. Singapore: Gateway to Southcast Asian countries

_ Inforination, logistics and financial center

3. Tokyo and/or Osaka: Promotion center for Japanese market
Information, logistics and financial center

4. Shanghai: Promotion center for Chinese inarkct
Information, togistic and financial Center in near future

Argentina should establish 3 to 4 regional offices within a short period, in view of
the return of Hong Kong to China in 1997.

(2-3)  Overcoming local language basriers

A. The reason and grounds for recommendation :
Since the Japanese, Chinese, Korean, and Taxwanese nnfkets in East Asm are not

English-speaking markets, the nced to overcome local !anguag&, barriers is unavmdable.

However, it is difficult for people to master a local foreign language in a short time, .

B. Rccommendauons

As a model case, the followmg measures are recommendcd for lhe Japancse
market:
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(3)  Enter into a contract with a Japanese expert (x person and/or consultant company)
who is highly knowledgeable about the Argentine business situation and the
Japancse/East Asian market;

(b) Employ Japanese people with trade experience in the Argentine Embassy in
Tokyo andfor TPO's regional offices to be established in Japan.

) Awards for valuable export contributions

A. The reason and grounds for reconmendation

In the era of strong export promotion, some East Asian TPOs, such as JETRO
and KOTRA, participated in award ceremontes during which companies were given
awards in public for their successes in the exporting business. Today, AUSTRADE is
following suit and getiing good results. These award ceremonies also awaken public
attention.

B. Recommendations

As one of the functions of FE, Argentina should adopt a similar measure at the
initial stage of promoting ¢xport to the East Asian market. AUSTRADE's exampleisa
good reference. '

4 Strategy of an impressive Argenlina

A. The reason and grounds for recommendation

The total image of the supplier country exerts strong influence on the consumers’
decision making. Maintaining the image of being reliable and clean is a key to exporting
fresh and processed foods. FFor ex_ample, the Australian Meat and Live-Stock
Corporation, in cooperation with AUSTRADE, succceded in penetrating the Japanese
fresh meat market with the brand name "AUSSIE MEAT.” PROCHILE's new
International Marketing Department was created (o generate a campaign o sell the “Good
Image of Chile.” The Chilean Fruit and Vegetable Exporters Trade Association is
promoting the export of kiwi fruits with a character mascot of a penguin {an image of the
South Pole). Canada has also launched a campaign for the country’s clean image to
promoté the expott of mineral water and other processed food products.

B. Recommendations

Argentina should also create a campaign to proinote the “Good and Unique
lmpression of Argentina,” developing appropriate brand names and/or characters
representing Argentina, especially for private suppliers and exporters of fresh and
processed foods. For example, Japanese consumers tend to prefer "natural and healthy
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foods" without contamination by agricultural additives, chemical fertilizers, ete. Since
Argentina is in a position to produce such agricullural products, posscssing vast fertile
land, a campaign promoting this natural and healthy impression is recommended.

()  Public education and publications for export promotion

A. The reason and grounds for recommiendation

It is widely recognized that exporis ase the basis for enhancing national welfare
and living standards: This information should be included in the curricula of primary and
secondary level education. East Asian economies in paﬂiculhr, except China, do not
benefit from natural resources and therefore promote the export of industriat goods and
services under a national slogan of "Export or Die by Starvation.” Even Australia and
Canada, with rich natural resources, created a national consensus of “Strengthening
Exports for the Asian Market After the European and North American market” more (han
10 years ago. They predicted the rapid economic grawth and expansion in this region and
now show good results.

B. Recommendation
The Argentine government should adopt a similar policy to that of Austratia and
Canada, although it will take a longer time.

5.2.6.2 Institutional system to be established

(6) Creating a promotion scheine

A. The reason and grounds for recommendation _ o
UCPFE is presently working lowards_coordinaliug export promotion scheines

under different governmental offices, departments, and organizalions. So far no specific

scheine exists to promole expoit. | .

B. Recommendaltions _ . ,

In accordance with the TAMIS for East Asia, Argcnliha shduld &stablish_équzt
promotion schemes in terms of specific goods and industrics, such as agricullhral and
fishery goods, agio-tndustrics, and other resource-proccssing products for the East Asian
market. However, in crealing these schemes, it is necessary to avoid any conflict with
WTO regulations. For this reason, the examples of Australia, Canada and Chile are
useful.
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AUSTRADE E Export Market Development Grants (EMDG).
(Australia) Intermational Trade Enhancement Scheme (ITES)
Intemational Agricultural Marketing Program (IAMP)
Asia Business Links (ABL)
Asia Pacific Fellowship Program (APF)
Asian Infrastructure Consortia Program (AICP)

DFAIT Canada's Action Plan for Japan
{(Canada) Canad_a Comfort Direct (CCD)
PROCHILE - Ce Export of fresh grapes and kiwi
{Chile)

FUNDACION CHILE Export of salmon

(Chile) '

These schemes are also relevant to strengthening export by SMEs in Argeénting.

They are mainly composed of export financing and grants for specific products.
We believe thal these schemes, if introduced, would be within the scope of the "Non-
scctoral Approach” policy of Argentine government, because these schemes set their
targets in terms of market and product.

(7)  Upgrading TPO's function
(7-1) - Upgrading TPO's function by sector and by country/region

A. The reason and grounds for recommendation

We observed a tendency towards integeating and upgeading TPOs' functions in
East Asian and Pacific ccoromics. The functions include foreign inquiries, business
consulting, inforimation on forcign markets, and trade fairs. These functions have
increasingly been integrated and targeted according to countrics/regions and sectors.

As Argentina's TPO “Fundacion Exportar (FE)” was established only 2 years
ago, further integration and upgrading of FE's functions are necessary.

B. Recommendations

- . Argentina should ceeate a TAMIS for the East Asian market in order to expand to
East Asian countries, and use the TAMIS to strengthen and upgrade FE's functions.
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(7-2)  Establishrent of budget and cvaluation systems for TPQ

A, The reason and grouads for recommendation
Although it is premature to apply an evaluation system to the existing FE and F, it
is essential for strengthening the organization and functions of both FE and FI.

B. Recommendations . |

A TPO's budget is prinj:uily based upon appiopriations from the government.
However, in order to increase its efficiency, the TPO should have a "cost and benefit"
viewpoint and adopt the following measures: Perform a self-evaluation as private
enterprises do, such as AUSTRADE and PROCHILE; Entrust the evaluation to an
independent consulting firm, as AUSTRADE does.

The TPO should endeavor to make a profit by offering expoit promotion schemes
and information services for sale, based upon the principle of beneficiary burden-shasing.
For that purpose, AUSTRADE's example is useful.

(7-3) Securing funds

A. The reason and grounds for recommendation

Al of the measures specified above require funds. However, since Argentina is
now under a tight fiscal policy, it is difficult to secure sufficient funds. Large enterprises
are cooperating with F, but their contribulions are mainly in the form of personnel and
in-kind offerings. The government is relying on financial support from intemational
financial organizations; however, such support is not enough to cover the required funds.
UCPFE is endeavoring to acquire further financial support for its work from the World
Bank and IDB.

B. Recommendations

The fund resources should be divessificd as follows: Continue and expand
securing structural adjustment loans and direct toans from international financial
organizations such as the World Bank and 1DB, as UCPFE is doing.

Secure untied official or semi-official loans for a specific project such as
modemization and/or new plant or facilitics instatfation which wil expand the scope of -
exportable goods. Also, study the possibitity of securing co-financing with the World
Bank /IDB and bilateral lending institutions. ' o
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A foreign official guarantee facility to private financial institutions for their untied
loans is another cffective measure.

Make a profit by offering export promotion schemes and information services for
sale through the principle of beneficiary burden-sharing. In particular, pursue
contributions from large enterprises.

(8)  Establishing a supporting system

A. The reason and grounds for recommendation

Argentine SME exporters lack sufficient human and financial resources and face
difficulties in obtaining the necessary export information. The cxport competitiveness of
Argentine SMEs is generally behind that of Brazil. UCPEE is planning a program to
strengthen the export capabilities of SMEs.

B. Recommendations

Nearly 80% of the users and beneficiarics of East Asian and Pacific TPOs are
SME exporters. Giving initial funds to SME exporters to develop market researches,
advertise in the East Asian market, and prepare new investments in production lines are
effective incentives for expanding export.

)] Promotion of investment, cspecially from Japan

A. The reason and grounds for recommendation
At present, FI's main function is "top sales promotion,” dependent upon the
cooperation of targe enterprises. Strengthening its own function is necessary.

B. Recommendations

Strengthening cooperation with FE and overseas commercial attaches and
integrating information systems is recommended. Preparing investment information in
detail, at least to the level of Asian economies, is also recommended. In order to attract
Japanese vestments, preparing an information kit in Japancse, containing investment
enviropment information, loans, and procedures, is necessary.

It is also advisable to employ or make contact wilh Japanese investment expeits. If
they are futly aware of and well-informed about Aegentine business circumstances, their
advice will be valuable. The investment information prepared by PROCHILE is also
instructive. The projects created by Fundacion Chile for developing new producis ina
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company after conducting overseas market research (just prior to commeccialization) are
afteactive incentives for foreign investors.

Recently, Fi and the Okita Foundation signed an agreement with the Japan
International Development Organization JAIDO) lo'promo'tc joint projects to increase
Japanese direct investments and the transfer of technology te Argentina, and a common
fund was established to be used for a feasibilily study. This movement should be
regarded as a model for the joint efforts of public and private sectors of both countries.

(10)  Steengthening export finance, insurance and guarantee systems

A. The reason and grounds for secommendation

Argentina, Brazil, and Chite do not have sufficient export finance, insurance and
guarantee systems. In Argentina, the insurance system is far advanced compared to Bsazil
and Chile. However, Brazif and Chile are currently endeavoring to strengthen their
insurance and guarantee system in consideralion of the export promotion of SMEs. In
these countries, the #mportance of strengthening the system is a common consensus for
promoting export. However, since this requires a huge aniount of funds, strengthening
the system is difficult. Conceming the export finance system in Argentina, the functions
of Bank of Investment and Foreign Trade (Banco de Inversién y Comercio Exterior:
BICE) are limited to the administration of mutti-sector loans obtained from international
financing organizations. BICE is thus not in a position to manage and operate direct loans
to end-users.

B. Recommendations

Since securing necessary funds is a crucial element, measures must be taken, in
line with the avaitability of funds, to strengthening the system. Strengthening and '
enlarging the function of BICE's expoit finances, in accordance with the availability of -
{unds, is recommended. As a final target, though it may take more time, Argentina should
establish an organization like EDC (Canada) and EFIC (Australia), which administrate
and operate export finance, insurance, and guarantee systems in a package under the
singular supervision and responsibility of the ministry concerned. EDC and EFIC are
basically sclf-reliant administrations, financed mainly by loan interest, fees earned, and
insurance premium fees. '
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Argentina’s TPOs
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Note: Ins{iluliolils concerned in MEOySP and MRECIyC

MEOySP

Secretariat of Trade and Investment (SCI)
- Underseccretarial of Foreign Trade

- Undersecretariat of Investment

'MRECIyC

Secretariat of International Econoinic Relations {SREI)
- Undersecretariat of Intemational Trade Relations
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A Basis for Argentina's TAMIS (Country and Products)

Argentine Export Goods and Products PN | KOR | CHN | IDN | THA | HKG | SPO § MAL

I. Resource-based products
(1) Foodstuffs

Beef including bovine animals

Other meat (meat of horse, mwutton, chicken eic)
Fish and shelifish -
Dhairy products (niilk, buiter, cheese, ete)
Fresh froits and froit juice
Wine and grape nust ' A
Vegetables, vegetable oil and fats
Others (sugar, tobacco, alcohol, beer mall,
beverage, confectionery, honey, pas!a &Ic)
Wheat
Maize .
Sorghun
Soybean, soybean oil and soybean cake
Animal (compound) feed
(2) Raw materials
Leather {tanned leather, hide & shin, shogs and
other leather products)
Wool
Cotton
Putp and wood chips os pasticles O 3] A
(3) Mineral fuels
Petroleum and diesel fuel O Q
Copper h i
Gihers {pold ¢t¢)
{4) Manufactured goods
Seamless pipe
Flat-rolled iron and steel products .
Atuminum ingot and alloy ' ©
Chemical and plastics
Textile fibers
2. Assembly products

Ol
= O 0O

>0

OD@E@D
=

CcC © O
Q

E0C QIO
O
[~

b O L

QO O

o0
ool
(©3@ Lo}

c ¢ O O

QO
g & O

ofe

Food processing machine ‘ A
Office machine O CA
Vehicles and transport equipment Q

O
DD.I.:-
OO

Note:  JPN: Japan, KOR: Korea, CHN: China, IDN: lndoncs!a THA: Thailand, HKG Hong Kong,
SPO: Singapore, MAL: Malaysia,

Argentine export goods and products in 1993 or 1994 (Export amount over US$I0 million per year)
Argentine export goods and products in 1993 er 1994 {Export amount uader US$ 10 million per year}
Argentine exportable goods and products in future. (Not yel penetrated into the market due to the reasons of
sanitary problem, less competitiveness in price, quality, productivity, etc.)

L eie)

— Ecenomies and industries surrounded by bold lines are recommended with priority for Argentina's TAMIS,
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