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3.1.1.4 Fisheries
(1) General

Marine fisheries in Argentina began to grow in the mid- [960s, and the landings
more or less steadily increased throughout the 1970s, showing a dramatic rise to 550,000
tons in 1979, The production declined somewhat during the 1980s, but recovered to the
1979 level in 1990. Along with the successful implementation of the macro-economic
and sectoral reform policies, marine fisheries have been showing another dramatic surge
since the bégiﬂning of the 1990, despite the generally depressed international markel
conditions.

In addition to those macro-economic policy neasures involving the climination of
expon taxes and various other impositions and regulations which caused the high costs of
production and commercialization, the following nasures have l)ccn conlrtbutmg to ihc
recent upsurge of Argentina's marine fishing effouts. '

- Improved transparency of fishery administration, which are ensured by Decrees
2236/91 and 1493/92 and their resolutions, especially concerning the granting of
fishing permitsflicenses, resource mmngemcnl, and the evaluation and approval of new
exploitation projects. ' ' o

- Deregulation of maritime port operations by Decree 817/92, which served substanmlly
to reduce the costs of loading and unloading, pilotage and lransshlpment operations and
so forth at fishing ports, and thereby to improve the conilpelili'\;eness of exponts.

- Elimination of import tariffs on fishing boats of more than 35m in length, which, -
coupled with the improved availability of foreign exchange, encourfiged the investinent
in fishing boats and gear. ' L

- Temporary chartering acrangements of foreign flag vessels shpuh!cd by Decree 1493,
which increased the fishing efforis in the southem waters of Argcnlmas exclusive
CCONOMIC Zone.

- Varying rates of reimbursements given for exports from Patagonian poné in addition to
the regular export reimburseiments, which encoumged the increased ﬁshmg efforts in’
southern waters, ‘ o '

- Successful conclusion of international agreements gua-ra'ntceing increased exporis,
among which the recent agreement with EC is combined with committed foreign direct
investments and financial assislance during the stipulated period of the agreement. _- '
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(2) Produciion

* As shown in Figure 3.1.2, the estimated landings of marine fisheries show a
long-term 'growth trend, albeit with substantial fluctuations caused by the vicissitudes of
international markets and pcriodical'dcslabilizations of the domestic economy. The
growth over the #ast two decades have been closely connected with that of the fishery
produc{ion in the Patagonian waters.

The fishing efforts in thé Patagonian waters began in the latter half of the 1970s,
contributing to the sharp surge of production in 1978 and 1979. In the early 1980s, the
l.andings from these waters were seribusly affected by the exclusion of Argentine fishing
boats from the fich fishing grounds around the Malvinas Istands because of the war, but
none the less the landings from the Patagonian waters in the counlry’s exclusive
econommic zone was on the increase in the mid-1980s, accounting for 35% of the national
total. The trend has continued through the early 1990s, and the landings from the
Patagonian waters rose to around 60% in 1993.

Figure 31.2 Landings and Exports of Marine Fisheries (1,006 tons)
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From its beginning, the Argeatine fishing industry grew with a strong export
orientation. The domestic consumption was estimated at about 110,600-120,000 tons in
the mid $980s. The study conducted in September 1993 reportedly estimates the annual
consumption of 75,000 tons of fresh fish and 18,000 tons of crustaceans and mollusks
for five major cities {the metropolitan Buenos Aires, Rosatio, Cordoba, Tucuman and
Mendoza), indicating that the level of consumption has remained more or less stable
through the early 1990s.

The sharp increase of the landings over the period from 1990 to 1993 was
dominated by southern blue whiling, squid, and, though to a much reduced scale,
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Patagonian whip hake in addition to common hake {Table 3.1.16). Scuthern blue
whiling and Patagonian whip hake were litte exploited in mid-1980s, but their

production began to pick up in the carly 1990s by the introduction beurimi-processing

boats. The sharply increased landings of squid was largely due to the chciﬁeririg of

foreign boats permitted since 1992, Some 60 jigging boats of mainly Astan countries are

currently chartered by the Argentine fishing companies to catch squid in the southern

waters of the Argentina's exclusive economic zone.

Fable 3.1.16 - Annual Catches of Selected Species

{Unil: {ons)

Species 1990 1991 - 1992 1993 ..

Common Hake 341,042{ 409,252 368,998 422,195
Patagonian Whiphake ‘3,840 5,290 - 7.747 39,373
Southern Blue Whiting 32,836 44,143 - 85,549 109,829
FloundeiiSole £,965 9,738 8,591 9,557
Anchovy 13,099 20,615 £9,289 19,149
Other species 101,345 83,595 . 98,327 105,374
Subtotal fish 501,127 572,632 588,501 705,477
Squid 27,603 46,313 77.468] . - 193,690
Other species 4,369 2,404 [,165 1,869
Subtotal Moluscs 31,972 48,747 78,633 - 195,585
Prawn 9,852 8,218 24,397 17,645
Other species . 492 469 580 792
Subtotal Crustaceans 10,344 8,687 24.977 18,418
Unidentified [,497 35 - -

Tolal 544,941 630,072 692,110 819,503

Source: Direccion Nacional de Pesca, Secretaria de Agricultura, Ganaderia Pesca.

The incrcased importance of the Palagonian watess is parily reflected in the

changed composition of the Argentine fishing fleet (Table 3.1.17). In 1985, the

refrigerator and processing boats accounted for a little over 20% of the total landings, but
with a remarkable increase of rcffigeralof boats from 28 to 218, they account for 58% in
1993. Some 40 refrigerator boats are equipped with jiggers for squid fishing.
Fusthenmore, six of the eleven processing boats now produce surimi, which began to be
exported in sizable quantity since 1992,
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Table 3.1.17  Composition_of Fishing Fleet
Types of Boats 1985 1994

Deep-sea _ 188 347
: Conventional - 143 121
Refregerator 28 215

Processing 17 13

Coastal : 27 411
Coastal - 1583

Rada or Ria - 278

Total 515 718

Source: For 1994, Direccion Nacional de Pesca. 1985 figures are takeqt from
the Study on Economic Development of lhe Argx nting Republic, Vol. I,

"Chapter [l Agriculture, 1987,

(3) Export -

The expert growth of fishery products during the early 1990s as compared with

the mid-1980s were chiefly made ug, in terms of volume, by frozen products, especially

of fish fillets and squid, while other types of products have been generally decreasing

excepl for fishmeal (Table 3.1. 18) In terms of value, the importance of frozen products

have remained unchanged, accounlmg for 95% in mid-1980s and 96% in the carly 1990s

of the total exports.
Table L1.t8 Export Volume of Fishery Producls
- ) . (Unil: (ons)
Products R()-82 Av.{ 83-85 Av. 1994) 1991 1942 1993 91-93 Av,
Froren 160,537 147,130 235,624] 261,326] 261,331% 457,566 326,741
Whole # * * * 10,922 20,2040 11,374
H&G 95,155 69,727 78,5851 83,067 64,221 &1,145 76,144
Common hake 49,277 56,653 45,414 58,222 53,430
Others 29,312 26,414 18,807 22,923 22,715
Fillels 45,033 39,461F 112,174F 103,932 83,500] 115,601 {01,011
Common hake 91,368 £9.098] 70,028 98,145 85,757
Others _ 20,806 i4,815 13,472 17,456 15,254
Syuid 15,418 18,8661 17,384 13,599 $6,515) 183,102 91,072
Whole n.a. n.a. na, | na 49 799 140,125 63,308
Others n.a. n.a. na. na. 6,716 42,977 16,564
Prawn 2,455 17,360 8,767 8,202 23,164 22,035 17,800
Surimi na. na. na. n.a. 6,071 27,160] -14.410
Others 2,476 1,715 18,710 12,525 6,938 8,321 15,929
Refregerated 19,665 9.839 11,886] 10,502 4,231 4,699 6,477
Air cargo 1,724 1,556 2,634 1,564 2,041 1,755 1,787
Directly landed 12,319 2,643 1,854 2,235 78 426 9i3
Other 5,623 5,640 7,398 6,703 2,012 2,518 3,778
Others : 5,599 5,637 1,572 2,620 8,424 15,549 8.867
Saltad/Dricd/Smoked 3.0%0 3,428 7.122 1,889 3,708 8,842 4,813
Canncd/Botled : 413 420 450 34 51 162 249
Seaweed - T 502 4] 176 74 23 91
Fishmcal 1,391 1,221 { 530 4,2911. 6,247 1,689
Others 4 67 79 25
180,224 159,124] 255,081 274.457] 273,986] 477.814] 342,086

* lnc!uded in H&G
“Source:

Direccion Nacional de Pesca, Secretasia de Agricultura, Ganaderia y Pesca.

- 1980-82 and 1983-85 figures are taken from the Study on Economic Development of
lhe Argentine Republlc Vol. |, Chapler H Agriculiure, 1987
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The years from 1991 to 1993 were not an easy period for Argentina's fishing
industry despite its record growth, Externally, the international pri_cés for common hake
fillets, the mainstay of Argentine fishery exports, dropped by 15% chiefly because of the
economic recession in the EC, the major market for the Argenting fishery products. The
substantial currency devaluation in Spain and llaly, the twoe major impouters from
Argentina, served to narrow the country’s market prospects in addition. |

Internally, the econoiic reforms and the various adjustiient measures which
accompanied their implementation put to serious test the operation and management
capability of ¢very company in the fishery subsector. Especially hard hit wete the
companics in Mar del Plata, the center of coastal and conventional (called fresquera)
deep-sea fisheries. For example, it is reported that the fleet of deep-sea fishing boats
operating from the port of Mar det Plata has been nearly halved since 1991 because of
bankmptcy. A number of processing factoties on the shore, including four large-scale
plants, were also shut down, although Mar del Plata remmains the center of expon'-'orie'med
processing (mainly filleting), with its 44 processing plants out of the national total of 75
plants which regularly expot to EC countries. ' - '

What has been notable in recent years is the emesging importance of Asian
markets other than Japan, although their izhpons bave been mainly limited to squid |
through charter arrangements. Five major importers from Afgcmina during 1983-85 .
were Spain, the U.S.A,, Haly, Japan, and Brazil. During 1991-93, three newly
industrializing countries of Asia were included among the ten large importers, following
the traditionally important importers of Europe, America and Asia (Table 3.1.19).

Table 3.1.19 Major Export Destinations of Fishery Producls

Countrics R31-85 Av. 1990 1991 1992 1993 |91-93 Av.
Spain Quanlily(lon) 21,133 46,628) 57,4813 57.057 66,908 60,481
Value(US$1,000} 29 130F  73,253] 101,074] 158,989 138,558] 99,182
Japan Quanlily(ton) 17,575 19,257 28,407¢ . 32.,390] 112,872 51,920]
Valug(US$1,000) 25,132 24,004 $3.866) 69,451 154,928] 92,748
[taly Quantity{ton) 16,513] - 28,181 32,000 27,420 25,185 28,202
Value{US$1.000) 21,825 45,807 53,612] 66,328 43,961 54,634
U.5.A. Quantily{ton) 17,690] 27,800 - 19,642 18,323 29,139 22,368
Vatue(USE 1,000} 27,388] 44,234 14,446] - 38,019 55,922) 42,796
totand Quantily{ton} : 5,892 12,228] © 13,803 25,038 12,947
Valuc{US$ 1,000} : 7,535 18,227 25,779 34,497 26,168
Germany Quantity{ton) 12,764 14,064 14,534 17,930 17.176
o Valuc{US$1,000} 16,820 31,437 19,19 22,1241 24 227}
South Korea Quantity(ton) 1.713 8.167] 43,785 45,2311 29,672
: Valuc{US$E 000} 920 5,129] 28,316 31,199 21,548
Bravi} Quantity{ton}) 7,505] 46,958] 31,355] 13,729 34,913 26,666)
Valuc{US$ 1,000} 4,4141 45,769 33,959 12,267 42,634 19,967
Taiwan Quaaiity(ton} - 1.515 854] - 6307 38,717 13,400
Yalue{USS 1,000} : - 774 389 108 30,176 10,228
Honkong Quantity{ton) - T n.a. 5,398 - - 4,295 16,802 8,812
Vatoe{US$1.000) n.a. 5,371 7,498 14,348 9,072

Source:  Direccion Nacienal de Pesca, Secretaria de Agricultura, Ganaderia y Pesca.
1983-85 figures are taken from the Siudy on Economic Development of the Argentine
Republic, Vol. I, Chapter Il Agriculture, 1987,
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{4 Résoufce management and potentials

Compared with the situation in mid- 1980s, the exploitation of fishery resources,
especially of demersal species, has increased substantially in the country's exclusive
economic zong, with notable examples of southern blue whiting and Patagonian whip
hake in the southern waters. It is now generally-accepted that deep-sea demersal spccics
of known commercial value, including most productive common hake, as well as coastal
fishery resources are now being exploited close to their respective maximun sustainable
yiclds. Indeed, resource management is the only area where the government has been
strengthening its regulatory functions rather than deregulatton. |

The National Directorate of Fisherics and INIDEP are currently implementing the
fishery rescarch project, as a component of PROMSA, which aims to strengthen resource
survey activities for evafuating maximum sustainable yields of major commercial specics.
In addition, the Ditectorate/INIDEP plans to intensify the patrolling and monitoring of -
fishing activities in the exclusive €conomic zone, to test and disseminate inethods of
selective fishing for principal resources, and to strengthen the fishery-retated information

- services. The future growth therefore will be generated with emphasis an the resource
sustainability. ' '

Judging from the landings in 1993 relative to the maximum permissible catches
announced for 1994, the exploitation of pelagic species {e.g., anchovy and mackerels)
and migeatory species (e.g., tuna and bonito) apparently have not changed much since
mid- 1980s, or have been far from dynamic in contrast to demersal species. Generally
low prices and the hig_hl),‘r compelitive international markets for pelagic species and their
processed products (e.g., fishmeal, oil and canned products), and the paucily of resource
evaluation for migratory species were cited as the major factors for their under-utilization
in the 1980s. Considering the rapidly changing perspective of the domestic cconomy in
general and the fishery administration in padticular, it might be necessary to study the

“stocks of these species and reevaluate the prospects of their utilization.

Given the increasing need of managed fisheries, potentials for future growth
principally rest with the product development from available catches, including higher
value-added products like frozen breaded or prefried fillets and nuggets, or surimi-based
products. For example, investnients in modifications and expansions of the facilities
have begun in Mar del Plata along this line. The prospects of such product development
are dependent on the accurate understanding of demand characteristics and prefercnces in
targetted markets as well as sanitary :ind_q’uatily standards. In this scnse,.joim venlures

71



Vol. Il (Chapter 3} <Agriculture>

or closer business arrangements with lhe useis (c g., food proccssers and large rclmlcra)
‘might be effective.

The Argentine government has been active in forging intemational accords to
improve the export prospecis and encourage investments, both domestic and foreign, in
the countey's fishery subsector, as evidenced by the recent agreement with EC and the _
on-going negotiations for MERCOSUR These government mslrumcntatlon efforts will
serve (o reorient the growth outlook of the fishery subsector.

3.1.2 ISSLIBS
3.1.2.1 General

The conclusmn of the Uruguay Round and the launching of WTQ, on the one

and. and the regional integration effoits of MERCOSUR and others in Americas, on the
other, are obviously most important extemal factors which will inftuence the growth
prospects of Argentina's agricultural sector. The emergence of intemational commodity’
trades unencumbered by blatant protections, subsidies and other barriers probably will
not be smooth, but the prospects for Argentina's traditional export commodities will
geadually improve in the coming years through deliberations ensured by the frameworks
of such globaf and regional organizations. The more important issue is in whether
Argentina’s agriculturat sector is adequately prepared or equipped to take advantage of
opportunities to be unfolded by new trade regimes in various parts of the world and to
grow into a major competitive supplier of traditional and non-traditional products.:

A number of Argentina's traditional and non-traditional agricultural and
agroindustrial products have been already analyzed extensively rcgard_iﬁg their
competitiveness by the two studies20 completed in Argentina during 1993. Patly
drawing from the assessments and recommendations elaborated by these studies, the
Study Team suggest a nuinber of issucs to be addressed to in order to facilitate the ,
expansion of cxports, especially to Hast Asian markets. The selected subsectors are those
in which Argentina have achicved sizable export performances but have not yet managed
to establish its due presence in East Asian markets, and are in this sense chiefly
traditional.

20 Secretaria de ngramacmn Ecouomtca Secrelaria de Agncultu ¥a, Ganadma y Pesca and IICA Estudlo
de Competitividad Agropecuaria y Agroindustrial, ~vols,, October 1993,

Campbell, Guillermo Jorge (Principa)l Copsultant), et al, Dmgnosuco de Competitividad Agropecura:a
y Agroindustrial a Nivel de Mercosur, Programa de apoyo técnico para la implementacion de
MERCGOSUR, BID ATN/SF-4130-RE, Informe Final, November 1993,
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3.1.2.2  Cercal and oilsced subsector

£} Diffusion of improved farming technologics: This chicfly involves the
identification and introduction of varieties favored in targeted markets in East Asia, and
the dev_elopmént and diffusion of farming methods to improve the productivity and
proﬁldbiiily of fzirming bperations. Especially important will be the increased applicétion
of festilizers and plant protection materials, which, however, need to be tempered by
appropriate consideration of soit conservation. This involves the participation of INTA
and private technical support organizations. The promising crops will be maize, soybean
and wheat.

2) Further reduction of conunercialization costs: Domestic commerciatization
costs for grains have significantly decreased by the deregulation and privatization cfioits.
However, many people interviewed claim that the commetcialization costs are still high
by the intemational standard and thus adversely affect the international competitiveness of
Argentine grain exports. Since this is a critical issue since the previous study, it would
be desirable to analyze it in detail with a view (0 presenting Mmeasures necessary fora
further reduction in commercialization costs.

3) The improvement of infrastructure for production and commercialization: Itis
important to develop transportation systems, storage and processing facilitics, public
utility, and communications for increasing efficiency and reducing costs in the subsector,
though the lack of investment in infrastructure is a common problem across industeies in
Argentina. Some of these facilities can be improved by the private sector but most of
them require various foris of government support including planaing and investment.

4) The improvement of quarantine and quality controls: Credible product quality
standards and strict adherence to sanitary standards acceplable to expoit markets arc vital
for export expansion. A weak quarantine and quality control system is still one of the
technical constraints for expoﬂing various agricultural products to Asian markets, most of
which employ strict quarantine rules. It is thus important (o steengthen the activities of
[ASCAV and other related agencics for agricultural export expansion.

. 5) The development of an information system and marketing networks: SAGyP
and related organizations have been making a semarkable progress in their information
gathering and publication aclivities in recent years. The subsector needs a better market
informati__dn system which systematically targets East Asian markets. Institutional
support for establishing endusing marketing networks and nurturing stable ties with
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prospective buyers in East Asiais indispensable in order to increase grain exports (Sce,
for example, 4.9.2 for support by Australian Wheat Board in Thaitand) .

6) Expansion of prefinancing facitities: In view of the competition expected in the
international trade of grains, increased access to prefinancing facilities will be important to add
an edge to Argenline products in growing East Asian markets.

3.1.2.3 Livestock subsector

'The Study Team has concluded that beef has high expont polential for East Asian
markets, laking account of Argentina's beef production capacity and international
recognition for the product quality, as well as the high income growth of East Asian
countries and their changing consumer preference. The recent change in the U.S, policy
for importing beef from the FMD circuit, i.¢c., the adoption of regionalization and the
“minimum-risk" concept, has also brought about a bright eutlook for Asgentirie beef
exports to FMD free countries in Asia. Although the governiment has been vigorously -
implementing various programs for that purpose, the Study Team considers that the
following arcas need to be further worked on for the expansion of Argentine beef exports
to Asian markets.

1} The improvement of production technology both in the cattle sector and in the
meat processing scctor through strengthening research and development institutions
{e.g., INTA), technical and financial assistance, better market information; etc.:
Inceeases in productivily, product varieties and quality are indispensable in enhancing the
intemational competitivencss of Argentine products, particularly in East Asian markets,:
where fierce competition among beef cxpomng countries (e.g., the US.A, Can'lda, and
Australia) takes place.

2) More effective control of FMD and other animal diseases: The existence of
animal diseases has been a serious obstacle for the expansion of meat exports, as well as
for the sector's overall development because of the losses in production and the higher
costs for veterinary inputs. Control measures currently undertaken must be intensified -
for the eradication of FMD and other diseases in order to bﬁng Argentine beef into East
Asian imarkets, where many countries maintain import restrictions on meat from the FMD
circuit. '

3) Higher sanitary and quality standards in processing for the domestic market:

The presence of the "illegal circuit,” i.e., staughtering and processing without official
inspection, for products sold in domestic markets reduces the reliability of Argentina's
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wholc sanitary control system and thus sericusly damages the prospects for ils meat
exports. The government programs for improving hygienic conditions must be further
strengthened. '

4) The improvement of infrastructure for production and commercialization: Itis
important to develop transportation systems, storage and processing facilitics, public
utility, and communications for increasing efficiency and reducing costs in the subsector,
though the lack of investinent in infrastructure is a common problem across industries in
Argentina. Some of these facilities can be improved by the private sector but most of
them require various forms of government support including planning and investment.

© 5) The development of international marketing nctworks for ¢xport promotion:
The subsector necds a better inarket information system for increasing its markelting
capacity in East Asia, Some export promotion missions have been sent {o potential
markets of East Asia but a more permanent form of instifutional support is necessary for
establishing marketing networks therein,

3.1.2.4 ° Fishery subsector

Global marine fisheries grew rapidly in the dccadcs after the Second World War
through ‘i.ncreasgd mechanization of fishing fleets, but slowing down during the 1970s.
and the 1980s mainly duc to the oil crises. The growth resumed toward the late 1980s
mainly because of the increased catches of low-value species such as whiling, Alaska
poflack and hake, but virtually stalled in the beginning of the 1990s. The current
situation of global marine fisheries is characterized, afler 18 years from the intemational
establishment of exclusive economic zones, by overcapacity, ovetfishing and depletion of
several valuable species {especially in the northern waters), all of which indicating the
declining profitability of the existing fleets.

Judging from the information available on the recent development, the fishery
subsector in Argentina is now facing an important turning point for rethinking growth,
sustainability and profitability in the long-tenn perspective and for rebuilding the fishing
industry on the framework of managed fisheries.

1) Further strengthening of resource survey capabtlity: Important steps are being
taken by SAGyP and INIDEP to improve resource survey capabitity. Further
strengthening of the capability will be essential to provide more accurate bases for
effective resource management and also to ensure the sustainability of marine fishedes
including the exploitation of undenutilized resources. '
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2) Development of an effective system of resotrce management: A mumber of-
well-known management techniques, such as regulated iiccnsihg of boats, restrictions on
fishing times and fishing gear, are cmployed by many countrics, but effective resource
management is an issue far casier said than done, as amply evidenced in the experiences
of developed countries. Strict surveillance and stiff penalties are imporiant ingredicnts
but often insufficient. The question is how to persuade all fishing establishments that
fisheries must be managed. This policy issue need be examinied also in refation to the
question of overcapacity and implications of the existing export incentives and other
promotional measures.

3) Development of higher value-added products: Potentials of future growth exist
in the product development from available fish species, including presently underutilized
or discarded species. There are opportunities of product development for export, as
successfully exemplified in surimi in recent years. The important point is to direct the
product development from the view points of prospective imporing markels concerning
their sanitary and quality standards, methods of processing and preparations, presentation
and taste preferences and so on. Market and merchandising information will be crucial in
accessing Bast Astan markets which have different characteristics from European
markets. In this regard, it is advisable to examine the possibiliﬁcs of joint ventures or
business arrangements with food industries or large-scale retail establishments in East
Asia.
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3.2 Mining and Energy

- 3.2.1 The Present Situation
3.2.1.1 Mining

The Argentine mining indusiry consists of three major production groups;
application rocks, non-metallic mincrals and metallic minerals. The value of sector’s
- production in 1993 amounted to US$495 million in total and it represented less than 0.3%
of the country's GDP. Application rocks contributed 66% of the sector's production
value, fellowed by non-metallic minerals (25%) and metatlic minerals (9%). 980 mines
are operating in the country and 20,250 workers in total are employed in these mining
projects. The majority of the operating mines are small- and medium-sized at this
monent.

~ The production of application rocks such as sand for construction, limestone,
boulder, geanite blocks, etc. increas_ed 10 meet the domestic demand for housing and rcad
construction. In contrast, metallic minerals continued to suffer a decrease of production,
due to a stop of iron-bearing mines and minor production of concentrates from
polymetallic mines. '

The exports of the mining scctor are US$70 million which represents only 0.46%
of Argentina's total exports. On the other hand, the imports of minerals and derivatives
amounted' to US$856 million, or 4.6% of total imports. The value of the sector's imports
is actually two times of the production value and the export-import ratio is 1:10.

" The lack of investment in exploration work caused the poor development of
mining activities in the past, but the political, institutional, and economic stability has
created a favorable climate for investment in general and in particular for preinvestment in
mining. The new legal and institutional framework for attracting capital to the sector has
been established.

a, Mining investment law

- Tax stability for 30 years

- Deduction of 100% on income tax for the cost of investment in prospection,
exploration, and a special study,

- Special regime for amortizing investment in infeastructure and machinery and
equipment '

- Asset tax exemption

- Import duties exemption on capitzil goods and inputs
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- Provincial royalties not exceed 3% of the mine-head value of the mineral
extractcd

b. Mining rcorganization law

dl

e,

- Preparation of geological maps
- Creation of special customs zone for mining

Federal mining agreemecat :
- Coordination between national and provincial policies

New structure and function of Mining Secretariat

- National Directorate of Mining: Promotion of investment and development of
mining activities ' '

- National Directorate of Geological Services: Producing basic geological
information

- Natioral Institute of Mining Technology (INTEMIN): Techiotogy assistance

- National Institute of Seismic Pcevention: Applied investigation and technology
assistance ' )

- Regional Institute of Underground Water: Technology assistance

Advisory organizations
- Advisory Council of Mining Employers
- Federal Council of Mining -
- Commission of Geological Map

As a result of these changes, 98 forcign companies came in the country to cngage

in mining activitics and 58 companics among them are actually proceeding exploration or

other studies on their specific projects. Most of these projects are related to the

development of copper or gold mines, Other 55 foreign companies are interested in this

country, seeking an opportunitly of investment in mining projects.

Investment for prospection and exploration projects is increasing year by year as

shown in Figure 3.2.1 and at the same time, investment for exploitation and mincral

processing projeclts is also expected to increase signiﬁcauﬂy in the coming years
(Figure.3.2.2). ' '
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. Figure 32,1  Preinvestment in Prospection-Exploration
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Source: Mining Secretariat.

Figure 3.2.2 Investment in Development Projeci
‘ ' (Million pcsos)
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~ Source: Mining Secretariat.

‘The major projects under feasibility study or detailed exploration stage are as
foltows: S - ' '
- Bajo de la Aluinbrera, copper and gold in Catamarca Province
- Nevados del Famatina, copper, molybdenum and gold in La Rioja Province
- Cerro Vanguardia, gold and silver in Santa Cruz Province

1
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- Potasio Rio Colorado, potassium in Mendoza Province
- Satar det Hombre Muetto, lithium in Catamarca and Salta Provinces
- El Pachon, cbppcr and molybdenum in San Juan Province

Some measures for assisting small- and medium-sized compamcs were '\dopled

by the government.

1} Cr_ealioh of a division of mining project analysis in Banco de la Nacion Argcntinin
fof financial assis(an'ce to small mining cmnp'mics

2) Reorganization of INTEMIN for technical assistance

3) Planning of mining accesses to develop road networks in remote areas {or access
by small- and medium-sized producer to mining potential districts

For the purpose of strengthening and broadening the geological database and
technology, the Argentine government has made intemational cooperation agreements
with some foreign countries and intemnational organizations as follows.

1) Spain: Technical cooperation for the National Program of Geological Map of the
Argentine Repubtic by Geomining Technology Institute of Spain (ITGE).

2) Australia: Technical cooperation for the Strategic Geoscientific Study on the
Sierras Pampeanas by Australian Geological Survey Organization (AGSO).

3) Chile: Scientific and Technological cooperation in the Earth Science for joint
geological and volcanic studies in frontier zones by Nﬂl:onai Service of Geology
and Mining of Chile (SERNAGEGMIN).

4) Japan: Techaical coaperation for exploralion and evaluation of potential mining
districts in the Northwest tegion by Japan Internationat Cooperélion Agency and
Metal Mining Agency of Japan (JICA-MMAYJ), '

5) Germany: Two experts from Federal Institute of Geoscncncc of Germany h'we
been requested.

6) Interamerican Development Bank: Partial financing for Multinational Mining
Geology Project of horizontal technical cooperation between Geological Services
of Argentina, Chile, Peru and Bolivia. Geological Survey of Canada is joining as
a consultant. Joint work for basic geological studics in frontier regions of
common interest will be camvied out, ‘ S

7) United Nations Development Progeam: A pIOjCCl for evaluation of the volcanic
risk in Argentina. A pilot project is carried oul in Men_doza Province (Peteroa
Volcano). ‘-

8) Brauzil, the US.A,, and Umted Kingdom: Techmcal cooperauon agreements with
Geological Surveys of those countries are under preparation,
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3.2.1.2 Energy

The energy sector of Argentina has been greatly transformed byr the laws of State
Reform and Economic Emergency. The deregulation of the scctors of petrofeum, gas,
coal, electric power was carvied out through the issuance of specific laws which
established frameworks for free competition, enabling the incorporation of private
investment into the respective activities. -

Thie functions and new organizational structure of the Energy Secretartat were
approved by the decre¢ and the state is respansible for:

1) Establish the sector pohcy

2) Waltch whether the private sector’s activitics mect the inlerest of community from
techmml econoimic, and environmental viewpoints. :

3) Give information on demand and suppiy in the short, medium and long terins.

4) Decide rulés for the sector's activities and clanfy its exccution and interpretation,

(1} Petroleum

Prior 1o the dercgulation, hydrocatbons production was almost monopolized by
the state petroleum company, YPF S.E. and only a limited number of private companies
operated in the section of refining and marketing under strict regulations on the oil price
and quantity. But the govermment proceeded a full scale transformation of YPF S.E. into
an open-capital corporation, YPF S.A.

The law and so-called decrees of deregulation established a new role of the state in
the economy after deregulation and demoropolization of the markets of hydrocarbon and
derivatives. The decrees of dercgutaiion eliminated restrictions on the import and export
of crude oil and liberalized the domestic hydrocarbon industry including the prices of
peiroleumn and derivatives. It dlso climinated restrictions on the construction of new
facilities of oil refining and marketing.

Actions that have been carried out include:

1) Conccssnon for explorallon development, and exploﬂalton of moarginal fields

2) Association of YPF S.A. with private companies interested in caplonalmn in
central areas

3) Restrucluring of existing exploitation and risk contracts into exploitation
concession and exploration conteacts
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4) Transfer of exploitation areas (o the provinces _ _
5) "Argentine Exploration Plan" to encourage the discovery of reserves and their sale
on the market

Figure 3.2.3  Production of Crade Oil, 1985-1993

{Million m*)
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Source: Erpergy Secretariat.

“ The production of crude oil from 1985 to 1993 is shown in Fig.3.2.3, which is
self-cxplanatory of the impact of demonopolization on production. Proved reserves in'
1993 was 352,441,000 m?. Forecast investment in petroleum from 1993 to 1997
amounts to US$7,723 million in total which includes US$5,806 million for exploration
and exploitation. ' '

(2) Gas

The same concepts as mentioned in the sector of petroleum aré applicable to the
transport and distribution of natural gas, and thus the resteucturing of the state gas
company, Gas del Estado, was proceeded through the formation of 10 business units,
with a transportation system divided into two and a distribution system divided into eight.
Law and decrees created the basis of a regulatory framework i‘or'op‘eration of the
transporters and distributors. At the same time, Nationat Regulatory Agency for Gas
(ENARGAS) was sct up as the specific regulatory organization of the sector} '
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The main roles of ENARGAS is as follows.

1) Provide adequate protection for customer rights.

2) Encourage competition in the market of natural gas.

3) Encourage improved operation, reliability, impantiality, open access, fair and
generalized usage of installations and services for transportation and distribution
of natural gas.

4) Regulate activ’iliés retated to the transpottation and distribution of naturat gas,
ensuring reasonable and equitable tariffs,

S') Encourage the #ational and efficient use of natural gas.

6) Prevent uncompcetitive, monopotistic or discriminatory behavior by producers and:

users.

Production of natural gas in 1993 was 26,668 million im* and proved reserves in

the same year recorded 516,662 million m?,
(3) Electric power

The transformation of electricity sector was proceeded through inflows of private
capital investment and the approval of free competition. The basic concepts of

transformation are as follows.

1) The role of the state is to decide policies and regulations without participating in
corporalion activities.

2) The horizontal 'separalion of activities into production, transportation and
distribution.

3) Creation of the wholesale electricity market and its management company
(CAMMESA). |

4) Creation of a regulatory agency of electricity (ENRE).

5) Redefinition of the function of the Electric Energy Subsccretariat.

6) Redefinition of the National Fund of Electric Energy, aiming at the development of
electric works in interior regions and the contre] of tariffs for end-users.

7) Transformation of the state companies, SEGBA, AGUA y ENERGIA, and
HIDRONOR into multiple'business units for their privatization.

The companies transformed to the private sector during 1992-1994 arc listed in
Table 3.2.1. ENRE and CAMMESA are performing their important tasks inthe
transformed electricity sector. The installed capacity of electiic power gencration of the

countey is shown in Tabte 3.2.2.
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Table 1.2.§ Companies Trénsformcd to Private Sector

Generation: GENERAL PUERTO S.A. 1009 MW
GENERAL COSTANERA S A, 1260 MW
GENERAL PEDRO DE MENDOQZA S.A. 9 MW
GENERAL DOCK SUD S A. 200 MW
GENERAL TERMICA ALTOVALLESA 94 MW
GENERAL TERMICA GUEMES S A, - 245 MW
GENERAL TERMICA SORRENTOS.A. 226 MW
GENERAL TERMIKCA SAN NICOLASS A, T650 MW
GENERALES TERMICAS DEL NOROESTES.A. : 296 MW
GENERALES TERMICAS DEL NORESTES.A. TO248 MW
GENERALES TERMICAS PATAGONICAS S A. : : . 258 MW
GENERALES TERMICAS DEL LITORAL S A. 94 MW
GENERALES TERMICAS MENDXOZA S A, - 422 MW
HIDROFLECTRICA ALICURA S.A. : OO0 MW
HIDROELECTRICA PIEDRA DEL AGUILA SA. ' 1400 MW
HIDROELECTRICA CERROS COLORADOS S A. 450 MW
HIDROELECTRICA CHOCON S.A. T30 MW
HIDROELECTRICA DIAMANTES A 188 Mw
HIDROELECTRICA AMEGHINO S A. o _ 47 MW
HIDROELECTRICA NIHUILES S A. 159 MW

Transportation: TRANSENER S.A. : 7HOD km
TRANSNOA S.A. 2718 kn
TRANSNEA S.A. 276 km
TRANSPASA. 1833 km
TRANSCOMAHUE , 829 km
DISTROCUYO S.A. _ 1380 km

Distribution: EDENOR SA.
EDESUR S.A.
EDELAP S.A.

Source: Ereigy Scorelarial.

Table 3.2.2 Instalted Nominal Capacity (MW) by Jurisdiction
: _{os of Sept. 1994)

jurisdiciion Steam Combined Gas Turbin Diesel Hydro Nuclear Total
. Turbin Cycle L '

CAPITAL FEDERAL 2302 61 2363
GRAN BS, AIRES 338 ' 138
BUENOS AIRES 1586 210 100 . 3o 2266
CATAMARCA 8 8 S 18
CORDOBA 249 345 21 927 648 21V
CORRIENTES 120 52 T8 24¢
CHACO 45 93 25 S 163
CHUBUT 270 26 496 792
ENTRE RIOS . 22 15 21 945 MHIOS
FORMOSA 23 34 , . §7
JuIuY - 68 & B A g1
LA PAMPA ) 11 10 k¥
LA RIGIA 12 k1Y) : 714
MENDOSA - 245 94 87 50 693 : 1120
MISIONES ' 71 74 41 21 307
NEUQUEN 30 577 1) 1821 : o 44138
RIQ NEGRO 59 39 20 18
SALTA 245 3s 24 11é 421
SAN JUAN k¥ R [V D £9 130
SANLUIS - : : R B : i2
SANTA CRUZ . - RS 44 - . : 129
SANTAFE 266 ’ 44 84 ) : 3v4
SGO, DELESTERO . 48 5 . 17 . Y0
T. DEL FUEGO 19 13 ' . 52
TUCUMAN 80 40 4 50 - 174
TOTAL 5070 160 2730 662 7397 1018 17037

Source: Encrpy Secretarial,
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3.2.2 Issues

_ More than 90% of the sector's production value depends on application rocks and
non-metallic minesals. Certain Kinds of products may be exportable to neighboring
countries buf its value secms to be rather smatl. [t is not so important to increase the
variety of mineral products. For the puipose of expont expansion, it is necessary (0
increase exportable items in the Argentine mining industry.

Approximately one hundred foreign companies are working in the country for
future investment. Most of these companies aim to develop large-scaled metallic mineral
deposits with a big amount of investment. As a result of their activities, the production of
exportable commodities can be expected before the end of this century, The continued
presence of foreign mining companies is essential for the growth of the mining sector.

The preparedness of basic geological information is an important factor of
decision making by foreign companies to select the target country for exploration and
development projects. The government has been taking several measures in this field,
and the efforts have to be continued by the own investigation or in collaboration with
international organizations through technical cooperation arrangements.

To develop human resources in skilled labor for future mine developmenton a
large scale, it is also an important task to assist and promote the training of the personnel
of sinall- and medium-sized mining companies.

A program of mining access is established for assisting the private sector,
especially small- and medium-sized companics, in their access from the existing principal
road networks to a potential mining district. This plan should be carried out in mineral-
rich regions and be continued to cover many remote areas for future development.

Foreign companies from Canada, the U.S.A., Australia, Chile, South Africa and
Germany are known as actual or expected investors in Argentine mining. Butno
company from Bast Asian countries is included. East Asian countries are considered as a
main purchaser or importer of future mine products of the country. It will be necessary to
invite some interested companies from Rast Asian ccuntries for participating in the
development of mines, not only as a purchaser but also as an investor.

The proved reserves of pelroieum are limited and newly explored additional

reserves seem (o be less than the country's annual production. The modest production
and consuinption of crude oil for electrical energy generalion are desirable from the
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viewpoints of resource conservation and environmental protection. On the other hand,
proved reserves of natural gas are grealer and its possible reserves are expected to be
much more than petroleum. The use of the abundant natural gas could be considered in
place of consuming the limited reseives of crude oil. A natural gas pipetine project is in
the stage of feasibility stady. The East Asian market, in addition to the Chilean market,
will be included in the study for natural gas exports. It is reported that another plan of a
gas pipeline to connect Asgentina and Brazil has been examined. [t seems to be qite
reasonable and necessary to expand natural gas expoits to MERCOSUR countrics.
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3.3 The Manufacturing Sector

- Reduce Costs of Non-Imported Inputs --
33.1 - The Present Situation
3.3.11 Profile of the manufaciuring écctor

1)) Pmducl.ion

a. Gbr

During the period from 1986 ta 1993, the GDP of the manufacturing sector
{(industrial G[)i’) grew at 2.0% per annum. The share of the sector 10 the whole
economy fell from 27.4% in 1986 to 26.1% in 1989. Alfter recovering to 27.4% in
1991, it fell again to 26.4% in 1993.

Table 3.3.1 presents a comparison between the geowth of total GDP and that of
the manufacturing sector. Industeial GDP contributed only 22.5% to l'he ncrement of '
total GDP for the last 7 years and it was one of the main causes of the recession in 1988
and 1989. ' ' '

Table 3.3.1 Relation Befween Increase of Total and Industrial GDP
{1936 thousand pasos, %)

Increment of [ncrement of (BIA*100)

total GDP {A) | manulacluring

sector GDP {B)
1986/87 2574 48.1 18.9
1987/88 -192.5. -135.6 704
1988/59 -624.8 -1889 30.3
. 1989/90 5.8 - 503 867.2
1990/91 8195 2993 . 35.7
1991792 - 888.7 206.2 232
1992/93 6733 1358 20.2:
1986/93 - 1847.8 4152 22.5

Source: Based on INDEC data.’

‘While the industrial structure has c'hang'cd stightly as a whole, the textile/leather
indﬁslfy, the fourth lafgcst manufacturing industry in Argeatina, had reduced its share
from 3.4% in 1986 to 3.0% in 1993 and the food industry, the third largest industry,
followed it from 6.3% to 6.1% for the same period (Table 3.3.2). Machinery, the
second largest industry in Argentina, attained a remarkable increase in the share among
others from 1990 to 1993, In contrast, basic industries such as chemical, textile/leather,
and food industry réduced their shares significantly. '
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Table 3.3.2 GDP Share by Manufacturing Subscctor
: . . (%, percent point)

Share of total GDP

Variation of Share

1986 1990 1993 1986/90 189093 1986/93
Total 27.42 26.63 265.40 -0.7% -0.23 -§,02
Food indusiry 6.3 6.5 6.1 1.17 -0.37 -0.19
Texlilg, Leather 34 34 3.0 -0.02 0435 -0.47
Wood products 0.7 0.5 0.6 -0.12 0.09 -0.04
Paper, Printing {4 1.3 1.5 -0.08 0.15 0.07
Chemical industry 6.1 1.3 6.6 0.60 0.73 -0.13
Nonmetal mineral .2 1.0 1.3 0.24 0.32 0.08
Metal industry 1.0 12 1.0 0.16 0.13 0.03
Machinery 6.4 5.1 6.3 -1.26 i.14 -0.12
Others 02 0.2 0.2 -0.01 . 0.00 -0.01

Source: Secretaria de Industria.

b. I1P

The index of industrial production (1IP) surveyed by INDEC shows that the
automotive industry plays a signiﬁcanl role in the manufacturi ng sector. IIP, which was
indicated as 100 in 1980, decredsed t0 81.7 in 1990, recording the lowest for thé peﬁod.
Industrial production recovered rapidly to 92.1 in 1991, surpassed the levels of 1986 in
1992, and rose to record 113.7 in 1994 (the figurcs for 1994 were obtained by the
simple calculation of the multiplier based on the value of index from January to May).

On the other hand, P without the automotive induSlry presents a different
evolution. Although Argentine lllanlifacluring industries, other than the automotive
industry, recovered their production from the bottom in the recession, they could not
surpass reinarkably the level of the mid-[980s. P without the automotive industry
remained between 101 and 102 until 1993, For December 1993, 11Ps of sclective
mdustrics were 147.3 for machinesy, 124.3 for chemicals, 114.9 for cement, 101.4 for
metals, 100.8 for food/beverage/tobacco, 85.5 for'papcrfprinling, and 83.0 for textiles.

Based on another IIP (1984=100) of the first quarter of 1994 (figures in
parentheses are P in 1993) surveyed by the FIEL, 18 subsectors can be classified into
the following 4 groups by the criteria of growth rates and growth patterns.

A) High-growth industries whose [IPs exceeded 150

Autlomoiive: 207.6 (194.7)

Basic metal: 165.3 {116.3)

Beverage: 161.2 _ {118.6) E

B) Growth industrics whose I1Ps surpassed average (124 in 1994) but less than 150

Plastic: 146.5 R IYN) ' '
Tire: 140.1 (116.5)

Chemical: 143.5 {110.4)

Food: 133.5 (109.6)

Fuel: 128.1 {(104.9)

Metal products: 125.3 {114.0)

C) Matured industries whose HPs surpassed 100 but less than 124
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Aluminum 122.3 (125.71)

Tobacco: 122.0 (98.8)

Machinery: 115.0 (1131

Cement; 113.1 {108.1)
_ Agrochemicals: _ 108.0 (130.°1)

D) Industries in declining tendencies

Paper: 98.1 (102.1)

Petrochemical: 913 (97.9)

Textile: 91,7 (96.9)

Tractor: 35.6 {28.5)

“Table 3.3.3 [P With and Without Automoltive Industry
Year Total Without Gap| Year Total Withoui Gap
automotive automotive

1986 100.0 100.0 0.0 1991 92.1 091.7 0.4
1987 1014 100.9 0.5] 1992 106.0 10}.2 - 4.7
1988 96.7 36.3] 02] 1993 110.6 102.0 8.5
193¢ 85.6 82.7) . 291 1994 113.7 101.2 12.5
1990 8.7 803 1.4] (J-M) '

Source: Secretaria de Industria,

c. Capacity utilization

The capacity utilization of the manufacturing industry, which had varied from
74% to 61% in 1980s, attained the historical record of 75% in the first quarter of 1994,
Currently, five industries such as autoinobile, tobacco, leather, household appliances,
and basic metals have little substantial room to increase their physical production
because they exceed 90% in their capacity utilization (Table 3.3.4). Other industries
with high levels of capacily utitization may have the same sort of problem.

Table 3.3.4 Capacity Utilization by Industry , the First Quarter of 1994

. (%)
Automotive 97 [Electronics 79
Tobacco 86 | Plaslic 19
Leather 05 {Printing/publishing 74
Household appliance 92 |Food 73
Basic metal g1 [Metal products 73
Petrochemical 86 |Beverage 72
Wood products -85 [Pharmaceulical 70
Rubber ) 84  1Chemical 66
Glass 84 |Cement & |
Paper 82 |Machinery 59
Textile 81 ['Tractor 58
Electri¢ machine 81 |Alumioum 45
Foolwear 80 JAutomobile partis )

Source: FIEL.

(2) Investment

Table 3.3.5 presents the evolution of the sector’s investment indicator in
imposted capital goods. Capital investment of the manufacturing sector was stagnant in
the latter haif of the 1980s, but it grew remarkably since 1991, The average annual
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import value for 4 years from 199010 1993 is calculated as US$932.4 million. This is
2.2 times as large as the average recorded in 1986-1989. Capital investment was made
not only for enlarging production capacity but also for improving their prdduclion
systems for cost reduction. However, capital investmient is not yet at a sufficient level.
While many factors can be cited for this situation, the relatively high financial cost
scems 1o be one of the most important factors.

Table 3.3.5 Capital Good Imports by the Manufacturing Seclor
Aanval Imports Accumulated Imports
USSE miltion %l US$ million &%
$986 2394 -3.31 - 2894 Y
1987 5084 75.68 Av.1.00 791.3 14.79
1988 4935 -292 1,291.3 23.94
1989 371.9 1 -2465 ' 1,663.1 30.83
1990 3053 | -17.90 |- 0.74 1,968 4 36.50
1991 6420 | 110.29 1.54 |- 26104 48.41
1992 1,230.1 91.60 295 |- 3.840.6 7122
1593 1,552.1 26.73 3.73 5,392.7 1 100.00

Source: Economic Report 1993,
(3) Employment

Table 3.3.6 was elaborated based on INDEC's data of the number of employees
in the manufacturing sector presented in the National Economic Census of 1984 and
changes reflected in the monthly employinent surveys also prepared by INDEC. The
table shows that the number of employees in the sector decreased by 22.1% in the last
eight years.

Table 3,.3.6 Estimation of Personnel 'Emp!oyed in the Manufacturing

{Persons)

1984 1990 1991 1992 1992-1984
Food/fbeverage/tobacco 360,630 289,275 286,952 290,088 70,542
Textilesteather/foolwear 211,368 $59.816 148,512 141,708 -69,600
Wood prod./ffurnituse 79,118 57,451 57.710 60,418 -18,700
Paper/printing ' 74,449 66,175 63,225 66,462 -7,987
Chemical/petrol/rubber 146,836 123,083 119,045 . 119,323 -27,513
Ceramics/plassfothers 86,558 95,899 90,993 94,190 7,632
Steelfnon-ferrous metals 50,334 45,033 40,305 31,857 -18,4717
Metal prod fmachine/transport equip. 362,439 242,013 253,957 264,347 -08,093
Other industries 10,073 80801 7.886 8,610 -1,443

Total 138,805 ] 1,084,85¢ | 1,068,586 | 1,077,023 -304,782
Source: Estimatad from INDEC data. o :

Principal factors for this decrease are: 1) eestructuring and reorganization in
several sectors; and 2) the reduction that took place in small- and medium-sized -
enteiprises duc to severe compelition. This situation will continue until sectoral
reorganization reaches a certain level. ' ' -
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Table 3.3.7 Evolution of the Employment in the Manufacturing Sector, 1984-1992

Numberof |  Rateof Share (%)
employees | decrease 1984 (%) 1992 (%) 199271984
= . S {persons) (%)

food/beverageltobacco -70,524 -20% 20,145 26.9% 0.3%
textife/leatheriootwenr ' -69,660 -33% 15.3% 13.2% -2.1%
wood prod ffurpifure -18,700 -24% S.7% S.6% -0.1%
paper/printing -1,987 |. -11% 5.4% 6.2% 0.8%
chemical/petrol/frubber -27.513 -19% 10.6% 1i.1% 0.5%
ceramicsfelassiothers L T1632 | 9% 6.3% 8.7% 2.5%
steel/non-ferrous metals -18477 ~37% 3.6% 3.0% -0.7%
metal prod fmachine/ transport equip. -98,093 -27% - 26.2% 24.5% -1.7%
other industries -1,443 1481 0% 0.8% 0.1%
Total : -304,782 -22%) . 100.0% 100.0%

Source: Estimated from INDEC data.

Table 3.3.7 shows changes in the CdlllpOSiliOﬂ of industrial employment
between 1984 and 1992. It is indicated that the shares of industrial employment of
industrics such as steel and non-ferrous metals, textiles, leather and foolwear; and metal
products, ll}échfllcfy, and transport équipmenl experienced higher tevels of reduction
than the average. [n contrast, there was a 9% increase in employment in ceramics,
glass, and non-metallic minerals.

Even though the food, beverages, and tobaceo industey experienced a 20%
reduction in employment, its share in total industrial employment increased by 0.8%.
Positive changes have _bee.n‘observcd in industries such as printing, publishing and
paper manﬂfactur’;ng; chemicals, petroleum and its by-products, and rubber and plastics.

Total industrial employment increased in 1992 over the previous year. Some
ingcrease was seen in several industries. Although this performance is encouraging, il
cannoi be said that it constitutes a definite trend given the successive changes
experienced by (he sector during the restrucluring process.

(4) External trade

a. Export of the m'anufac!uring sector

In Argentina, manufactuting products are classified into agricultural
manufactures (MOAs) and _indus(ri'a! manufactures (MOIls). Thesc two groups are quite
different in their characteristics. MOAs are the product of agro-related industrics, or
processed raw materials previousty exported as primary goods. MOIs are the products
of manufacturing industries developed through import substitition of industrial goods
in a wide range of use from consumer goc')d's to capital goods.
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1) Exports of agricultural manufactures .. - | C :

MOA expoits occupy the first place since 1986, displacing primary goods.
Product categorics of MOA exports that recorded more than US$ 100 mitlion in 1993
were by-products food industries, ¢dible oils and fats, meat, furs and leather, processed
fish and shellfish, processed vegetables and fegumes. Other categories such as dairy
producis, dried or frozen fruits, tea, milled products, sugar and confeclionery, bever:age's;
and vinegar, and processed wool also showed in a substantial amount of ¢xpoits. :

Table 3.3.8 presents the evolution of MOA export values since 1986. In 1988,
total exports of MOAs increased by 37.1% compared to 1987 due to the growth in the
expoits of by-products of food industrics and edible oil. Though MOA exports
expanded remarkably again in 1990 due to the increased expoits in edible oil, meat, and
furs and leather, the grbwlh rate was lower than in 1988, '

Policy measures afl tected the export s:gmﬁcantly An export promotion progeatn
enacted in 1987 brought about some qstomshmg results in the following year, and
deregulation and institutional improvement generated a reimarkable increase again in
1990. |

There has been noticeable diversification in the expout of MOA expoﬂs
Pracessed fish and vegehhles increased their share in total MOA cxpoits from 2. 8% in
1986 to 8.9% in 1993. On the other hand, dominant calcgonc_s such as by-products of
food industries, edible oil, meat, and furs and léather, reduced their share significdntly
from 85 % in the latter half of 1980s to 79% in the first 4 years of the 1990s.

Table 3.3.8 Exports of Agriculiural Manufacturers _
{US$ million)

By- Fats and Meat Furs and | Processed| Processed Others Total
products 0ils leather fish vegetables
1986 822 656 465 -351 9l 67 36 2,636
1987 877 546 399 371 il 101 . 37 2,876
1988 1,443 G214 607 - 383 17 119] - = 4531 3,943
1989 1,335 876 716 374 23 160 522 4,006
1990 1,204 1,151 373 488] . 15 - ¢ 213 7 4,664
1991 1,270 1,221 892 514 246 199 585 4,927
1992 1,456 1,131 T2¢ 463 233 256 512 4,823
1993 1,456 1,079 748 - 618 271 166F - 591 4,929

Source: INDEC.

2) bxports ol‘mdus(nal maiml‘aclures _ )

~ 1n 1993, MOI exports occupied the second pl:u.e in total expons Product
categories with exports of more than US$100 million each in 1993 were
machinery/devices/elecirical matecials, automobiles, iron and steel, chemicals, textiles,
paper and printing, plastics, and leather products . Table 3.3.9 presents the evolution of
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MOI exports, which has a patiern different from that of MOA. MOI exports recorded
reinarkable growth of 33.6% in 1993 over the previous year. The decreases in 1991 and
1992 are atiributable 1o an expansion of domestic demand brought about by strong
economic growth. This was as a part of the mixed results from specific policy measures
to some industries and as well as caused by a transition in comparative advantages that
had continuously occurred in ¢ach industry.

Table 3.3.9 Export of the Industrial Manufactures
{US$ million)

Honsehold apph'mce Automobiles | lron and steel Chemicals Textiles
1986 . P 280 212 44 249 6?7
1087 210 135 532 291 116
1988 384 17} 913 458 . 141
1989 430 190 1,234 487 | 205
1999 436 223 1,163 523 213
1991 . 362 266 212 S0 148
1992 502 390 _ 626 519 ~ 118
1903 7531 718 o9 558 165
: Paper and pulp Piasncs feather products Others Total
1936 29 43 30 112 1,496
1987 . .. 49 © 83 : 47 172 1,695
1938 93 179 60 234 2,633
1939 ' 16 | 170 03 289 3,186
1590 153 _ 171 0 362 3,364
1891 113 146 11 256 2,984
§992 ) 120 145 4 243 2,143
1993 £SO 130 18 376 3,665

Source: INDFC

b. Impofts of the m'anufécturing sector

Table 3.3.10 shows the evolulion of imports by the manufacturing sector, which
were estimated by the Study Team based on an analysis carricd out by Secretaria de
Progralllcion Economia presented in Economic Report 1993. '

Table 3.3.10 Imports of the Manufacluring Sector

(US$ million)
Intermediate goods Capital goods Parts & accessorics Total
1986 2,362 28¢ 401 ' 3,052
1087 2532 508 594 3634
1988 . 2581 |- 494 ' 575 3,650
1989 . . . N 2,118 372 350 2,840
1630 2069 305 332 2,705
1991 ' 3419 - 642 553 4,614
1992 4,742 1,230 1,030 7,002
1993 5,066 §,552 t,060 7,678

Source: Estimated from INDEC data.

| lnipoﬂs of the manufacturing sector consist of capihl goods, parts and
accassones for capml goods 'md 1ntnrmcdnte goods. Statistical data on the second and
thicd good categories are not available but data on lhe fisst category are awul'lble

93



Vol. Il (Chapter 3) <Manufacture>

Based on the assumptions that the sector’s imports of parts and accessories are
propottionate to those of capital goods and that all intermediate goods were imported by
the sector, the Study Team calculated the sector's elasticities of the increase in imports
with respect to an increase in production as follows.

1991 1992 1993

1987 1988 1989 1990
1§P variation (%) +1.4 -46  -I1.5 4.6 "+127  +151 +4.3
Import variation (%)  +19.1 +06 222 47 +705 4517 +9.7
Elasticity 13.6 1.9 1.0 36 314 23

Reflecting a decline in economic aclivity of the sector in relation to the whole
economy, the share of the manufacturing sector's imports in total imports decreased
from 66.4% in 1990 t0 45.7% in 1993. - |

¢. Trade balance

During the period from 1986 to 1993, the manufacturing scctor contnbutcd to
the countey's foreign exchange earnings to a large extent with a cumulative gains of
US$19.6 billion (Table 3.3.11). With rapid growth in exports and stagnant imports , the
sector had a considerable trade surplus every year in the latter half of the 1980s. The
surptus reduced significantly in 1992 with a sharp increase in imports by the sector.

Table 3.3.11 ‘Trade Balance of the Manufaciuring Sector ‘
(US$ miliion)

Exports [mports Balance Cumulative gains
1986 4,183 3,052 1,131 1,131
1987 4,521 3634 | 887 2,261
1988 6,577 3,650 2,927 . 3,148
1989 7,204 2,840 4,364 - 6,075
1930 8,036 2,706 5,330 10,439
1991 - 7,908 4,614 3,204 |- 15,769
1992 7.573 7.002 571 . 19,063
1993 85941 1,678 916 19,634

Source Based on INDEC data.

(5) Industrial competitiveness

a. The situation of indusfrial development and competitiveness since 1990

The food industey is outstanding among the cight industries in Argentina. The'
food industry ranks first or second in GDP, the number of employees, and total eprrts.
(Table 3.4.12) |

Industrial GOP per employee, an indicator of the hbor producuvuy of the
scctor, was 3.0 pesos in 1993 in the 1986 constant price (Table 3.3. 13). This number
was 6.9 pesos, 3.7 pesos and 3 0 pesos for the chemical, met'll, and machine mduslnes
respechvely Five other industries, i.e., paper food (exuieflcmher nonmclal 'md wood ‘
industries, remained less than the average. ’
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Table 3.3.12 GDP, Employment and Exports by lndustry, 1993

| GDP Employees Exporis Export ratio
1986 pesos - | Current pesos Current USS :
{1,000} (million) {1,000 {million) {96}
t Food industry 7254 14,733 289 4,171 28.3
2 Machinery T741.7 15,064 247 1,471 9.8
3 Textilefleather 352.2 7,153 139 1,133 158
4 Metal industry 122.9 2,496 1 697 27.9
5 Chemical/petroleum 1829 15,900 113 038 4.3
6 Papeifprinting 170.3 3459 64 150 43
7 Wood industry 739 1,501 63 96 6.4
8 Nonmetal mdus{ry 152.4 3,095 15 79 2.6
Total 3,152.8 64,032 1,067 8,594 13.4
Note: 1. Current GDP was estimated by the Study Team with the deflator used in the total GDP.

2. Number of Employee was as of 1992,

Source: Based on INDEC data.

Table 3.3.13 GDP and Exports per Employees, 1993

GDP per employee Expoit per employce

_ 1986 peso Current US$ 1,000 { Current USS 1,000
| Food industry 2.5 {51.0) 14.4
2 Machinery Al (61.0} 6.0
3 TenlileAleather 2.5 (51.5) 3.2
4 Metal industry 17 (75.6) 21.1
5 Chemical/petroleum 6.9 (140.7) 6.1
6 Paper/prinling 2.1 (54.0) 2.3
7 Wood industry 1.2 (23.3) 1.5
8 Nonmetal industry 2.0 (41.3) 1.1
Total average 3.0 (60.0) 8.1

Source: Based on INDEC data.

The three industries with rclaliﬂfcly high productivity, i.e., maéhinery,

chemnical/petroleum, and metal, produced only 52.3% of the sector’s GDP and exported
oniy 33.2% of the sector's total exports (a total of MOA and MOI). Allhough the sector
isin the process of resmclmg and thus its Tull results renain to be seen, the current

performance cannot be considered good enough for a country which has a relatively

long history of industrialization and & relatively high level of income like Argentina.

This evaluation is based on the development patterns of industrial countries, which

'\lmost 1Iways expcnenced a shift from labor-intensive industries to Laplmhmenswc

andlor hlgh tech industrics assocmted with’ produulw:(y mlprovcment in the past.

" Manufaciure exports per employee was US$8,100 in 1993. Industries suchas

metal, food, and texute and leather have considerable compemweness in world markets
and large exports per employce i.e., US$21,100 for metal, US$14,400 for foed,
US$8,200 for textile and leather, Exporls by the food mdusiry and the textile and
lcathcr mdustry alone accounted for 61 1% of total manufactute exports. T hese cxports
consist mamly of MOAs in which the source of compculwcncss does not lie in the
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manufacturing production but in the availability of raw materials at relatively low prices
in the country. | ' ' R

b. Competitiveness of the Argentine machine indusiry
In terims of international competitiveness, the eight industries can be Llassmcd
into four ranks as below.

Top ranking: Food, metal

Second: Textile and leather
Third: Machinery
Fourth: Chemical, paper and prinling, wood, nonimetal

As observed in industrialization in many developing countries, the development
of the manufacturing industry often accompanies a sustained uprise of the relative share
of the machine industry in GDP as well as in exports. In Argentina, many branches of
machinery are significantly different from each other in competitiveness. For instance:

1) High growth is observed in GDP and exports of automobiles and househotd
appliances as evidence for strong competitiveness. A sharp decline is observed
in the production of auto parts and in the manufacturess of consumer electronic
parls as evidence that these industries are out of competition due to the
rationalization of terminal companies.

2) The international competitiveness of the machine tool industry has declined due
to a low level of investment, insufficient export finance, and high prices.

3 Most promising mduslncs in world markets such as computers and
communications electronics have not been deve!oped sufficiently in Argentlna
Since tariffs are not levied on these products, there is little pOSSlblllly of their
lacal production in the near future, ' |

Exportable goods arc presently fimited to a few items such as automobiles, aulo
parts, household '1pplnnces ete. However, the export of automobiles is supported by
the Automotive Regime, a specific industrial policy formulaled for the developmenl of |
the industry. To be internationally compelitive, one passenger car model required a
production scale of at least 300,000 units per year. Onc of the difficulties of Argemmas _
automobile mdustry is the small size of the local m’uket for many models

Table 3.3.14 prcsems the evolution of the export structure of manuﬁcturos Itis
not cleas whether there was a change in the export pallern between 1986 and 1993,
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There is no indication that there was comparative advantage in the machine industry

with respect to the food industry.

Table 3,3.14 Export Structure of Manufactures
(Current US$ million, %)

1986 1989 1993
L L Valoe Share -] Value Share . VYalue Share.
Machine 462 12.0 620 8.8 1,471 17.6
ChemicalsiMetals 846 20.6 2,157 30.6 1,670 19.9
"extiles/Leather 608 14.8 817 11.6 1,133 13.5
Foods 2,164 52.7 3,451 49.0 4,109 49.0
Total 4,110 100.0 7,045 100.0 8,383 100.0

Source: Based on INDEC data.

¢. Improvement in produclivity and export performaince -

Labor productivity has improved in every industry since 1990. Main factors for |
the rise in productivily were the rapid recovesy in production due to economic
stabilization and the reduction in the labor force through sestructuring. As to the change
in competitiveness itsclf, more detailed analysis is nccessary to find how much that had

“peen improved. It is because factors such as rises in wages and other costs should be
“taken into account for the calculation of productivity.

With respect to the export performaince, export growth was recorded in the food
and machine industries while negative growth was observed in other six subsectors. In
particular, some export industrics such as nietals and textiles and leather reduced theit

-exports significantly.. Asa result, the growth of valuc added in these industries became
stagnant. The compt,nnw:ncss of these two industrics was weakened between 1990 and
1993, in spite of the produulvuy improvement.

Table 33458 Changes of GDP, Izmploy ment and lwports by Industry in 1390- 1993
(% per anaum)

GDP Number of employees Exports
| Food industry 5.8 0.3 33
2 Machinery 153 -4.8 275 |
3 Textilefleather 29 -4.5 -8.2
4 Metal industry 4.2 -13.1 -15.7 .
S Chemical/petroleum BEY -1.6 -0.3
6 Papetfprinting 42 0.1 -0.6
7 Wood industry 13.1 5.0 -4.6
8 Noamelal industry 11.5 -4.0 -5.8
Total average 79 -2.3 23

Note: Rate of the number of employees covered penod from 1990 to 1992.
Source: Based in INDEC data.
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{6) Review of the industrial policy

a. Feature of Argentine industrial policy

The objective of Argentina's new industrial policy is to adapt domestic prices to

international levels for enhancing the competitiveness of manufacturing industries. The
elimination of incentives is a significant change to be noted. Table 3.3.16 illustrates the

measures carried out in the last few years. Measures to induce testructuring are trade

liberalization and the reduction of tax incentives to industrial production. ‘In the field of

small- and medium-sized industries, institutionat arrangements for finance are also -

provided.

Table 3.3.16 Current Industrial Policy Measures

Year

Type of
CASUICS

Briefl points

1989

Tax incenlives

Economic Emergency Law: Under the Faw S0% of the industrial promotion benefits
werd deferred for | year, exchange for a bond subjoct to indexation payable afied two
years.

The re-registration of the firms .:nd the rcqmremcnt r'nr a sworn declaration of their
actions and tho benefits.

1991

Trade

Reduction in Ihe average tasiff, with 111; struciuge scaled to pmv:de greater pmtcuum o
ConsumMer gonds.

Export reimbugscment, suspended in mid- 1989, was re-instituted.

Elimination of {rcight reserves for national-tlag vessels.

The simplification of requirements for regisiration of Imporiers and Expariers.

Elimination of the statistical tax on exports in November 92,

Tax

The approval of hew projects was suspeénded uniil September 1993,

Regulations For the exchange of promotional benclits Yo fiscal u'uhl bonds, which
could be used for the payment of faxes.

The government has decided that the country is wnable to allord subsidics ol the pature
{law 23614 daied 1988 will no be implemented).

1992

Trade

New tarill structure introduced: (1) Equahly of tecatment For industrial 1npuland Purts
and spares whether or not produced, in order not Lo discriminale againsit the possibility
of local production of the goods. (2} An increase inthe Qt.d.hng ol taritf on the pnnuplc
of value added content of product. .

Eliminating the special treatnent given to the CONSUMER EI.I:CFRO\IICS

Reimbursement on alk caxport was increased.

(1) Statistical tax was increased from 3% 0 1G% on imports. (2)Tanll on up:ia!
goods nol manufactured in the country were exempied ol this increase,

Tax

In Ticrra del Fuego Iree trade rone a timelable was published reducing VAT hcmm_s
until thoy extinguish in 1996,

The Industrial Specialization and Reconversion Regime.

Finance

The theee-year program fof the cncouragmwm and developmeat of small and mcd ium
stzed business (relfer next clause).

Trade

Tarifls ceased to be applicd oa most CAPITAL GOODS.

Sauistical tax of % reduced W 3% for intermediate goods.

Special protection of paper imporls and textile imports.

These measures had two 'basic_ objectives: 1) To move the prices of industrial
inpuls close to those international market levels by trade liberalization or special
regimes for industrial promotion; and 2) To reduce gradually or elininate benefits and
incentives related to taxes and dutics previou.sly provided by the government.

However, there are some aspects that could not be solved only with these measures.

Therc are some industries in Argentina that still cannot reach the economies of scale
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necessary to be competitive in international markets in the short term. These industrics
have to make much effort to survive under the new industrial policy franiework.

1) The Automotive Regime

In 1991, the Argentine government sanctioned a new decree, No. 2677/91,
inlroducihg a series of changes to the framework of the existing automatic regime. It
has gencrated remarkable improvement in production, exports, employment, and - .
profitability. . As a result, the industry can now attract foreign direct investment. While
the industry has benefited from the Regime to a large extent, the financial costs spent on
the grant of the 2% impont tariff are relatively small.

2) The industrial specié!ization and reconversion regime

' The Indusirial Specialization and Reconversion Reginie {IRS), which was
enacted in December 1992 and started in January 1993, has positive impacts on the
export of various industrial products, such as steel and metal products, chemical
products, and so forth.

IRS is similar in nature to the Automotive Regime as it is a commitment
program aimed at promoting exports, A difference between the two regimes is that the
Automotive Regime requires antomolive terminals to submit commiltmenl programs for
restructuring, which requires a large amount of investment and changes in production
strategies, ¢.g., the renewal of makes and complementation with Brazil.

“In 17 monthbs after the commencement of the regime, 171 programs submitted
by companies in various industrial sectors were approved. While these companies have
to contribute to export promotion, they can obtain a special license to impont, at a 2%
tariff, goods in the same category as they have exported. The base value of exports in
1992 were US$506.6 million, while the increased value which those companies had
committed themselves to reach in 1993 was US5155.7 million, an increase of 30.7%
over the base year.

b. Small- and m(_:d'ium-sizcd industry déyelopment ;irogram

~ Access to financial resources is seriously limited in smail- and medivm-sized
industries in Argentina. Banks and other financial institutions are, generally speaking, |
reluctant to lend mioney to private business, partticularly to small-sized ones without
substantial guarantees. Due to the insufficiency of financial resources, those companies
ave far behind larger companies in restructuring and modermization. For the 'purpose of
jinproving financial and technological conditions of those industrics, the government
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started the small- and medium-sized industey dcvclopment program (thc -year
progmm) al the end of 1992,

1) Financing

Fousteen financial schemes have been implemented (Table 3.3.17). Four credit
lines with interest rates between 8.4% and 12% per annum and terms of 3 to § years are
available for production and technological improvement. One credit fine is available
for research and development. Five short- and long-term credit lines with interest rates
from 8% to 13% per annum are available for exports and imports. '

Table 3.3.17 Finah:cing Schemes of the 3-Year Program

Schemes Entitics Objectives . Terms

] responsible : L
F1 SOlbanks moderni zation ol production equipment 10-12% p.a., 4 years
F2 SOl/banks working capital 1)-12% pa., 18-36 months
Fi SOUbanks improvenicnl of produciion 1e¢ hnolngy 11-12% p.a., 36 months
F4 SOIBNA conversion of production ' 8.4% pa.7years
F5 not specificd N o not specilied |
Fé SOlbanks not specified 12-15% p.a, 48 months
F7 SEP lechnology 12% p.a, 4 vears
F8 SSTN/BNA rescarch and development SO0% p.a. less, 4 years
o BICE eapori of capital goods ' 8- 0% p.a., 0.5-5 ycars
F10 SOIBNA export of capital goods : 10% p.a., 4 years
Fll BNA export promotion H)-13 p.a. 5-4 years
Fl2 BNA EXporl promolion 104 p.a, 180 days-1 year
Fli3 SALF . cxport promotion : Libor + 2.5%, 2 years
Fli4 SOl consorivms constitution grant

Note:  SOI: Secretarial of Industry. SEP: Secretariat of bconomlc Program. SSTN: Secretariat of
Science and Technology of the Nation. BNA: Bance de la Nacion Acgentina. BICE; Banco de
Inversiones y Comerico Exterior. SALF: Secretzriat of Agriculture, Livestock and Fisheries.,

Source: The Secretariat of Industry. '

The total amount of these credit tines, which inctude 4 lines applicable to the
agricultural sector, is US$1,600 million. Of the total, US$1,000 million is allocated for
the acquisition of capitat goods, US$500 million for the procurement of working

capital, and US$100 million for a program coordinated by INTI (the National Institute
of Industrial Technology) for the improvement of technology and managément.-
Another ceedit line of US$400 million, which is to be disbursed (hrough the Banco dé Ia
Nacion, is established for the purposes of technological and management modernization
and expont financing. US$1,000 million has bcenjdisb'isrsed, of which US$270 niillion
is for purchasing of capitat goods and more than US$500 miltion for working capital.-

While average interest rates of non institutional loans are around 18% per
annum, these rates of institutional ceedits bring significant financial aid to small- and
medium-sized business. But the interest rates are stitl hlgher than levels which
industrial return(profitability) can afford. ' ' '
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2) Support and assistance services

Under the 3-year program, support services are provided by INTH, National
Institute of Cooperative Action, Productive Poles, Industial Expansion System for
Small and Medium Companies, Information and Industrial Statistics Center, PyMEs
Windows, Suppliers Developmeat Program, Fundacion Exportar, and Fundacion
Invertis. ‘These programs ate expected to have positive impacts on industrial
development in the country. For instance, the supplier development program is
expected to contribute substantially to improving the compelitiveness of Argentine
industries in terms of quality and production capacity. Some of these programs have
already oblained some results, while others are stitl in the process of building up.

c. The Suppher Development Progran:

Based on the Presidential Decree No. 1255/94, the Supplier Development
Program (SDP) will start in the 1995 fiscal year. The program is intended to become an
useful tool for fulfilling aims such as the acquisition of new technologies and improved
organiiational and administrative capacities. It will enable Argentine small- and
medium-sized industries to play a major and dynamic role within the existing economic
framework,

The responsible eatities are the Secretariat of Industry, INTI, terminal
companics, and small- and mediuni-sized companies (suppliers). SDP is divided into
the foHowmg three major modulcs For cach module, actions will be taken to attain the
goal.

1) Quality: To improve competitiveness, specially in world markets, through
-technical assistance that incorporates the quality concept as a basic prerequisite.
2) Industrial design: To establish industrial designs appropriate in small- and
medivm-sized companies and its utilization as a basis to improve quality.
- 3) Technotogical reconversion: To improve productive efficiency by incorporating
new technologies.

- Though the program is in a provisional stage, the current situation of SDP can
be summarized as: - 1) NIT has already organized an executive committee (with around
30 experts) for cach nmdﬂlé; 2) Less than 30 terminal companies have shown inlerest in
SDP; and 3) Only two provinces , Cordoba and Santa Fe, has shown interest in
panicipwl'ing in SDP. ‘These facts indicate that the private sector as well as provincial
govemmems do not scem to understand sufficiently the significance of cnhanung
mtemat;onal compemwencss lthUgh the developmenl of supphers It shou!cl be
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widely publicized that the SDP is a very impottant strategy to surmount the comparative
disadvantage of Argentina.

3312 Industrial technology

(1) Technology trends necessary for industrial development in the near future
The following is a list of major lechnologles expected (o have targe mdustrnl
impacts on sociely between now and the yaar 2000.

. Information communications
The most important technotogy will probably be the construction of fiber- oplic
cable networks. The U.S. information superhighway project, for example, calls for
linking the entire country with fiber-optic cables for the hlgh -speed dlslnbunon ofa
wide variety of data. '

Another growing field is wireless communications, with great technological
strides being made in such areas as mobile communications and wireless LANS.

There is also rapid technelogical progress in multimedia, the unified
transmission of voice, image, and data over the same circuits. .

Also rapidly developing is human interface technology enabling computer
access through interactive interfaces, handwriling input, and voice input. Virtual reality
is another technology that has aiready entered the first stages of implementation.

b. Electronics

The major tcchnd]ogical developments in the electronics ficld are in VLSIs and
display devices. The first 256-megabit DRAM appeared in 1993. Dcvélopment is now
underway of a 1-gigabit version to appear in 1996. Once this appears, a single 1C chip
will be capable of storing data cquivalent to 4,000 newspaper pages.

Display device development is spurred by growth in the portable information
products market. The main activity now is in the development of high-speed color
liquid crystal displays for this market. In the television display arena, thinner clectron
(ube devices exploiting electron beam technology have begun to appear and are '
attracting considerable attention.

¢. New materials
One field for which there are gn,ai cxpeclauons as the de\clopmcnt of such ncw
malerials as superconductors, thin-film diamonds, and mclmed nngneu:, ﬁe!d materials.
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Superconducting matetials have applications in lincar motor propulsion, clectric power
'slomgc, and particle accelerators. Development is now concentrating on finding
superconductors that work at higher temperatures. Thin-filn diamonds are a subject of
active rescarch as a next-generation semiconductor material because they combine the
high heat conductivity of diamonds with secmiconductor characteristics.

d. Mcchalromcs o

fndustrial robots are already widespread in Japan and are now spreading
throughout the world. Robots are finding new applications in such fictds as
construction and search and rescue. '

‘Largé-scal,c research projects applying techniques from microclectzonics to the
creation of _micromachines using parts with dimensions in micrometers ar¢ ROW
underway in Germany, the U.S.A., and Japan. In Japan, for example, one project,
which began in 1990, will spend ¥25 billion over a ten-year period. One resuit that has
aiready come out. of this rescarch is a surgical catheter, made of sub- mllllmelnc parts
and fiber- ophc cable, C‘lp‘\ble of repairing blood vessels from inside.

€. Biotechno!ogy

Protein enginecring, the construction of totally new proteins by remodeling
existing proteins from nature, is expected to make major contributions to such ficlds as
medicine and sensor technology.

Researchers in Europe, North Amnerica, and Japan are actively striving to
automate the process of determining DNA chlorine radical distribution, a technology
basic to the development of genetic engincering, from DNA extraction stage to chlorine
radical distribution.

f. Energy

Among the technological developments expected in this field are fucl cell
electrical generation, hydrogen fuel, methanol fuel, sccondary batteries, primary
batteries, and solar batteries.

- Current fucl cell plants already in operation for use in developing practical
technology have high encigy conversion ratios between 40% and 60%, are suitabte for
air generation, are low.in pollution, and are suitable for installation in urban settings.
The technology genctate_s clectricity through an electrochemical reaction between
hydrogen from such fuels as natural gas, methanol, and coal gas and chlorine.
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Japan has launched the International Clean Enesgy Network Using Hydrogen
Conversion {WE-NET) Plan, a project that will altow countries blessed with rencwable
energy resources to cheaply produce hydrogen through clectiolysis and use that
hydrogen as a secondary energy source. The plan hopes to make a major contribution
toward resolving energy and environ meatal issues that the entire world faces.. Japan's
New Energy and Industrial Technology Development Organization (NF DO)is running
confinmation trials of a new thermal electric power plant runnmg on meth'mol, a fuel
that promises higher conversion efficicncy. '

Battery technalogies thal are started to attract market attention include
secondary batteries, primary batteries, and solar batteries. The shift toward compact,
portable information products has produced a demand for highly compact batteries.

The markets for such secondary batteries as nickel hydride batteries and lithium ion
batteries are beginning to grow rapidly. | Primary lithium batteries are another growth
market because of their potential as concentrale energy sources. [_)enifmd for lithium as
a battery electrode material is also growing r'\pidly Japan is pulting'grcdl effort into the
development of solar batteries for home power gencration and power generation in
remote areas and to making the batteries cheaper.

g. Tranmsportation and traffic _

In the field of sea transport, an experimental "techno super liner” will be
completed in 1995 in Japan, With a top speed of 80 kilometers pec hour and a loading
capacity of 1,000 tons, the vessel will dramatically reduce the time it takes to travel
between Fapan and the rest of the world by sea. The liner is expected to begln regular
operations by the year 2000. '

Development of a superconductive linear inotor car is under way as a new mode
of land transport. ' -

h, Others
Greater environmental awareness is causing many to focus on the development
of electrical automobiles and decoinposable plastic. : :

In fapan, a high population density is steering attention 10 the development of
underground space. Underground pipelines for the disposal of waste and an
underground distribution network have been examined. Japan's tunnel excavation
technologies are among the world's best.

The textile industry, which is experiencing severe competition with developing
nations, is fighting back with new technological devetopment. Japanese textile
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manufacturers have devetoped super-thin polyester materials (0.1 - 0.01 denier), which
arg béing called new synthetic fibers. With these new textiles, Japanese manufacturers
are producing fabrics with cn'lire!y new functions and guality than that offered by
conventional synthetic fibers, while other Japanese textile manufacturers are developing
scented materials,

(2) Trends of Argentina's industrial technologies

a. Research and Development invcstm_cnl

Table 3.3.18 Research and De\elopment [nvestniend by the Argentinean Government, 1993
(Mall:on pcsos)

R&D expenses G OIGDP Nunther of wortkess involved
' : in R&D (1,000 ]
- Number of researchers
: 1 (l me}
1,251 .44 25+
* The number of workers involved in R&D refers to employees of researnh institutions, which

inchude both public and private facilities.

Source: Prepated based on Sistima Nacional de Ciencia y Technologia, Indusrializacion e Incorporacion
de Progresso Tecnico en {a Argentina, and the Ministry of Economy and Public Works and
Services, Econontic Repori 1993,

"The proportion of rescarch and development borme by the governmient as a
percentage of GNP is 0.51% for Japan, t.24% for the US.A. , and 0.49% (GDP) for
Argenum Allhough Argentina’s figure is close to that of Japan, the private sector's
expendllurcs in Argemlm are unknown. The government aims to raise the R&D
expenditures to 1% of GNP, increasing the suppost for tedmologlcal devclopment

b. Technological potential

Generally speakmg. in countries that have made progress along the
induslmllzatlon pmh sc:ence and technology are themes that draw strong popular
mteresi Fugthermore, compamuvely largcr seginents of their populations have
typlcaily reccwcd spccnllzcd lmmmg in engineering- rt,laled fields. It is worthwhile
here 1o examine the state of hi gh-school cducation from ihese perspectives.

As Table 3.3 19 llluslrates Argentina compares closely with {(West) Germany,
chden and .lapfm in terms of the pereentage of alt students enrolled in techaical
schools That would seem to suggcsl Argenting students have a high level of interest in
cngmcenng fields. However Table 3.3.19 also presents data on another useful
indicator; human resources focused in lechmcally oricnted occupations. In this case, on
a populauon -share b'ms Argenum compares c!oscly with Australia but is quite distant
from hpan Sweden, and other industrial countries, Anong South American countries,
Venezuela is on the upper end of the scale in this regard, at vittually the same level as
- Britain.

105



Vol. Il (Chapter 3) <Manufacture>

Table 3.).1% Studentsin Engmeermg and Scientific and Technical Manpower
{1,000 persons)

Students of Engincering Scieatilic and Technical Manpawer
{Education at (he third level) ] Potential Poleniia
; : - Tintad ' Sciontists amd | Technloians
Engincers
Ycar Numberd % of all Sandent Year Number % of total
population
Argeming 1957 1294 17.2 1091 [REEX] M 13 6300) S04
Venezucla 1088 731 [EX] 1991 21028 0.6 9Ji0 1,159
Japan 1991 4E8.7 . 16.9 1987 13,6270 1.2 R.6720) 4.955.01
China 1992 7206 a8 R 96610 0.9 - . L.
Federal 199) 3543 9.0 iugy 5.490.0 24 L0400 2,150.0
Repuhlic of .
Germany . . L
Swedci 1592 353 XA 1593 9829 [IE] J63.2] SidR
Unitcd 1934 2054 149 199 51460 89 05D 2,020
Kingdom . - - . : o : ;
Auslsalia 19092 416 13 SUR6 5381 5.2 5110 EIVA

Note:  Education at the third level. _

{1} Programs leading to an award not equwa!ent to a first university degree.

(2} Programs feading to a first university degree of equivalent gualification.

{3} Programs leading to a postgraduate university degree of equivalent quallﬁcanon
Source: UNESCQ, Statistical Yearbook 1994.

' ‘To make significant new incoads in the arena of industrialization, it seems to be
imperative that Argentina devole more energy to the cultivation of technically proficient
human resources. The Argeatine government has already introduced programs aimned at
lifting product thly and is in the process of strengthening the country’s position in
scientific and technological domains. Should it successfully combine those actions with
work (o cullivate welt-trained human FESOUFCCS, Argem'i'na can be expecled to climb
further up the indus(rializa_l.ion ladder. |

¢. Industrial technology policies _

Centering around the Presidencia de la Nacion Secretaria de Cich,ci;u y
Technologia, the goverament is promoting sciénce and technology policies 'ﬁld
increasing spending on R&D. The government is plmmmg to evenw'lliy budget 1% of
GDP for R&D. There are some 400 research institutes in Argentina, mosl of which are
public facilities. The country plans to sct national research and development goals and
support R&D activitics to achicve that goal,

Goals in R&D are different between the pllbllC sector and the mdusmal sector,
but considering lhe nceessity of increasing efﬁcnency of R&D, it is :mponam that both
sectors maintain close relauonsh:ps wilh each other. Some unporlam issues o consxder
are the direction in which privale companics are pushing thll' technological
devclopmenl what kind of corporate activitics lhey are trying to adopt what their
icchnologlcal dcvelopmeut systems are, and what expectations lhey have vis- 'u-ws lhc
govesnment.
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Technological development requires considerable effoit and éime. Therefore, an
industiial environment in which conipanies can carey out activities for an extended
period is necessary for success.

¢. Steps in the pursuil of qualily

In striving to become more competitive in the industeial technology arena,
kecping costs low and carning consumer trust by providing products of uniformly high-
quality are more important than efforts to develop or introduce aew technologics in the
short term. - '

" With the purpose of s!'rengthcning the international competitivencss of its
products, in August 1994 the Argeatine governnent adopted measures to improve
product quality through the National Standards, Quality, and Certification System. The
system compriscs three levels. At the first level is the establishment of the National
Standards, Quality, and Certification Council, namely, the high-level government
institition responsible for administering the system itself. At the second level is a
standards institution with the power to cstablish and revise industrial standards and with
areach that épplies to international standards as well. All the officially sanctioned
institutions within the system correspond to the third level.

By requiring certificates of quality for business transactions, the system provides
a mechanisin that encourages its application starting with a revision of national
purchasing frameworks. The idea behind the adoption of this system is to boost quality,
and its scope of application covers the certification of industrial processes, products,
and services. 1t may be worth to study whether Argentina is fitted to use this system to
promote, as quickly as possible, acceptance of the idea that improvements in quality
translate into improved competitiveness, not just in deliveries o the public sector, but in
the private-sector marketplace as well,

Japan to date has seen programs in quality control gain acceptance on a national
scale; many companies in fact encourage their employecs to play an active, independent
role in the pursuit of qunhly enhancements, Corporate measurcs aimed at improving
quality are considered to be more effective when top execulives lcad their pramotion,
and when the benefits an, translated into hard cum,ncy terms.

e. Induslnal technologlcal capacily

_ Five fields are discussed below in relation to lhc mduslnal technological
capacity of Argenllna s manufacturing sector; machine-refated technologies, raw
material and material-related technoldgies, teleconminunications-related technologies,
e!eclronicé-mla_led technologies, and heavy cleciric-related technologics. The
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explanations ar¢ based on interviews with specialists familiar with industrial
associations, companies and industries, as well as intervicws with foreign
manufacturing companies, information obtained from factory visits, and publication
materials.

1) Machine-related technologics

‘The antomobile industry is the curtent leades of this field. Forcign automobile
makers are the most conspicuous. These foreign companies place orders for
components wilth domeslic automobile component manufacturers. At the same time,
they process components themselves and assemble automobiles. As it is casy to impont
capital goods by national policics, foreign companies with lacge capilal carry out high-
speed, high-accuracy produciion using state-of-the-art facilities. Naturally, these
companties bring their own production expertise from their countries.

In comparison to these companies, domestic companies carry out production at
full capacity using antiquated facilitics. Thes¢ domestic companics are facing the issue
of how to increase efficiency. It is unknown whether technological expertise in the
automobile industry is disseminated.

Furthermore, the machine processing industry, which includes the production of
machine tools, suffers from delays in investment in new production facilities and
automation. This has weakened the competitiveness of this mdusiry, resulting in a
flood of low-priced, yet high performance imports.

Based on this, attracting foreign companies and instructing domestic companies
to forge close relationship with them is the only way to improve the _tcchriological
capacity of machine-related industries. Promoting tie-ups with overseas companies that
have excellent technological capacities is also a possibility. Another way to improve
producticn technologies is employing engineers at companies.

2) Raw material and material-related indusirzes - _ .
Argentina’s raw material and material-related mduslrlcs such as pelrochemlcals
aluminuny, iron, meet international tt,chnologl_cal standards because the countey is rich
in such natural resources as natural gas, olil_ and hydroelectric power. If .state-of—!he-art
facilities were installed, products that meet a certain quality could be produced.
However, the development of new products requires a different kind of technotogical
capacily. Advances are so far limited to the improvement of product performance
through plant modification or productivity improvement. R '
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3) Teleccommunications-related technologies

When the tetephone busingss was privatized, (wo foreign companies, Telecom
and Telefonica, began operating. - As for hardware, digital exchanges are produced by
foreign companics. As multimedia spreads on a global scale, it is important to focus on
the development of various software designed to promote the utilization of muttimedia.

4) Eleclmnic-'relaled technologics

The country has been producing audio, (¢levision and computer peripheral
equipment, all of which are assembled with electronic components. Accordingly, an
important point in this arca is whether the countey can produce electronic components,
including semiconductors. There are companies that are producing condensers and
resistance components, but it is difficult for them 1o mass produce these components
with uniform quality. There arc very few components that foreign electrical equipment

manufacturers can use.

. Looking at the technological trend in the world, the electronics industry is one
of the key faclors for industrial development. It is necessary to analyze how and in
what direction Argentina can foster the electronics industry.

5) Power technology

The country is 'u,twely investing in power developmeny, including the
construcuon of hydraulic power stations by Yacyreta. T here is a great demand for
_ eleclnml equnpmem Although German and French companics are involved in deals (o
producc some of Argentina's power Lablcs and powcr transformation pancls such
'1rrangemcnls arc UNCOIMINOR,

The prodljction of 'p0wer transformation cquipmcnt and generators requires stect
plates for heavy clectrical applications. Although the steel industry is recogaized as an
expdn sector, inaterials such as stainless steel and silica steel plates are not produced.
Materials must therefore be imported to manufacture electrical equipment domestically.
This electrical equipment features technologics for which material characteristics are
signiftcant.

33.13 - Major subsectors
1) Iron and steel i:ldlt§l|'y .

The industey is mainly run by three integrated steel producers. Accros Pacana is
a manufacturer of a flat sheel, while Siderca and Acindar are manufacturers of non-flat
steel. Siderca concentrates its production on seamless pipe directed for the oil and gas
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industry. Siderca and Acindar produce their steel products by a less capital intensive
and flexible process called as direct reduction process whose biggest advantage is its
use of natural gas in Argentina as a feed stock as well as an energy source. On the other
hand, Aceros Parana produces its steel products by traditional blast furnace process.

The two non-flat steel makers hold compelitiveness in price and quality in the
world market. ‘The source of their competiliveness is the availtability of cheaper natural
gas of less than US$3/MMBTU, technology of state of arts in direct reduction process
and effect of the recent restructuring. The problent is weakness in arfangih}g finance on
favorable terms and conditions for importer. This is especially serious for Siderca.
Further eestructuring by an investment in new machinery and equipment and reduction
in the number of employee scem to be necessary for the flat steel maker to hold -
competitiveness in the international market duc to its relatively small scale.

The industry is an export-oriented industry where the ratio of expor to
production was 32% in 1993. Siderca exports around 80% of its products to all over the
world. Asia is the biggest markel for them with a 28% share of its total exports in 1992,
Shapes, sheet, and primary forims of steel are also exported to Asian countries as well as
to the U.S.A. and neighboring Latin American countries. This means that the industry
with direct reduction process holds export competitiveness in the world market.

The demand and supply balance for steel préducts in Asi_a is expected to Femain |
in a tight position excluding Japan in the future. Since it has already established sales
nelworks in the Asian region, the industry will be able to expand its eXpor (o As'izl\ if it
makes the most use of advantages of direct reduction process and continues to follow a
business strategy of concentrating its products on niche markets by differentiation and
specialization. [Institutional support for ﬁnaﬁcc will com_ribulé to the acce!er&tidn of =
cxporl expansion. A bottleneck for expoit expansion is the industry's Hinited expon' |

capacity that resulted from the limited number of potenti'ﬂ expo:teré Direct invcsuhent
can be considered for exporling to the U S A. or MERCOSUR countnes, makmg the
use of the advantage of direct reduction process. '

(2} Aluminum industry

The industry consists of threc scgments; smelters, remelters, and semi-finished.
product manufacturers. There exists only on¢ smelter, Aluar, There exist some
remelless, but Uboldi leads the industry with a 65% share. The number of semi-
finished product manufacturers is quite farge, but C&K Alumino leads the market with
a 60% share. :
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The smelter's technology is a state of art, but it is not easy to maintain
compelitiveness not only in external markets but also in the domestic market duc to its
relatively small size. Brazil is a potential competitor. The situation is almost the same
for a remelter and a semi-finished product produccr. Only miajors can hold
competitiveness due to their state of art technology and management know-how
supplied from their multi-national parent companics and the availability of caw
materials at an international price level. Others face fierce compcetition from Brazil
owing to a difference in production costs between Argentina and Brazil which is
attributable to the difference in the labor cost.

The industry is an export-oriented industry where the ratio of export to
production was 60% in 1993. Major export preducts are ingot and aluminum alloy.
Around 40% of expdrts are directed to Asia. The industry has already established
export networks in Asia,

_ The Asian region is a net importer of aluminuin ingot. This situation is expected
to continue in the future. There is a chance for Argentina to expand its export.
Australia, Canada, and the U.S.A. are strong competitors to Argentina. However, as far
as the Asian markel haintains current econoinic growth and Argentina can continug to
supply ingot at the international price, it is not difficult for Argentina to keep some
share of the growing market. Furtherimore, it is considered that importers will seek to
diversify supply sources. The possibility of export expansion depends solely on the
smelter's export capacity. In the remelter, there is a possibility of export expansion in
an aréa of a specialized ferro-alloy aluminum products supplied with a smatl batch.

. There are some favorable factors for atiracting direct investment such as the
establishment of MERCOSUR and high growth in domestic demand led by the
automobile and construction sectors. However, considering the excess capacities in
Brazil and the huge investment cost for a new sinelting plant, it will be difficult to
expect a grass-rool investment in smelting business in the short term. It is a theme to be
discussed in a medivm- or long-term framework.

(3) Pulp and paper il)dtlslfy

The industry is led by seven companies. Their share of production capacity for
pulp in total is almost 100%, while their sharc of production capacily for paper products
is 50%. Among these seven companics, Alto Parana is only one non-integrated pulp
manufacturer with a production capacity of 300,000 tons/year and an exporter of pulp.
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The Argenting pulp industry has potential competitiveness in the world market.
Sources of competitiveness are ilts abundant forest resources and the tow cost of farest
development. A problem is that the high interest rate in Argentina hurts its
compctitiveness. Due to the basic nature of a capital-intensive industry, capital costs to
the industry are generally high. The competitivencss of the papcr indusiry is _
deteriorating against Brazil and Chile due to usage of old mac_hihery and equipment.

Reflecting a stagnant praduction of papers and stagnant domnestic demand for
pulp, export of pulp shows an rematkable increase. As aresult, the ratio of export (o
production of pulp increased to 21% in 1993. The industry is an export-oriented
industry. The percentage share of the export in total world export of pulp is 0.2-0.4%.
Though its position is not so dramatic, Argeatina is a regolar exporter of pulp in the
world market. Destinations of export show a variety and Japan is one of major buyess
together with France and Belgium.

~ There exists a high possibility of export expansion of pulp to the Asian market
for several reasons. First, the Asian market is a net importer of pulp and the situation is
expected to persist in future, too. Especially, the demand and supply situation for soft
wood pulp will be continuously tight. Second, Argentina holds potentially more
advantage in forest development than its competitors such as Brazil and Chile. Thicd,
Argentine pulp industry is an export industry and has established its export networks.

Problems ace its expoit capacity for pulp and strengthening of its
competitiveness, The limited number of pulp exportess will pose a boltteneck for the -
export expansion. To be competitive against Argemina'_s competitors, it will be
necessary to develop forest resources in a framework of a fong term and target-oriented
plan. There wilt be few possibilities of export expansion to the Asian market for such a
butky and comimedity type of paper products as newsprint and tissue paper due to a-
high transportation cost. Only a special paper such as a coated paper has a possibilily
but export to MERCOSUR will be given a priority. '

Investment for expansion of production capacity for pulp can be expected.
Investment in an area of special paper is also expected if it catess for not only domesuc ‘
dem'md but also for Brazilian market under MI‘RCOSUR concepl

(4) Cement industry

The industry is run by five manufacturers operating on 16 plants. Export
demand is not counted as an imporiant outlet of domiestic production as is showa ina
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figure of less than 3% of (he ratio of export in production. This steins from a special
feature of the industry that cement is usually produced near consumpiion arcas and is
not 4 highly tradable good. Export occurs only in the border arca between Argenlina
and other MERCOSUR member counteies or Chile. The industry can hold its
competmvcncss in the domestic market for the reason.

" The demand and supply situation for cement in the Astan market is a little bit

tight reflecting the high cconomic growth in the region. The situation will not targely
change in the future. The tightness will be intensified if China can not build up
production capacity at the saihe pace of an expansion of the domestic demand.
However, it is not sealistic to consider that a portion of this excess demand is absorbed
by export from Argentina because of its prohlbmvely high freight cost between
Argcntil'n' and the region. Considering the CXCess capaciy prevailing both in Argentina
and its neighboring counlrles the poss:blllty of ditect investment from the Asian
coumrles is very small '

(5) Petroleum refinery

Though seven compmws are engaged in the refining of petroleum, three of
them, YPE, Shell, and Esso, are major players with a 90% market share altogether. As
the mduslry is characteristicaily Jocated near consumption area, international trade is
not so frequent except such a case of cxport refinery in Singapore. Trade of petroleum
products is gcnera!ly seen in the case that refined products do not meet s the demand
pattern in a consumed market. In Argenlina, the refineries can produce products in line
with the domestic demand pattern by applying special technology. The industry can
keep its compenlwencss in the domestic market. The source of its competitiveness i5

the availability of crude oil, first class technology, and the t,ffccl of nl:on'lhzauon by
privatization and sestrucluring.

As far as petrolcum product is concerned, there is few posmb;lmcs of export
expansion Lo the Asian market. However, the possibility of export of crude oil is
worthy to study since Asgentina has proven reserves of 1.6 billion barrels of oil. In
studying the possnblhty, it will be necessary to study simultancously the possibility of
upgrading of the capacily of lmdmg facilities in Chile. Htis because the most efficient
way ofcxponmg from Argenllm to the Asian market is to utilize (he existing oil
pipeline running belween Argentina and Chile and to connect it 1o a port facility.

“Considering the excess capacity of the existing refineries and the current industrial
structure consisting of YPF and Lwo majors, grass-rool direct investment by Asian
countries can not be @axpccled. ' -
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(6) Petrochemical industry

There exist {our ethytene plants in Argentina. The biggest one is Petroquimica
Bahia Blanca producing ¢thylenc of 245,000 tons per year on cthane cmcking. Other
three plants produce ethytene consuming propane or LPG or naphtha and propane as
feed stock, but their production amount is only 65,000 tons per year altogether. There
are lwo aromatic plants operated by Pasa Petroquimica and YPF. The former also
produccs raw materials for SBR tubber However, there i is na plant producing raw
materials for synthetic fibers.

The petzochemical industry has an advantage that cheap natural gas is available.
Further, it makes a great effoit of rcélrucluring their business and downsizing the
number of their employee However, it is not easy for the mduslry to m’unmm its’
competitivencss due to its relatively small scale and ahike in the tabor cost, even in the
domestic market. In external markets, in addition to the disadvantage of its small scale,
the industcy will have to face a fact that its competitor's advantage in the availability of
chéaper ethane is bigger than Argentina's.

Due to a limitation in production capacity, some of increases in domestic
demand for the industry is absorbed by increased imporis. For the same reason, export
shows a drastic decrease. These tendencies are especiatly remarkable for final products
as shown in the change of its ratio of import in domestic demand from 26% in 1990to
47% in 1993 and the ratio ofexporl to production from 29% to 14% in lhe same pf*nod

Possibility of export cxpansidn to the Asian market is not high for two reasons.
One is a fack of expoit capacily as is seen iypical!y m ethylene. Only one exception is -
polypropylene, and due to an excess capacily a certain portion of the prodllélion is
currently exported to China and Hong'Kong. However, the expost is only on a spot
basis. The other reason is the demand and supply situation in the Asian market which is
expected to turn to a loose position. Price competitiveness will beceme a deterininant
factor for export expansion. Argentine petrochemical industry has ﬁn’advantage of
cheap feed stock for petrochemicals, that is to say, natural gaé. However, the price of
cthane is higher than that in such a competitor as Saudi Arabia. The price of cthane is
US$110/en in Argenting, while it is only US$20 in Saudi Arabia. This difference is
crucial because the cost of ethanc represents for 80% of the variable cost of producing |
ethylene. ' ; | o |

Grass-root direct investment for basic petrochemicals seems to be difficult when
the growth rate in domestic demand and the current import level are considered. On the

114



Vol. 1l {Chpater 3) <Manufacture>

other hand, in some ared of derivatives such as PVC, a new investiment may be expected
since current production capacity is not enough to meet the domestic demand.

(7) Pharmacecutical industry

Though the number of establishments engaged in the industry is not small, the
top 20 companies lcad the market with a 54% market shar¢ altogether. Most of them
have a ticense prdduCtien ageeement with famous multi-national companies such as
Merk, Smithkline Beecham, and Glaxo. Some of thesé multi-national companies have
also prbduc_:lion facilities in Argentina.

Fop com'panies are compctilivé in the domestic market because they are
provided with licenses from international pharmaceutical companies. However, they do
not yet hold competitiveness in external markels because they have been depending on
license production and are not yet strong caough to develop their own products.

Exports was US$106 million in 1992 and main destinations were Paraguay,
Uruguay, and Chile. Export to the Asian market by multi-national companies operating
in Argentina can not be expected because these companies already established their
business bases in those countrics. The possibility of export by domestic-capital
companies depends on their ability to develop their own products which are ircelevant
to license production. Even in the case, license production in Asian countries will be
sought as a first step.

Uander the current inarket situation in Argeating, where many multi-nalional
companies and influential national companics compete and a substantial part of the
markel is shared among them, it is not easy for Asian investors to participate in the
‘market. The supply of production license to a national company may be more realistic
as a first step for direct investment from Asian countrics. The formation of
MERCOSUR provides a new comer with an opportunily to participate in the Argentine
markel, ‘

8) Pcrsohal care product industry

More than 100 companies are engaged in the industry and compete with each
other and with iinported products. Market leaders are affiliates or subsidiaries of multi-
national companies. They have established strong brands, i.c., images for their
products, through intensive advertisement, A brand image is very important for the
peﬁetrzitioﬁ of products into a market. While leading companies with multi-nalional
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brands hold competitiveness in the demestic market, small-sized companics without a
multi-national brand are compelitive only in a segmented market.

Bxports amounted to US$37 million in 1993. Major export products are hair
care products and ¢cream which are eelatively low-priced items. Main destinations are
Paraguay, Brazil, and Uruguay with a 87% share altogether. The induslry is
competitive against similar industries i m nelghbormg countries. Expons (o the Asian
market are negligible.

There are very few possibilities of export expadsion to Asia because the price of
exportable products is 0o low to absorb the freight cost. Luxurious and expensive '
products such as perfume are supplled from Asian affiliates or subsidiaries of multi-
national companics located in Asia. There are very few possublhlles for direct
investment from the Asian region, because an Asian brand has no presence in the
Argentine market at the moment and it will take a long time to establish presence.

(9) Metal and wood working machinery industry

Around 00 enterprises are engaged in the manufacturing of metal and wood
working machinery. These enterprises vary in size from medivm to small. There does
nol exist a concentralion in the market by a small number of companies. However,
there are leading conipanies in each specific product area. Domestic demand has shown
a sharp increase since 1990 due to the expansion of the automobile sector. However,
major gainers from the increase in demand are not tocal producers but exporters to
Argentina. The ratio of import to domestic demand reached 80% in 1993,

An increase in hnports from industrial countries like Italy and Germany dos¢ not
pose a problem because Argentina can not compele with them. A problemis that
Argentina is osing its competitiveness against China, Korea, Taiwan, and Brazil. The
deterioration of competitiveness is due to a wide difference in the labor cost between -
China or Brazil and Argentina. Another factor is the current structure of import duty,
that is, machinery can be imported without duty, while clectronics parts locally
unavailable are imported with a 25% tariff.!  To regain compelitiveness, the industry is
required 1o restructure itself and i improve technology with which the industry can
concentrate on the production of specml and higher valuc added producls

The industry was originally an expoit-oriented industry. HoWe_vcr_, the ratio of
export to production was 36% in 1993, while it was 66% in 1989. The ratio is currently

! Recently, the import duty on capital goods has been raised to 10%.
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rising again, but it is mainly because some companies, facing an upsurge in imports, are
making desperate cfforts to develop export markets. Major destinations are the U.S.A,,
Chile, and Brazil. Export to the Asian market is negligible. C0n51dcnug that the
industry has exported to the U.S.A,, if the industry is well restructured and takes
appropriate business strategies, there will be a possibility of export expansion to the
Asian market in some specific product areas. Divect investment for restructuring could
be considered. New investment will cater for demand from the automobile sector not
only in Argentina but also in other MERCOSUR countries.

(10} Food processing cquipment industry

Establishments engaged in the indusiry concentrate in Mendoza. Six companies
in the province lead the industry. In spite of the current favorable business climate, the
industcy faces two seveee business conditions. One is weak demand from their major
customer industries such as wineries and food processing companies. The other is'an
increase in imports, especially from ltaly, backed by favorable finance. To survive
under the serious situation, the industry geared to export markets instead of the
domestic market. '

‘Fhe industry has potential competitiveness not only in the domestic markel but
also in external markets. The sources of competitiveness are the availability of
qualified skilled tabor and its location near user industries. The ratio of export in total
sales accounts for 40-60% in most of the teading companies. Their export covers
various countries from Brazil, Chile, and Colombia to the U.S.A,, Canada, and ltaly.
Their clients include such world companies as Campbeli Soup and Cargiﬂ. Argentine
products are coxﬁpetilive even with lalian products in price and quality. They have
three weak points. First, though their technology is not at a low level, they still depend
on foreign technologies such as Italian ones. Their brand image is far behind that of
* ftaly in the international sarket. Sccond, though they need investment for obtaining
updated technology and improving productivity, they lack financial resources for such
investment. Third, the Argentine induslry is far behind foreign supplicis in arranging
favorable ﬁ_naﬁcial terms and conditions for clieats.

Cousmenng thcar featun,s '\nd past export petformance and cxpencme based on
the concepts of "niches,” "small batch " "specialization,” and "use of quatified people,”
thereis a pos31b1hty of export expansion to the Asian market. However, (o do so,
appropriate institutional support is needed in R&D activity and the arrangement of
better cxport finance. Possibility of dicect investinent from Asian countries will be a
theme to be discussed in a medium- to long term framework because industeies in Asian
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countries are not always competilive against Argenting or llalian companies. However,
technical cooperation in quality control and factory management is worthy to consider. ,

(11) Household appliances industry

Gas appliances such as gas tables, ovens, heaters, and water heaters are
manufactured by 15 to 20 manufacturers. Some postion of their products are exported
to Bolivia, Paraguay, and Uruguay where local manufacturer of the p'roducis does not
exist. However, the amount is small. 1t is not easy for the industry (o keep its |
competitiveness vis-a-vis Brazil even in the domestic market. High production costs
and low productivity in Argentina are main reasons. There is little poséibility of export -
expansion to the Asian market because the industry dose not hold competitiveness due
to its small production volume and these products are generaily manufactured near
consuming areas, taking account of safely standards, housing conditions, and life style
specific to the area.” There is little possibility of direct investment from Asia because of
small-sized market and excess production capacity in Argenlina. .

Around 600 establishments are engaged in manufacturing electrical and
electronics houschold appliances such as refrigerators, washing machines, color-TVs,
and VTRs. Electronic products are produced by importing basic and core components,
while white goods are produced by using locally manufactured components only with
an exception of compressors. Since international manufacturers provide technology and
management skills, the industry can keep its competitiveness in the local market. There
is litle possibility of export to the Asian market because there is no local component -
supplier. Asia is a worldwide production base of these products. There is a possibitity -
of direct investment from Asian couatries which take the development of MERCOSUR
markets into account. '

(a2 Aut'omd!ive induslry

There exist eight car assemblers in Argenting, three for passen ger cars and light
commercial vehicles and five for trucks and buses. They assemble U.S. or Eumpean |
brand cars. They also manufactuse such major components and parts as engines,
stamping products, transimissions, and gear boxes incorporated into their assembled cars
within their assembly plants or in their subsidiaries or affiliates. The pé_rcen!age‘ of
components manufactured by them in total co’nsunip(ibn is 40 to 45%. There exist
acound 400 independent autoparts suppliers. Establishment with more than 100 '
employees accounts for 20% of the total, whnle eslabhshmems wnh less th'm IO{)
employees repn,senls 80% of lhc total o o o
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Business environment of the industry bas completely changed since a new
policy was anhounced under Decree 2677/91 in 1991, The new policy aims to achieve
international levels of quality, price, and economy of scale and to promote the autopaits
industry and its export by exposing the indusiry gradually to the international market.
To achieve these purposes, four measures were taken. The local content ratio was
lowered to 60% from 80%. When the industry consuines imported autoparts, it is
required to compensate the trade batance with their exportation of assembled cars or
components. lmpon duty was set as low as 2%. New principles were set for the
importation of built-up units including an allowance for importation by individuals.

The implication of thesc measures is profound. Witha lowering local content
ratio, car assemblers can produce a car at smaller costs than before. The importation of
built-up units by car assemblers at very low import duty will make it easier for
assemblers to reduce the number of models and versions since complementation among
their parent and sister companies becomes easier. A reduction in the number of models
and versions will lower production costs for assembly. Importation by individuals will
press the local assemblers to lower prices of locatly assembled cars.

Under the poticy framework, the industry is competitive in the local market.
Sources of competitiveness are technology transfer including management know-how
from their multi-national parent companies, their cfforts to improve productivity, and
the favarable market conditions. However, the industyy does not hold competiliveness
in external markets due to a relative small production scale. The domestic price is said
to be stifl 15% higher than international price. As for the autoparls indusiey, except
multi-national companies, most of autoparts manufacturers are less compelitive because
they are behind the interational standard in technology and management skills. Such a
situation was a result of that they have tived in a closed market for many years and were
nol exposed to international competition and a high level of technology.

Under the compensation program and complementation scheme, export
increased remarkably both for assembled cars and parts.. A main destination of cxponi
of assembled cars is Brazil with a 82% share in total exports, while autoparis are more
widely expoﬂed to Brazil, Germany, Uruguay, France, Chile, and the US.A.
Possibility of cxport to Asian markels will be a theine to be discussed ina medium- to
long-term framework. It will be realized only when local assembtlers develop and
manufacture a new type of car directed not only to MERCOSUR but also all over the
world or accelerate complementation among their world neiworks. There is little
possibility of exporting autoparts to Asian markels except for some special products
which are produced for cmnptementation for a after-sale market or a special purpose.
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There is a possibility of direct investment for developing and manufacturing a b
"MERCOSUR car". Direct investment in assembly plants will be necessarily
accompanied by investment in certain autoparts production. Independent investment in
autoparts production can be also expected when potential of the future development of
automotive industries in MERCOSUR and shortage of excellent autoparts suppliers are
taken into account. | '

(13) Tire industry

~The industry is run by four companies. Among these, three are of US,,
European, and Japanese origin, respectively and only one company is of Argentine
origin. The industrial sfructure seems to be oligapolistic but competition among four
companies is fierce and is intensified by the increase in imposts. The industry holds its
competiliveness in the tocal markel. Sources of competitiveness are technology {ransfer
including management skills from their parent companies, efforts to improve its
productivity by aggressive investment in machinery, and accelerated complementation
amiong neighboring countries. '

The ratio of export to production was 12% in 1993, Main destinations of export
were Latin American countrics and the U.S.A. The reason why imports increased so
much in spite of the industry's competitiveness in the local market is explained by
active complementation by snakers and a lack of production capacily under a fast
growing market situation. ‘Those multi-national companies in Argentina take a policy
of division of fabor among counties in the American continent by supplying some
special types of products to their sister companies in other countries and receiving
another special types of producis from these sister coinpdnics. This is a complementary
exchange of products. As a result, the industry’s dependence on import is also high as
indicated by the parentage of import in total domestic demand, namely, 24%.

[t will be difficult to expect the multi-national companies to export to the Asian
market because they have their production bases in the region. There is a possibility for
the non-multi-national cotmpany 1o export to the region since the company has a great
experience in exporting retread tires 16 European countries. There are few possibilities
for an Asian company to enter into the market through grass root investment when the
current industrial structure is considered. : | '
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(14) Tractors and agricultural machinery industry

Three manufaciurers and three importers are engaged in the industry. Al of
three manufactorers are multi-national companies of American or German origin and
are engaged in importation business as well. Domestic demand has shown a recovery
since 1991 but the level is far below the past record. The realized market size is far
betow the potential size becanse average Argentine farmers can not afford (o replace
their old tractors by new ones with their current earnings from agricultural operation.
The industry has polential competitiveness. The source of competitiveness is their
technology provided by their parent companies. However, due to the limited domestic
demand and a lowered import tariff from 15% to zero, the industry can not materialize
its potential competitiveness. '

Imports have increased since19914 and the ratio of import to domestic demand
reached 33% in 1993 by two factors. First, import duty was lowered to zero from 15% .
for capital goods including tractors. Sccond, l‘ﬁcing the stagnant domeslic demand,
local manufacturers have begon to take a strategy of outsourcing of finished products,
kits, and componcenls from their sister companies in other countries for the purpose of
improving productivity in their factories and making their operation more efl ficient.
Expoﬁs' are negligible. Destinations of export and origin of import for outsourcing are
mhinly Brazi_l, the US.A.and UK, where the Argentine manufacturers have their
parent or sister'c_om'panies,'.

There is little possibility of export to thc Astan market beC'\use ir‘ulors
devcloped and produced in Argenlma do not fit small-scale farming, which is dominant
in most Asian countries. There is little possibilily of dircct investment from Asian
countrics bcc:\use of excess cap:u,ny in Argcnum and less competitiveness of Asian
products.

(15) Mcat processing industry

The mdustfy slaughiers cattle and producc various types of meat products
ranging fram child cuts and frozen cuts to canned products and cooked products. While
the d_oméslic market is shared by a quite large number of smail meat packers, only a
small number of companies are exporting.

The indusiry holds its competitiveness not only in the domestic market but also
in external markets. Sources of compeltitiveness are abundant natural resources, good
quality, and low production costs. Argentina's competitors are Australia, New Zealand,
and the U.S.A. Argentina can compete with these countries in the production of both
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cattle and fresh meat due to its lower labor cost. A problem is the incidence of the foot
and mouth discase (FMD).

Expoits of the industry recorded US$600 million in 1993. Chilled cuts were
exported niainty to European countri¢s including Germany, UK., Netherlands, and
Belgium, while frozen cuts were directed to more countrics from Chile, Hong Koﬁg,
Singapore, and European countries to Isracl and Brazil. Canned and cooked products
were exported largely to the US.A. and UK. '

Exports to the Asian market are not farge due (o the FMD problem. However, if
countrics taking the zero tisk concept, such as Japan and Korea, change their import
policy for meat, there will be a high possibility of export expansion to the Asian market.
It is because demand for beefl is expanding with an increase in income in the Asian
market and changing habit of eating. There is a good sign that Argentine meat has just
begun to penetrate into the market in Singapore and Malaysia, where the European
concept for FMD is taken . Direct investment by importers of raw meat in Singdpore or
Malaysia can be expected. | '

(16} Dairy products industry

The number of dairy farmers and d'airy products producers were estimated to _be
22,000 and 750 in l‘992, respectively. Among a quitc'largc number of cstablishments,
several companics and organizations lead the industry and the market. Méjor producls
are cheese, powdered milk and butter. Argentina is a net exporter of dairy products,
though the balance was reversed in 1992 and 1993 due to high_dmncsﬁc demand and a
shortage of export capacity. Since the industey can increase its production capacity
through improvement in productivity, the balance will again turn €0 a net ekpoﬁer's )
position in a few years. Principal expont markets are Brazil and the U.S.A. for checse
and Brazil and Algeria for powdered milk and butter, ' -

The industry holds competitiveness not only in the domestic market but also in
external iarkets. The source of competitiveness is the availability of & fow cost
material, milk, which is attributable to ecological factors of the panipas region and °
excellent genetics.” However, an unfavorable factor i the indusiry is the high ratio of
{abor cost in total cost brought about by inactive investment in automation in the 'paél. "
Export subsidies provided by competitors' governments also offset the Argentine
advantage completely. In addition, most of importing countries set import quotas.
Japan is one of exceptional countrics that do not set any import quota. However, for
that reason, competition is intensified in the Japanese market and it is difficult to mﬁke’
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a profit from export to Japan. Though demand for dairy products is increasing
remarkably in Indonesia and Thailand, export to these countries from Argentina is not
so casy because of a high freight cost, especially in a time when the interationat price
of dairy products is low. There is little possibility of direct investient from Asian
counlries becausc they are behind Argentina in technology and experience.

{an Wine industry

There are two types of wine, i.c., table wine and fine wine. The ratio of fine
wine consumption in lotal wine consumption is around 20%, while the reinaining 80%
is table wine consumption. In the arca of fine wine, there cxist nrany small wineries
focusing their production on only fine wine. In the arca of table wine, among many
establishments, only four companies hold a 90 % share in the market. These four
produce fine wine, too. The industry has potential competitiveness in both the local and
international markets with raw materials of good quality. A prablem is less penetration
of their brands in external markets.

Wine is exported in the forms of grape concentrate, bulk wine, and bottled winc.
- Total exports under these categories recorded US$40 million in 1992, Main
destinations are Paraguay, the U.S.A , Japan, and Chile. Asian countries are not wine
consumers basically, but their consu mption is gradually increasing not only in Japan,
where income level is high and life style and cating habit are westernized, but also in
such a country as Thailand. Argentine brands have not yet well peneteated into the
Asian market unlike French, Italian, or Californian wine and it probably takes a long
time for penetzation. Possibility of export expansion in a shert term exists only in grape
concentrate and bulk wine. There is a possibility of direct investment from Asian
couniries for securing grape concentrate or bulk wine.

(18) Beer industry

Though the industry is ren by ninc companics, a 80% market share is held only
by onc business group, Quilmes Group, which consists of three companics. The
percentage of canned beer consumption in total beer consumption is still only 3% and
half of the 3% is imported. Mall, one of raw materials for beer, is produced by six
companics. While most of them are breweries producing for their sclf-cansumption,
there exists an export-oriented malt company which is an international joint venture
among an Argehfine company, a Canadian company, and a Brazilian company.

Beer is not a (radable good except canned beer. Furthermorg, beer is onc of
products whose brand image is very important for sales. It will take a long time for the

123



Vol. Il (Chapter 3) <Manufacture>

industry to export Argentine beer to the Asian market because Argenting brands have
not yet penetrated in the world matket. Expotting mall 1o the Asian market seems to
have a great export poteatial for the following three reasons. First, Argentina can crop
barley that yields good quality malt. Second, there exists a big market. Japan is one of
the biggest importers, as well as Brazil and China. Thicd, major importers such as
Japan take a diversification strategy for sources of malt. A problem is a transportation
cost. Under the current transportation mode and method, iranspor(ati‘on‘cdst to the
Asian market reaches one third of the price of malt,

Asian branded beer is not yet widely known in Argentina. Direct investment
from Asian countri¢s for the substitution of export can not be expected in a short term,
The possibility of investment for "development and import” arrangem_cnt'by lapanese
breweries or merchandisers is worth sludying. Direct invést_mcnt in malt produciion
will be conceivable when malt is imported fr-(Jm Argentina but importess begin (o feel
the iﬁs!abilily of supply from Argentina.

(19) Non-alcoholic beverage industry

Though the number of establishiments is quite large, two groups, Coca-Cola and
Pepsi-Cola, hold a 96% markel share altogether, Each of the two groups produces not
only Coca-Cola or Pepsi-Cela branded products but also its own brand products in such
areas as lruit juice and mineral water, though the combined share of these products in
their total sales is 15%, respectively. The two groups hold their competitiveness in the
local market by the protection of theis famous brand. Their own branded products are
not 50 competitive as 10 be exported to external markets. The remaining 4% of the non-
alcoholic beverage market is held by small- and medium-sized companies who deal
only local branded products.

Export by the Coca-Cola and Pepsi-Cola group companies to the Asian market
is limited to their own branded products since their business territories are determined
under a license agreement with their parent companies and they are not allowed to sell |
their products with Coca-Cola or Pepsi-Cola brand beyond the tecritory. The export of
their own branded products may be difficult uader the little penetration of those brands
in the Asian market. However, there is a high possibility of export expansion in the
arca of concentrated fruif juice. As for direct investment, possibility solely depends on
whether the investor can develop a new brand product which can beat Coca-Cola or
Pepsi-Cola branded products in Argentina. [t will not bc $0 ¢asy. Since Argentina is
abundant in agricultural resources including fruits, direct investiment for "development
and import” arrangement can be expected. '
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(20) Food industry

The industry manufacturers edible oil, wheat products, and other food products.
The industry has potential competitiveness not only in the local market but also in
external markets. The main source of competitiveness is abundant agricultural
resources. However, the industry can net make best use of the advantage for such
problems as high internal costs, high prices of agricultural products consumed as raw
materials, é_md underdevelopment of the packaging industry. A leading company like
Molinos can overcome these problems by integrating the production from raw materials
and packages to final products and improving their prt)duclivity.' Actually, the company
exports around 20% of their products, though its principal export markets are Latin
American countries. However; it is difficult for many small- and mediuin-sized
companies to solve these problems by themselves and to increase their exponts.

Exports to the Asiﬁm market by the industry arc negligible. The induslry is
intercsted in exporting to the Asian market but they seem to be busy expanding export
to MERCOSUR at the moment. Human resources are too limited for developing both
the MERCOSUR and Asian markets simultancously. To enter the Asian market, i{ is
necessary for the industry to cstablish steong international brands which can compete
with their competitors such as Rtalian companies in addition to solving the above
problems. This is not sa casy even for leading companies. Most Asian technologies
scem to be behind that Qf Atgentina in the areas of edible oil and wheat products. There
are few poSsibilities for dir_ecl investment from Asian countries.

(21) Confectionery industry

The industry manufacturers cookies and cakes as well as biscuits and
chocolates. While the number of establishments in the industry is quite large, a few
companies including one multi-national company lead the market. Bven for the leading
companies, expoits are still at a low level, i.c., only 5-6% of total production, because
their brands do not yet penetrate all over the world. 70% of exports are directed to the
Latin American market. Exporis to the Asian market are negligible. Export expansion
to the Asian market will become feasible when the industry establishes their
intesnational brands. The industsy is busy with formulating MERCOSUR strategies and
the Asian market seems 10 be out of their scope. Considering the availability of raw

malerials of good quality, direct investment by companies with international brands is
possible. The investiment will cater for not only the Argentine market but also the
MERCOSUR market '
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(22) Cigarettes indusiry

Two companies, Massalin Paticilares and Nobleza-Piccardo, manufacture
almost 100% of cigarcttes cansumed in Argentina. Massalin mariufactures Philip
Morris's branded cigareltes under a license agreement with Philip Morsis, while
Nobleza manufacturers BAT's branded cigarettes under a licensc agreement with BAT.
These two companies hold competitivencss in the local market. Sources of
competitiveness are their technology provided by Philip Merris and BAT and
continuous efforts to improve productivity. However, they are not oplimistic about
competition with Brazil becausc with the establishment of MERCOSUR, they are
compelied to compete with their sister companies in Brazil, struggling for a leading
position in the region. They are not yet compelitive in external markets because they
have not yel established their own brands. '

Argentina is one of exporters of worldwide pre-industrial, or unmanufactured,
tobacco. Argentina's exports of the product reached US$142 miltion in 1992 and the
share in world total exports was 2.4%. Major destinations were the US.A., UK., and -
Germany. Thereis a possﬂ)ihty of expanding the export of pre-industrial lob'icco tothe
Asian markel since Argentine products are competitive in terms of qualily vis-a-vis -
products of Brazil and the U.S.A., imajor exportérs. There are two problems. Oneisthe
high production costs which are attributable to low productivity ir farming and
cropping operations of tobacco farmers. The other is alow profilc as an exporter in
external markets. This stems from the small volume of Argentine supply compared to
its competitors such as Brazil. There is little possibility of direct investment from Asian
countries when the market structure and strong compelitiveness of Argemihe companies
are taken into account. |

{23) Textile industry

“With ail dowasizing of the industry in the process of restructuring, it still creates
a large number of jobs. In terms of employment, therefore, this industry is still an
important industry. The industry can not hold competitivencess in the area of products
for which the labor cost is a determinant factor for competitiveness, 'The industry is
only compemwc in the areas of specialized products. However, only multl mnonal
companies are capable of dcvclopmg those products.

Domestic demand for textiles has expanded duic to the economic stability and an
increase in the plirchasing power of households. The expansion can also be explained
by that the country's textile consumption was previously at a selatively low level.
However, a substantial part of the expansion was filled by import. In synthetic fibers
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and yarns, for example, 42% of the domestic demand was supplied by import in 1993
The ratio of export to production reached 30% in 1993 as the industry was forced to
find an outlet of their special products in external markets, faced with increased imports
of ordinal products. The industry was incvitably teansforimed to "export-oriented
industry.” Major destinations of their exports are Latin American markets, mainly to
Brazil. Some of {h¢ increase in cxpoﬂs is atributable to complementation within Latin
American counteics by multi-national companics. '

Possibility of export expansion to the Asian market will exist only in the area of
specialized products. However, itis fiot 5o easy to find such a product and its export
expansion requires technology. Mulli-nationat companies in Argentina have the
capability of developing such a product and are moving in that direction. However,
they have their own production bases in the Asian market and, therefore, they will not
export these products from Argentina to the Asian market. There is little possibility of
direct investment from Asian countries because of Argentina's relatively high tabor '
costs, though the country produces a wide range of raw materials for textile production
such as cotton and wool. '

(24) Tanneries

_ While more than 150 establishments are engaged in leather production, around
95% of total sales is accounted for by 60 member-companies of the Camara dela
Industria Custidora Argentina, an association of the industry.

The mduslry holds strong compclliweness in both Iocal and external m.lrkz,ts
" Source of compchuvencss are low production costs, good qualny, and export mp':cny
based on abundant resources. One problem is limitations of the production volume of
tanned leather. The volume is dclermmed by the number of cattle slaughtered for meat
production, which is currently around 12 million heads per annum but has beenin a
declining trend in recent years.

Around 80% of the industry's sales come from export to 60 countries all over the
world. Argentina is the biggest exporter in the world with a 6% share of totat world
exports. Theindustry is a typical export-oriented industry. Argentina's principal export
markets are the U.S.A., Italy, Hong Kong, Braxil, and Canada. Asian countries as a
whole account for 24% . As for direct investment from Asian countries, there are few
possibililiesﬁ because the 'Argentinéindtns(ry has sufficient capital and technotogy.
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{25} ¥oolwear iudustry

While a quite large nuimber of establishments arc involved in the industry, three
companies fcad the market. They are Galic, which is manufacturing Adidas, New
Balance, and Freeman branded shoes, Alpagatas, which is manufacturing Nike and
Topper branded shoes, and Panam, which is importing Recbok branded shoes. They
hold their competitiveness not only in the local market but also in neighboring markets.
Sources of competitiveness are the availability of qualified and skilled labor, the
availability of leather of good quatity, their technology, international brands, integrated
production from tannery and manufacturing of fabrics to shoe making, and cost
reduction efforts by outsourcing, mainly from China, Korea, and Taiwan. Tobe
compelitive in external markets, they are required 10 have the capability of devetoping
their own brands. Other companies are not able to maintain their competitiveness even
in the local market because of the difference in labor costs between Argentinaand
Asian countries.

“The industry’s exports were US$26 million in 1992. Major destinations were the
U.S.A., Paraguay, and Bolivia. Exports to the Asian market are negligible. Export
expansion to the Asian market is not so easy for the following reasons. First, the -
number of potential exporters is limited at the moment, Second, even emslmg potential
exporiers have to devclop a strong own brand Third, the Asmn tegion is lhe biggest
footwear production center in the world. Many Asian countries are majon exporters of
footwear and it is difficult for Argentina to compete with them because of their low
labor costs. A possibility will exist in outsourcing of a middle or high quality products
from industrial countries like Japan. As for dircct investment from Asian countries,
there may exist a possibility of investinent from a company which has a well-known
international brand and is seeking oppertunities in MERCOSUR. The availability of
skilled tabor and leather of good qualily wilt be an advantage for such investment,

(26) Shocs industry

The industry is defined as a teather shoe industry, Leather shoes accounts for
45% of total shoe sales in Argentina. Most of the establishments in the industry are
small-sized companies employing less than 50 people. Grimoldi, which is employing
around 870 people, is an exceptional case.

The industry is potentially competitive. Sources of c_ompeti_livehésé are an
availability of skilled labor and leather of good quality. However, in the current
products area, it is difficult for them, except some dig concerns, to keep competiliveness
even in the local macket for the following two reasons. One is a wide dilference in

128 -



Vol. 11 {Chpater 3) <Manufacture>

tabor costs between Argentina and world exposters, mainly Asian countsies and Brazil.
The other is lower productivily. In order to improve productivity, new investment in
machinery is necessary, but the number of companies that can afford to make new
investment is limited because financiat resources for investment are limited to small-
sized company. To revive the Argentine traditional industry, the formulation of an
appropriatec market scgmentation strategy and the improvement of productivity are
indispensable. The ratio of immport to domestic demand reached 26% in 1993, while the
ratio of export to production was only 4% in the same year. Major destinations of
export were Latin American countries and the U.S.A.

The industry's primary concern lies on how to do with a mounting threat of
increasing imports from Asian countries and Brazil as well as how (o challenge the
enlarging market of MERCOSUR. As for export to the Asian market, the export of
products of average_quality is not feasible because China, Korea, and Taiwan hold
competitiveness in terms of pfoduciion cOsts. Posé,ibilily exists only in the case that a
powerful merchandiser in the region work as a middicman between Argentine shoe
makers and Asian consumers and distribute their products in the Asian market, using
merchandiser's brand. Mass production of low quality shoes is not fit for Argentina.
There is little possibility of direct investment except license production.

(27) Leather goods industry

Around 240 companies join in Camara Industrial De Las Manufacturas Del
Cuero y Afines De La Republica Argentina, an association of the industry. They cover
haif of tota} establishments of the industry. Most of the companies are small- or
medium-sized with 10-60 employees. Major products are handbags, belts, wallets, and .
leather jackets. With all the advantage of availability of good quality feather and good
production technology, it is not easy for the industry to keep its competitiveness even in
the local market. It is because the indusicy can not compete with cheap products from
China. To survive under such a situation, the industry is required to find an outlet of
their products in external markets and take a steategy of segmenting the markets by
producing higher quality products which China can not produce.

- While domestic demand shows a declining trend, imports are surging up. Asa
result, the ratio of import to domestic demand is expected to increase up 10 24% in
1994, Facing the increasé in imports, the industry has tried to ¢cxpand expoits. Exports
drémalically increased 1o US$89 million in 1993 from US$51 million in 1992.
Principal export markets are the U.S.A. aid Germany. Their exported products are sold
under the buyer's or store's brand instead of the manufacturer's brand.
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There is possibility of export expansion to the Asian market since their products
have been accepted with good reputations in such sophisticated markets as the U.S.A,
or Germany. As Asian countries are also world major exporters of leather goods, a
deliberate marketing strategy is needed for Argentina's export prometion for the region.
It is recommended to use buyers' or storcs’ brands because it will take much time and
costly for the industry to establish their own brands in the international market. As for-
direct investment, there are few possibilities because Argentina's labor cost is higher
than that of mest of Asian countries, which do not have any advantage in technology |
over Argentina. A o

(28) Flexible packaging industry for food

The industry is classified as one of plastic industrics. The industry produces
various kinds of bags and sacks for rice, bread, pasta, and candies. The industry
consumes low density polyethyléne, oriented polypropylene, and polyester as raw
materiats. The manufacturing process is not complicated but a special printing
technique on plastic films is required. Among a large number of companics engaged in
the industry, 10-15 companices lead the industry. Leading companies are compelitive in
the local market. Sources of competitiveness are their updated production technology
and the introduction of advanced management know-how from industrial countries.
Actually, their productivity is competitive with that in Brazil. However, it is still 20-
30% less than that in industrial countries such as the US.A., }apan,' and Germany.

The industry is located near their customers because a quick response to-
customer’s order and shortening of delivery time are keys to success. There is little
possibility for the indusiry to export to the Asian market. . Direct investment from Asian
countries can not be expected because the industry can be easily started or expanded
with relatively simall capital in response to growth in demand, Technical cooperation
may be considered for the improvement of productivity.

3.3.2 Issues

Issues for the manufacturing sector are summarized with special attention to
export expansion to and direct investment from the Asian market. They are categorized
into two groups; issues for the manufacturing sector in generat and issues for major -
subsectors. '
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33.2.1 Issues for the manufactoring sector in general

(1) To upgrade {he potential of smail- and medinm-sized companies

Large-sized companies arc competitive both in local and external markets based
on their technology, their management skills, their human resources, and their financial
resources. One of their weak points is Jack of internationally established own brands.
The gap in polemnl between large-sized and small- or medium-sized companics scems
to be big. To upgrade the potential of small- and mediwm-sized companies is
indispensable for industrial development because the number of these companies far
exceeds the number of ldrgc-sizcd companies. In trying to upgrade the potential, the
following analyscs seem to be necessacy. :

1) Analysis fora better financial system

Posilive capital investment is a fundamentat condition to activate the sector. But
insufficient capital investment has yielded an unsatisfactory performance in the
manufacturing sector of Argentina. The present interest rate higher than rates of return
on capital can be considered one of ceasons for the low. level of investment, Thcrefore,-
analysis should be conducted on the possibility of financial system improvement that
would allow local manufacturers better access to financial resources. In addition, it
shoutd be studicd whether capital investment of smatl- and medium-sized industries
could be_increaécd by introducing venture capital and an appropriate leasing system in
Argen'l‘ina. | | |

2) Analysis for promotion of innovative small- and medium-sized industries

Small- and medivm-sized industrics are a very important source of new venture
business as well as job creation and employment. How to promole and create
innovative small- and medium-sized industries should be zinalyzcd.

3) Reinforcement of support services for small- and medium-sized companies

~ To broaden the export base, upgrading of small- and medium-sized companics is
mdlspcnsable To upgrade these compames the following two schemes should be
studied: a) dlagnosns and improvement of plants by international experts; and b) selting
up new quality standardg.

(2) To do the best for impreving productivily

After the opening the market, the international price became a yardstick for local
products in Argen(ma A company which cannot quote inteenational prices cannot
compete. lmprowng producuvuy is md:spens'lble to reach international cosis as well as
for the procurement of materials, encrgy, and scrvices at international pnces Since raw
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materials are available at the intermational price under the teade liberatization policy,
special attention should be paid to the pri_ccé of non-imported inputs such as labor, |
finance, encrgy, and other seevices.

Another aspect of improving productivity is to strengthen linkages between
export industrics and supplics of inputs. The competitiveness of maaufactured products
depends not only the productivily of the industry concerned but also the productivity of:
suppliers of inputs to the export industry. Inputs include raw materials, industrial -
materials, and services. For export expansion, it is necessary to study how to impfove
"total productivity” and what kind of institutional support is required for realizing such
improvement. This kind of study is especially needed for the development of natural
resoucce-based industrics such as food, meat, confectionery, and pre-industrial toba_(_:co.

{3) To enhance export capacity

There are some cases in which an in‘duslry'cannot‘ expand export even with its

sl'rong’com]_)ctitiveness. This is often due to a shortage of export capacity. The export

capacity of an industry is determined by the number of potential exporters and the
export capacity of each cxporter. In Argentina, at present, the number of potcnml
exporters is limited in almost all industries as far as export to Asian markets is
concerned. This is especially true for matesial and capital-intensive industries. It is |
necessary to increase the number of potential exporters for massive é)iporl expansion.
Considering that this takes a long time, it is necessary to expand each company's export
capacity through capital invesiment and the better and efficicnt utilization of its existing
machinery and equipment. '

{4) Utilizing engineering-related human resources

Graduates of Argentine technical high schools are considered to be
comparatively well-trained. Wages in Argentina also are thought to be higher Qn '
average than in Asia or in neighboring countries of South America. Still, in view of
their levels of ability, Argelitinc engineers with high-school education are déscribed as
highly productive or strong in terms of "cost-performance.” Thus, it seems to be vital
for Argentina to strive to develop industries that can actively capitalize on ils reserves
of technically proficient human resources. '

{5) Tackling environmental issues

With fespecl to environmental issues, particularly ihc h'mcllmg of industrial
waste and waste water effluent, Argentina lags behmd the mdusiml world Itis cruunl
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to acknowledge the significance of environmental problems and take actions to tackle
them effectively as soon as possible.

" Though Argentina is abundant in energy resources such as natusal gas and crude
oil, more attention to energy conservation is needed in every sector of the economy
from industry and commerce to houscholds when a Io’ng-'term trend of energy
consumption and burdens on the énvironment are considered. |

(6) Stratcgies for the acquisilion of advanced induslrial technologics

l) chhnology lransfers could be encouraged through the local manuhclunng
operations of firms that possess sophlsuc'ﬂcd foreign technological expertise and
production know-how.

2) Efforts could be made to develop technologies that steengthen the
intemational competitivencss of industries in (he agricultural, forestry, and fishery
ficlds, or in simitar industries already strong at home. One possibility would be the
development of a system that integrates the selection, packaging, and storage of
agricultural products. - '

3) Argentina could pursuc joint ventures with foteign fitins for the production
of methano!, lithium-ion batteries, and other products that draw on its wealth of natural
resources and export to markets where those products are in hot demand, e.g., to North
America or East Asia.

33.22 lssnes in major subsccloxs

1) To redcf‘ inc lhe concepts of "'differentiation," "spcc:ahzahou," "niche," and
"smatl batch"'

_ The export potenml of Argentine lmnuf actured products seems 1o li¢ in
products manufactured based on the above concepts. Relevant industries are many bul
those wilh higher potential are iron and steet, aluminum remelting, and foad processing
nuchmcry Though these conccpls are not new themselvcs their definitions have to be
clarified in the Argentmc context. By domg 50, il can be better examined what kind of
support the govcmmem can and should pmwdc in the areas of technologteal
devetopment and finance for export promotion of the indusiries concerned. Through
redefining the concepts, factors that can be real sources of the compelitiveness of
Argentine manufacture will be elucidated. Some ideas on the development prospect of
the sector may also be derived.
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(2) To design a "MERCOSUR preduct’ to altract fdréign direct investment -

tn order to attsact direct investment from East Asian countries, it seems to be
necessary to demonstrate to potential investors how the establishment of MERCOSUR
has changed the investment climate of Argentina. One way of doing this is to organize
a project which manufactures a typical "MERCOSUR product” with a new
manufacturing concept. "MERCOSUR product” is a prbduct which is manufactured
somewhere in MERCOSUR not only for the tocal nahrkel but alsd for olher |
MERCOSUR markets, taking account of manufacturing conditions in cach coun'try of
MERCOSUR. The automobile industey may be a candidate of such a praject. Needless
to say, the project should be initiated principally 'by the private sector, bul it is worth
sludyihg‘ whether there is nced for government sdpp’ort for accclcréting its development.

(3) To export Argentine products with high value added as much as possibic

Argentina is abundant in various natural resources. The country has earned
much foreign exchanges through exporting these natural resources. One example is
leathes-based industries. In order to earn more foreign exchanges and to create better-
paid jobs, it is necessary to export these natural resources with as high value added as
possible. However, the cxport of products with high value added is more difficult than
the export of raw materials or their primary forms. This is because markets for the
former are more sophisticated than markets for the latter and their sales depend largely
on non-price factors. It is principally the private sector's responsibility to think about
how Lo improve non-price factors of their products. However, il is worth studying how
the government can support such a project.

{4) To strengthen the foundation of the autopqrts mduslry by dt!ractmg advanced
foreign capital and techno]ogy

Under the new policy for developing the automobile industry, the car
asscmbling industry began to watk a new road. Thanks to a favorable market wndilion
the industry is in a good shape. However, its long-term prosperily depends on the
success of restructuring of the autoparts industry, The autoparts industry, except multi-
national companies, is behind the international standards of téchnologjr and
management. It is nccessary to slrengl'hen the auloparts indtlslfy with advanced fofcign
capital and technology and to design an effective measures to atiract foreign capital into
the industry. ' .
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(5) To improve infrastracture for export expansion by the private sector

Even when an Argentine product has been proved o be internationally
competitive, often Argentina can not expand its cxports to East Asian markets due to
insufficient infrastructure devetopment. The underdevetoped loading facilities for crude
oil arc one example. Infrastructure must be further developed for export expansion.
Considering financial constraints in the public sector, it is necessary to develop a new
scheme to improve infrastructure without heavy burdens on public finance. In other
words, it is crucial to formulate policy measures for accelerating the privatization of
infrastructure business.
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3.4 - External Trade
3.4.1_' The Present Situation
3.4.1.1 Trends of Argentine trade

_ During the I980s 'md in the mrly 1990s Argcntm'\ nnmt'uncd trade surplum,s that
ranged from US$541 m|lllon to US$8,276 million, with an exueptlon of the US$2,520
million deﬁul in 1980 {T'lble 34.1). In 1992, howcver. the tendency was reversed with

a shasp increase in ampons of capital goods as well as consumer goods and a moderate
increase in exports. The L_ounlry recorded a trade deficit of US$2,637 million
{(US$12,235 sillion for exports versus US$14,872 million for imports) for the first time
in a decade. This situation is expected to continue, at least for a few years, due to the
expansion of investment and other cconomic activities under the comprehensive economic
reform and outward-oriented trade policies. In the first ten months of §994, imports
rdachcd US$17,708 miliion while exporls remail_led'at US$12,864 million.

. Table 34.1 Trade Balance, 1980-1993

Year g US$ million ‘ ~ Aonual changes (%)

a " Expotts - Imports . Balance Exporls [mports
1930 8,024.0 10,5410 -2,520.0 - -
1985 8,396.0 38140 4,582.0 16 -16.3
1986 6,852.2 4,724.0 2,128.0 . -18.4 219
1987 6,160.2 58188 o 5414 o 1.2 232
1988 | 9,1330 53220 3.811.0 436 -8.5
1989 {. . 9,579.3 4,203.2 53761 . 4.9 -21.0
19906 |- 12,352.5 _ 4,076.7 - 82758 289 .30
1901 1,977.8 8,2753 . 371025 -3.0 103.0
1992 12,2349 14,8718 -2,636.9 2.1 79.%
1993 13,090.4 §6,786.0 -3,695.6 7.0 12.9

Sourc_e: INDEC, Argentina.

(l) Exporl

In con{mst to the stow growth in the first half of the 1980s, Argentina’s exports
expanded rapldly during the latter half of the decade (Table 3.4.2). Since 1990 Argentine
producis have shown a tendency of greater participation in world markets (Table 3.4.1).
Argenlmas exports grew from US$9,579 million in 1989 to US513,090 milion in 1993,
In 1993 cxpons ruorded an increase of 7% from lhb prcv:ous year,

~ Talle 3.4.2 (‘routh of prorls by I‘_',pe or Good, 1980 1993

T ype of Good Average annual change (%) USE million
T a 1980-85 | 1983-901 1991 1992 1993 1593
Primary Products . .29 191 -1t 53| 58 3272
Manufactures of Agiculiural Ongm 2.5 124 |~ 56 -2 T2 4,929
Manufactures of Industrial Origin -0.7 169 | -113 -8.1 336 - 3,655
Fuels and Energy : 15.1 1.7 | -222 20.6 325 1,224
Total 0.9 8.0 -3.0 20 7.0 13,096

Source: INDEC, Argentina

137



Vol. IF {Chapter 3) <External Trade>

Qver the last decade Argentina gradually shifted its émphasis for expotls towards
manufactures of industrial origin (MOI!s). The share of MOIs in total exports increaséd
from 18% in 1985 to 28% in 1993 while the share of primary products decreased from
44% to 25% for the same period (Table 3.4.3). Manufactures of agricultural origin -
(MOASs) continued to be important forcign exchange carners, though with some
fluctuations in the share in total exports. Fuels and energy increased the importance in
total expons in the carly 1990s. While cereals, fats and 01!5, and by-producls of food
industries are still the top three items ln‘Argunlma s expoits, there was noticeable growth
in exports of some MQOls such as trauspi)rt equipm'ent and 'mai:hin:cry and clectrical
machincry and devices in recent years (Table 3.4.4), This developmenl can bc exp!amod
by new mveslments made under the economic n,form

'I‘ab!e 34,3  Exports by Type of Good 1980-1993

Type of Good ; 1980 | 1985 1990 | 1991 1992 1993
Primary Products 308 438 210 216 - 284 250
Manufactures of Agricultural _ 36.8 109 3781 41| . 394 311
Origin ' ‘
Manufactures of Industrial Origin 19.9 184 21.2 249 224 28.0
Fuels and Enerpy - 351 . 671 . 8.0 6.4 7.6 9.4
Total (%) 100.00 1000 1000 100.0 100.0 100.0
US$ million) 8.021.01 8396.0] 12,3525 11,972.8} 12,234.9] 13,090.4

Source: INDEC, Argentina

Table 3.4.4 Exporis by Product Category, 1980-93
: (USS million)

Product Category 1980 1985 1990 1991 1992 |° 1993

Primary Froducts 3,19408 | 36788 | 33011 | 33002 ) 347147 ] 32719
Cereals _ 16310 | 22620 | 13740 | 1.066.7 | 1,542.7 ] 14513
Qilsecds 671.0 735.2 821.7 | 1,081.2 786.2 |- 69635
Unprocessed Fish and Shellfish 135.0 143.6 299.7 199.9 356 4350
Fresh Fruits 184.0 1234 2044 262.2 2833 209.8
Unprocessed Vegetables ' 121.0 939 177.7 192.4 165.7 185.3
Other Primary Preducts 4520 320.7 507.5 498.8 381.2 2920

Agricoliural Manufactures) 2951.0 | 2,597.0 | 46639 | 49274 | 4382271 49288
By-products of Food Industrics 413.0 5152 L1998 | 1,270.0 | §,4558 | 14560

Fats and Qils 524.0 9928 1 LISV3 | 1,220 | 13,1038 ] 10785
Meat ’ 966.0 39771 8132 8020 1723 7419
Furs and Leather 720 2939 488.0 S13.6 ] 4612 6178
Processed Fish and Shellfish B.O 4.5 154 246.2 2334 274

Other Agricultural Manufactures 668.0 -392.9 936.2 184.5 "194.2 757.2
Endustrial Manufaclures 1,596.0 1,548.2 | 3,364.3 | 29835 | 2,743.1 | 36655

Machinery and Electrical 317.0 268.3 485.7 S61.9 301.8 7527
Machinery and Devices : _ : . : -
Transport Equipment 174.0 236.2 223.1 266.3 389.6 7182
Common Metals and 31301 ..508.3 | 1.163.3 9124 626.2 696.8
their Manufactures ' ‘ 1
Chenicals 3170 219.2 5225 503.7 5189 5585
Textiles and Clothing S 66.0 49.7 2125 147.9 IV27 ] 1646
Other Industrial Manufactores 404.0 199.7 757.2 591.3 588.9 114.7
Fuels and Energy - - 280.0 566.1 985.2 165.7 924.0 ] 1,224.1
Total ' 8,021.0 | 8390 I? ”ﬁ.’! 5 111,977.8 |12,234.9 113.0904 |-

Source: INDEC, :\rgenuna
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In primary product exports for the period of 1990-1993, cereals ranked first with
an increase of 6% for the period (Table 3.4.4). Oilsceds ranked second, though their
exporls decreased in 1993, Unprocessed fish and shellfish showed a significant increase
of 45%. Tresh vegetables and fruits wete also important among primary products
thioughout the period.

1n MOA expoits for the period of 1990-1993, the most important were fats and
oils and by-products of food industrics (e.g., soybean pellets). They were followed by
meat, which decreased by 14% for the period, and then by processed fish and shellfish,
which has been exhibiting a remarkable increase in recent years, Exports of furs and |
leather also showed an important growth of 27% in 1990-1993,

In MOI jexpor!s for the period of 1990-1993, the most important category was
machihery and electrical inachinery and devices, which increased by 55%. Transport
cquip111'cnl"rccorded even greater growth, i.e., 222%. Common metals and ifs
manufacm;es decreased by 40_% while chemical products increased by 7%. Texliles and
clothing decreased by 23%. ' |

(2) Tinport

Argcnlinfu’s imporis showed a decreasing tendency in the first half of the 1980s
and were .stagnan_t in the latter half of the decade (Tabte 3.4.5). In 1991, however,
imports started to increase and doubled between 1991 and 1993, i.c., from USS$ 8,275
million to US$ 16,786 million. Among imports for the period of 1980-1993,
intermediate goods ranked first, foltowed by capital goods, consumer goods, or parts and
accessories for capital goods, 'dcpcnding on the year (Table 3.4.6). In 1993, intermediate
goods accounted for 30% in tolal .imporls, capital goods for 25%, consumer goods for
21%, and pansgrarh_d accessories for capital goods for 17%.

Table 3.4.5 Growth of Imports by Economic Use, 1980-1993

Type of Good Average anhual change (%6) US$ miltion
1980-85 | 1985-90 1991 . 1992 1993 1993
Consunier Godds 350 6.8 3588 111.7 100 3,527
Interimediate Goods -14.0 4.0 65.2 8.7 68.3 5.066
Capital Goods -21.3 -2.0 125.6 115.7 330 4,115
Parts and Accessories for -10.5 -0.8 79.0 109.5 8.4 2,809
Capital Goods - o .
Fuels o BT SO B N | 43.0 -8.0 -7.2 386
Passenger Vehicles . _ -61.6 43.0 | -158.3 292.6 AN E 849
Total -184 1.3 103.0 79.7 129 16,786

Source: INDEC, Argeatina
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Table 3.4.6 Imports by Economic Use, 1980-1993

Type of Good 1980 1985 1990 1991 1992 1993

Consumer Goods 19.5 6.2 8.1 133 21.6 21.0
Intermediate Goods : 342 44.5 5081 413 . 319 30.2
Capital Goods 220 18.4 15.6 173 20.8 24.5
Parts and Accessories for 11.9 188] = 169 14.9 17.4 16.7
Capital Goods .
Fuels 93 12.0 7.7 5.5 2.8 23
Passenger Vehicles 2.3 0.} 0.3 2.4 5.3 AN
Total (%) 100.0 100.0 100.0 100.0 100.0 A00.0
(US$ million} 1 10,541.00 3.814.0] 4,076.7] 827540 t4.871.4] 16,7860

- Source: INDEC, Argentina

{3) Trading partners

Argentina's trading partners subslanlia]ly' chahgéd in the carly 1990s. In the
1980s the two main destinations for Argentine expoits were EU and the U.S.A. (Table
3.47). In 1993, while EU as a group still accounted for 28% (US$3 650 mllllon) in
total exports, MERCOSUR bcmmc the most unpont'mt desimahon with a share of 28%
(US$3,661 million). Ona counlry basis, Braul was a smgle largest buyer of Argeunnc
producH (21%), followed by the U.S.A (30%). The growth of exports 1o MERCOSUR
countries is striking when compared to their shares of 14% in 1980 and 8% in 1985. The
shares of EU and NAFTA in total exports have tended (o decrease since 1990,

Table 3.4.7 Major Destinations of Argentine Exports -

, -~ (USS million )
Country 1980 1585 1690 1991 1992 . - 1993
MERCOSUR 1,136.7 667.5 1,832.7 1,977.1 23269 | . 3066101
Brazil -~ 765.0 496.3 1,422.7 1,488.5 1,671.3 2,790.5
NAFTA 839.6 1,318.7 - 20678 1,516.7 1.638.4 1.556.8
1.5.A, 696.0 1,003.5 1,665.0 1,210.0_ 1,349.4 1,273.4
EU : 2.426.5 2,040.9 3,743.6 -3,956.2 38194 3,650.2-.
Netherfands n.a. 856.3 1,374.6 1,328.3 1,212.0 1,270.5
Germany na. 3056 | - 65038 731.7 7306 |- 6238
ftaly . n.a. 3006 |- 5232 573.9 524.7 | . 505.1
Chile n.a. 111 462.3 487.7 580.9 590.8
Total 3,021.0 8.396.0 12,352.5 11,9728 | 12,2349 13,0904

Source: INDEC, Argentina.

In exports to MERCOSUR in 1993, MOIs occupied 43%, primary products 25%,
and fucls 18%, whereas MOAs had the largest share (§3%) in cxporis to BU. The
distinctive composition of exports to MERCOSUR can be explained by the increased
complementary production at intra-industaial and intra-firm lévels among the mémber '
countries, especially between Argentina and Brazil. Expoits to NAFTA conSISted mainly
of MOAs (4!%) and MOls (40%) in 1993.

MERCOSUR also became the most important supplier of goods to Argentina m
1992. In total imporis, 25% (US$4,214 million) came from MERCOSUR, another 25%
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(US$4,184 million) from NAFTA, and 20% from EU in 1993, as compared to their
sharcs of 12%, 24%, and 30% in 1980, respectively {Table 3.4.8). In 1993 major items
imported from MERCOSUR are intermediate goods (36% in total imports), parts and
accessories for capital goods (22%), consumer goods (17%), and capital goods (13%).
Imports from NAFTA and EU consisted mainly of intermediate goods, capital goods, and
parts and accessories for capilal goods, which altogether accounted for 80% in impoits

from the respective regions.

Table 3.4.8 Major Suppliers of Argentine lmporis

. {USS million)
Countty 1980 1985 1990 1991 1992 1993

MERCOSUR - 1,304.7 6976 |- 875.2 1,804.4 37547 4,213.6
Bzt 1,672.3 6115 | 1179 15263 | 33388 | 35699
NAFTA 2,544.0 780.0 | 10012 2,073.0 3.496.5 4,183.6
| US.A. 2,362.5 685.0 861.5 1.865.2 | 32263 | 3.8586
EU 3,1329 1,068.3 1,147.9 2,033.2 36334 3.436.2
Germany " na na. 350.0 729.4 1,083.4 1,023.5
Taly na. n.a. 2020 - 356.4 760.5 980.7

| . France n.a. n.a. 144.0° 2550 57138 738.7
Chile ni.a. n.a. 112.0 381.4 645.8 706.0
Total 10,541.0 38140 4.076.7 8,2715.4 14,871 .8 16,786.0

Source: lNDEC, Argentina,

Table 3.4.9 shows trade balances with major trading paitners in recent years,

Table 3.4.9 Trade with Major Reglons and Countries

Region/ . Exports Imports Balance
Country Us$ mithion Change (%) US$ million Change (%) US$ million
- 19%2 1993 1993/92 1992, 1993 | 1993/92 1992 1993

ALADI 3917.6]1 52624 343 49813 54342 9.4 -1,063.7 -171.8
EY “37208| 3,650.2 20| 3.633.0] 3,858%6 6.2 96.8 -208.4
NAFTA 1,6388| 1,553 -50] 34965] 4.183.0 19.7] -1,857.7] -2,626.38
Japan 375.0 466.8 24.5 697.2 668.5 4.1 -3222 -201.7
Others 2,573.71 21542 -16.3)1 2.063.8] 26411 28.0 509.9 -486.9
Total 12,234.9] 13,0904 7.0 14,871.8] 16,786.0 12.9] -2,6369] -3,695.6]

Sovrce: INDEC, Argentina.

In 1993 the trade balance with ALADI was still negative, though the deficit
dectined sharply from the pervious year's US$1,064 million to US$172 million. The
reduclion in the deficit was primarily generated by significant improvement in Argentina’s
trade balance with Brazil. In 1993 Brazit occupied 53% in Argeatina's total exports to
ALADI and 66% of its totat imports from ALADI. |

In 1993 the trade balance with EU turned to be negative (US$491 million) with a
2% .decl_inegin Argentine exports to EU and a 6% increase in Argentine impoits from BU.
‘The decline in e’:kports to EU was the most noticeable in the pﬁ_nmr}‘ product sector, ic.,
-8% from 1992. o
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In 1993 Argentine exporis to NAFTA decreased by 5% while imports increased
by 20%, resulting in a deficit of US$2 6 billion,

(4) Trade with East Asia

Exports to East Asian countrics are still small while imports from those countrics
are rapidly growing in recent years (Table 3.4.10). Argentina’s imports from nine East
Asian countries (Japan, Korea, China, Hong Kong, Taiwan, Singapore, Malaysia, '
Indonesia, and Thailand) increased {rom US$325 mitlion in 1990 to US$2,348 million in
1993 but exports to these countries remained virtually unchanged around US$1,4_00 o
million for the same period. Japan accounted for around 4% both in total éxports and in
total imports and Korea 3% in imports but less than 1% in exports.

Table 3.4.10 Trade with East Asian Counlries

_ Exports (US$ million) Share in lotal exports (%)
1990 1991 1992 |. 1993 1990 1991 1992 1993 .
Japan 394.9 453.5 375.0 46681 32| 38 3.1 16
Korea 50.9 65.3 81.6 491 0.4 I X 0.7 04
Taiwan . 479 72.5 87.5 771 0.4 0.6 0.7 0.6
China 241.0 241.5 128.3 163.3 2.0 2.1 11 12
Singapore 40.4 547 66.8 i34 0.3 0.5 0.6 0.3
Indonesia 9238 579 80.2 74.0 08 0.5 0.7 0.6
Malaysia 125.8 574 61.4 734 1.0 0.5 0.5 0.6
Thaitand 823 hE R 24.2 29.0 07 - 0.5 0.2 0.2
Hong Kong 59.7 74t 106.1 155.8 0.5 0.6 0.9 1.2
Total 1,384 | 1,504.2 | 1,323.5 | 14109 11.3 12,5 10.8 10.8
: [mports (US$ million) Share in total imports (%)
1330 1991 1992 1993 1990 | - 1991 1992 l991
Japan 132.8 3913 697.2 668.7 i3 43 4.7 4.0
Korea . T58 207.8 467.5 528.0 1.9 2.5 11 32
Talwan 146 79.0 1824 187.7 0.4 5.0 1.2 bl
China §2.1 554 170.4 214.8 0.3 0.7 1.2 1.3
Singapore 45.3 60.9 1674 | 200.7 11 0.7 1.1 1.2
Indonesia ' 0.6 0.6 142 26.3 - 00 c.1 0.1 0.2
Malaysia 28 4.1 .58 13.3 0.1 0.1 0.0 0.1
Thaifand 0.1 2.4 10.2 225 001 00 0.1 0.1
Hong Kong 13.7 101.2 2725 | 3882 0.3 1.2] 1.8 2.3
Total 3247 948.6 | 2,105.8 | 2,347.7 8.0 11.5 14. 14.0
Trade Balance (US$ million) : Share in total deficit (%}
1990 1991 -1 1992 1993 | 19%0 1991 1992 | 1593
Tapan 262.2 602 { 3222 | -20t9 . b 122 5.5
Komes - 250 | <1425 23859 | -4789- S . 4.6 131
Taiwan 334 6.4 949 | -1106 . 36]. . 30
China 2289 192.1 -42.1 -51.6 1.6 14
Singapore -4.9 62| -1006 | -1622 . .. 381 - 44
Indonesia 92.2 2.1 65.9 47.6 ..
Malaysia 123.0 534 55.6 £0.1
Thailand 82.2 51.7 1411 - 65 .. SRRV INCR B .
Hong Kong 46.0 270 ) 16631 -2324 . .. _ 4.5 6.3
Total 1,073.7 5526 | -7823 ] 936811 L 2071 256

Note: “.." indicates “not applicable” due to no overall trade deficit (| e, in I990 and 1991) or no trade. .
deﬁcn with the particular countey. .
Source: INDEC, Argentina,
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