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lmposts from East Asian countrics were mainly industrial manofactures such as
machinery, electrical machinery and devices (including electronics), and transport
cquipment (inctuding automobiles), while major exports were primary products (e.g.,
cercals, oilsceds, etc.), MOAs (c.g., by-products of food industries, fats and oils,
leather, etc.), and MOls (e.g., seamless pipe and unwrought aluminwm).

‘The trade balanceé with Eat Asian countries turned from a surplus of US$ 553
million in 1991 to a deficit of USS 782 miltion in 1992 (Table 3.4.10). Duetoa
remarkable increase of impoits of industrial manufactures, the deficit with East Asian
countries (Korea, Hong Kong, lapan, Singapore, and Taiwan in this order) represented
more than one-fourth of Argentina's total deficit both in 1992 (30%) and in {993 (26%).

3.4.1.2 Regional trade and MERCOSUR
(1) Institufional aspects of MERCOSUR

a. Common external tariffs and other issues

During 1993, common external tariff issues almost reached a conclusion. In
January 1994, the declaration of Colonia accelerated the preparatory work for the
formation of MERCOSUR and by June 1994, each member country had submitted a
conumon tariff list. In October 1994, they coordinated the lists with exceptional lists for
the commencement of MERCOSUR on January 1, 1995, The most disputed items were
reported to be chemica!s. petrocheicals, capital goods, and informative goods. Other
tasks such as customs coordination and consuiner protection were also in progress.

_ Ih August 1'994_, the Presidents of Argentina, Brazil, Paraguay, and Uruguay
succeeded in building a consensus on the following issues:
1y Common tariffs towards the third countries (TEC)
. 2) The rules of origin ‘
'3) Free trade zones in the four countries
4) Foreign investment protection policy in the region

5) Export incentives in the region and others
6} MERCOSUR Trade Commission (MTC)

MTC was created in August 1994 by the decision of the Council of Ministers No.
9/94 in order to deal with all teade-related matlers and trade relations with the third
countries. MTC started working in February 1995 and formed a series of technical
committees on agreement issues like common external taniffs, the rules of origin, non-
tariff barriers, unfair trade practices, bompelilion policy, etc.

In December 1994, the MERCOSUR Council of Ministees et in Quro Preto,
Brazil, and adopted a series of decisions related to the implementation of the Cusloms
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Union beginning Janvary 1, 1995 and different measures corresponding to the Common
’l‘radc policy. The following is a brief resume of the main resuits of this meeting.

1)

2)

3)

4

Comimon External Tad (¥ (TEC)

The tariff schedule to be applied to trade with the rest of 1he world comprises
approximately 8,500 tariff items and became effective January 1, 1995, Tariff
levels range from 0 to 20% for a number of tariff items equivalent to 85% of the
total trade of the MERCOSUR countrics. -

There are a number of exceptions to the TEC for which each country can continue

~ with the application of national tariff levels during 6 years. These tasiff iteims will

converge to the tanfl level corresponding to the TEC by January 1, 2001,

There are also some tariff items covering a series of sensitive products of each
country for which it has been '\uthonz;ed the 'lppllcanon of positive tariff lcvcls 1o
the intra-MERCOSUR teade. ‘

The C‘lpl(ﬂl goods tariff level has been established at 149 and is to be reached in
the year 2001, starting from the national taciff levels com,spondmg to cach

" member country of MERCOSUR. The informatics and telecommunications

goods tariff level has been established at 16% to be reached in thc ycar 20(}6
starting from national tariff levels existing in 1994.

The exceptional lists: The exceptional tists will be effective from January 21,
1995. The impott tariffs of each country are to be app!icd to these items and will
be decreased gradually to 0%. The numbers of exceptional items for each country
are 231 for Argentina, 186 for Brazil, 212 for Uruguay, and 253 for Paraguay.
Somne priacipal product categories included in the exceptional lists are chemicals
and petrochemicals, iron and steel, paper, and shees for Arg'eminh and chemicals
and petrochemicals, foodstuffs, textile, construction materials, cleaning products
and cosmetics, leather goods, and wood produéls for Brazil.

The common rules for automobiles: The four countries will prepare a proposal
for the comimon rules of autemobiles and parts for free trade in MERCOSUR by
June 1995. The common rules will be effective at the beginning of 2000.

The rules of origin: ‘The products under this rule ate subject to 50% of added

values and the percentage will be converged geadually to 60% by 2000. Specific -
requirenients are applied to chemicals, telecommunications, some products of iron
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and steel. For the informative goods, the general rule will be applied by the end
of January 1995, ‘

There is a project of an agreement on agriculture in MERCOSUR that has been
discussed among the four countries. The bases of the agreement are the GATT rulcs as
approved in the Uruguay Round. However, some differences subsist among the member
countries regarding production subsidies minimum authorized level and suppoit measures
a country can apply without affecting competing production in the others.

b. MERCOSUR-related business strategies

It has been revealed that interest by Brazilian firms in MERCOSUR is growing
(Bielshowsky, 1993). 35% of domestic-capital companics and 38% of mulii-national
companies surveyed indicated that MERCOSUR was one of the five most influential
factors in miaking strategical decisions, exceeding the importance of unilateral trade
liberalization. In addilion, 41% of the companies, both domestic and mulii-national,
indicated MERCOSUR as one of the two most significant export markets, considering the
regional market the most important for Brazilian exporters over traditional markets such
as the U.S.A. and EU.

With their growing intercst in the economic integralion, companics in the region
have been fast developing new business initiatives. Those companics set up policies
rﬁgarding marketing, production, the purchase of materials, and the hiring of fabor based
on the new conditions provided by the expandéd economic area. A larger number of
MERCOSUR-related business initiatives have been taken in the last two years.

“There are mainly three types of initéatives which have impacts on production: |)
agreements for productive complementation at inter- or intra-finn levels; 2) investiment
aimed at the expanded market; and 3) transfer of capital stocks. Initialives implying some
forms of compt_elhcnlary production agreement by companies operating in both countiies
have been predominant. Multi-national companies with subsidiaries in Argentina and
Brazit, especia’lly. those operating in the motor-vehicte sector, have pionecred these
activities not only through strategies for specialization by subsidiaries but also through
agrecinents with other companies. Complenentation between domestic-capital compantes
in both countries has been centered on the manufacturing of consumer goods and
intermediate goods.

Sectors producing consumer goods are involved in a considerable number of

agreements of the first kind, while the automobile and agriculture iachinery industrics
and some sectors manufacluring input materials are operating more actively based on the

145



Vol. 1 (Chapter 3) <External Trade>

second strategy. Commicrcial agreements are concentrated in the consumer goods sector.
Therse have been a targe number of delivery agreements under which an Asgentine
company distributes the products of a Brazilian partner and/or vice-versa, using its own
sales channels, Such agreements seeim to be "pro-cyctical.” In other words, the size and
direction of tsade Mows that they generate are sensitive to the macro-economic
configurations of respective countries, as shown in the larger trade flow from Brazil to
Argentina between 1991 and 1993.

There are fewer examples of investment on new plants taking account of or
associated with the creation of MERCOSUR. In addition to the initiatives taken by multi-
national companies, such investiment can be seen maihly in the sectors of motor vehicles,
metallurgy, and beverages. [t is still hard to esiimate the full impacts of investment of this
kind on employment, production, and trade.

MERCOSUR has also had a favorable effect on sectors using agricultural
resources, as seen in the production of textiles and footwear. In foodstuffs, the enlarged
market and an increase in consumers of products using more manufactured inpuis and
thus with higher prices have stimulated intra-firm trade and investment flows at the
regional level.

The most important change in the industrial reasoning by firms Jocated in
Argentina can be seen in those companies with new strategies for globalization. Although
the strategies of these companies continue to be centered around the MERCOSUR
market, subsidiary strategies have been substantially modified. The goods they sell on
the domestic market are increasingly provided from abroad or produced by asseinbling
imported components. Industeal production is adjusted to the manufactuting of a small
range of goods or components for intra-firm trade. tn nany cases, production takes place
in recently installed plants using technologies close to the highest international standards.

A recent survey indicates that there have been over 200 new investment projecis,
including joint ventures, M&A's, technical tic-ups, and marketing agreements, between
Argentina and Brazil since 1985, These projects are considered to have been stimulated
by new opportunities provided by MERCOSUR. A substantial part of these investments
have entered into the manufacturing seclor in contrast with investments from other .
regions and about a quarter is related to the service sector. :

Sectors with a larger proportion of production agreements are food and

beverages, automobiles, construction, fertilizers, agricultural machincry and equipment,
construction materials, electrical maledials; metallurgy, chemicals and petrochemicals,
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steel, and plastics. Among the companies involved, some fifty are multi-nationals which
are located in either country or in both countries and belong mainly to the sectors of food
and beverages, automaobiles, auto parts, houschold appliances, agricultural machinery,
electrical materials, plastics, chemicals, and textile.

Sectors in which commercial agreements are predominant are auto parts,
household appliances, oil and gas, and non-ferrous metals. The presence of multi-
national companigs is limited in the service seclor. In the sectors of banking,
communications, advertising, ihsumncc, and transportation, the agreements of providing
services by companies in both countrics exceeded those unilateral. In the sectors of
encrgy, business services, and supermarkets, niost of the agreements are related (o
services to be provided by Brazilian companies. In information technology, where the
number of bilatesal supply agrecinents is equal to that of unilateral ones, the Argentine
side will provide more services to Brazil.

(2) Recent trade within MERCOSUR

Intra-MERCOSUR trade has increased since 1990. In 1993, trade within
MERCOSUR reached US$10 billion, in which bilateral trade between Argentina and |
Brazil occupied 63% (Table 3.1.11-(2)). The share of MERCOSUR in world trade also
inceeased from 9.9% in 1990 to 18.6% in 1993. Paraguay and Uraguay are relatively
more dependent on MERCOSUR markets; around 40% of their cxports go to
MERCOSUR as comp’trcd to Argentina's 28% and Brazil 's 14% in 1993.

Table J401-(1) Trade “alhm MERCOSUR, 1992

. {US$ mitlion)
Origin _ Destination :
Argentina Brazil Paraguay Uruguay Total %

Argentina o - 1,721.0 . 2560 380.0 2.351.0 32.2)
Brazil | . 3,040.0 - - 5430 514.0 4,097.0 (56.0)
Paraguay 64.1 187.0 - 10.8 2619 (1.6}
Uruguay 250.0 3410 8.6 - 599.6 (8.2)
Total . 3,354.1 ©2,249.0 - 807.6 904.8 7,315.5 (100.0)
% . {45.8) {30.1) {1:.0) (12.4) {100.0)
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Table 3.4.11-(2)

Tra_de within MERCOSUR, 1993

__{USS$ millien)

Origin Destination
: ‘Argenting Brazi! Paraguay Uniguay Total %

Argentina - 2633.0 3jo4.0 455.1 3,392.5 34.0) |
Brazil 36610 - 261.0 175.0 §,197.0 {(54.1)
Paraguray 64.9 2730 - 1.2 345.1 (3.5}
Uruguay 402.3 429.0 12,3 , - 843.6 (8.5}
Total - 4,1282 3,335.0 1,2717.7 1,237.3 9,978.2 {100.0}
% (41.3) {33.4) (12.8) - (12.4)

Source: INDEC, Ar

gentina.

(100.0)

3) Clﬁle's External economic refatlionships

a. Balanced {rade with principat regions _

Recent Chilean trade relationships with principal regions, i.¢., Asia, Notth
America, EU, and MERCOSUR, are well batanced. This is not a result of government
intervention but rather due to Chile's cconomic characteristics, geographical condition,
and trade items. Chile's balanced trade relationships have an impact on its strategy
towards external cconomic relationships, particularly in terms of regional economic
integration, such as NAFTA, MERCOSUR, APEC, and EU. The idea of "open
regionalism" reflects Chiles specific extesnal econommic situation.

Duri ng the pcﬁod of 1990-1991, important buyers of Chilean goods were the
U.S.A. and Japan, which accounted for 17.4% and 17.2% of Chile's total exports,
respectively. Between 1994 and 1993, Chilean cxporls to MERCOSUR grew by 41%,
and MERCOSUR's share in Chile's total exports reached a record high of 12% in 1993,

b. Chilean trade with Argenfina :

Chilean exports to Argentina have traditionally been concentrated in a few
producls bul diversification has taken place in recent years. Until the 1990s, over 70% of
these exports fell into only five categories, i.c., copper, waod, paper, books, magazines
and newspapers, and auto parts and spares, reflecting the global pattemn of Chilean sales.
Currently, those products have a smaller share (less than 50%) andlsighiﬁcant growth ha's
been recorded in exports of a wider range of products. In particular, there has been
greater penetration by certain agricultural and agro-industrial products (e.g., livestock,
meat and offal, kiwi fruit, and fresh and canned apricots), chemical and petrochemical
products (polyethylene), and steel products (e.g., steel barrels, drums, and containers).

Argentine exports to Chile have been traditionatly more diversified with a larger

share of industrial products. Argenline sales in the Chilean market covers soine 3,500 _
products, white Chilean exports to Argentina include around 600 products. Afthough the
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steucture of these exports has been hi ghly unstable since the 1980s due to strong swings
in relative prices and in the level of domestic demand in Argentina,

Major Chilean imports from Argentina in 1993 were soybean oil (46.8), gas oil
and diesel oil (26.0), sunflower oil (20.5), pork {(19.2), auto parts and accessorics
(13.8), and aluminum (12,1). Major Chilean exports to Argentina were cathodes and
sections of cathodes of copper refined (55.7), change-gear boxes (36.7), newspaper and
periodical publications (29.7), vehicles of more than 1500 c.c. (24.8), vehicles of more
than 1000 ¢.c. (19.5), trucks of 500 k to 2000 k (17.0), other refined copper ( I6.9)', and
papei for newspaper (13.3).” The numbers in pareatheses are trade values in US$
million. Vehicles and (rucks are exported by GM (Chite) and change-gear boxes by
Renault (Chile) to Renault (Argentina).

¢. Chile's relationships with MERCOSUR

Al the meeting held in October 1994, each MERCOSUR country and Chite agreed
to complete free trade agreements in ten years. Liberalization on the basis of existing
preferences was also negotiated. Chile asked for special treatment for the rest of ALADI
countries in the form of a comprehensive agreement covering trade in goods and services
and other issues like investment, chergy, mining, physical intcgralion, etc. Argentina
was interested in concluding an agreement linking trade preferences to compromises and
obhgahons on other issues.

MERCOS UR agreed to ex(end bilateral pmfcrentni '1grc,emenls that have to be re-
negotiated in order to adapt them to the new customs union and its common external
tariffs. The final date to conclude new free trade agreements is June 30, 1995 and a
decision will be made by Qctober 21, 1995,

Table 3.4.12 Chile’s Trade with MERCOSUR
(US$ million)

1991 1992 1993
_ Imports Exports Imports Expots Emporis Exporls
Argentina 553138 2574 633.6 461.6 33809 588.9
Brazil 697.6 447.6 806.2 4309 1,050.2 407.1
Paraguay 594 319 61.4 427 68.1 48.6
Uruguay 21.0 27.1 493 383 51.8 44.6

Source: Banco Cential de Chile.

A draft of the aé;r;:ements with Chile was discussed by MERCOSUR countries in
the meeting in November 1994. The main differences between MERCOSUR and Chile
were: 1) the time frame to achieve a free trade zone in goods and excepnons to free trade;
2) linkage between trade in goods and other issues; and 3) Chile's extension of any
benefit and preference it may obtain from other countries and regional integration
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schemes, such as NAFTA, to MERCOSUR. At the meeting, Chile was invited {o join
MERCOSUR but declined. Chile secks to make some soit of free trade agreement with |
MERCOSUR and to realize it in a shorter period than MERCOSUR has proposed but
dacs not wish to adopt the common extemal taff scheme.

d. Chile's relationships with APEC

Chile's participation in APEC was decided in November 1993 and its formal
pasticipation was actualized in the sumimit meeting held in Jakarta in November 1994,
Chile is focusing on the expansion of trade and investment with East Asian countries such
as Indonesia and Singapore and Australia, taking advantage of the summit meeting to
advance its bilateral negotiations. Chile's éxporls to APEC countries were US$4.7
billion {50% in its total exports) and imports were US$4.9 billion (45% in its total
imports) in 1993. APEC has become the biggest trading parl'ncr for Chile.

3.4.1.3 Trade policies and institutions

{1) Fxchange rate pohcy

The current exchange rate policy was instated by the Comemblhly Law issued in
April 1991, lts principle is that local currency must be fully backed by foreign reserves at
a fixed exchange rate of one peso per US. dollar. Foreign reserve include foreign '
currencies, gold, and pubtic bonds (up to 10% of the total) at the US dollar based market
price. This exchange rate policy has brought about a remarkable reduction of inflation
and the consequent econornic stabilization, ' .

(2) Custom tariff policy

In 1989 the goverament initiated a determincd process of unilateral reductions in
tariff and non-tariff barriers on imports. In November 1992, by Decree 1239/92, import
duty and export reimbursciment were fixed at the same level, as a substantial part of the
reform of external trade. This was done in order to provide equal incentives to cxport to
import, and to production for the domestic market. Conscquenﬂy, nnpoﬂ tariffs were
silplificd and the maximum tariff was reduced to 20%, the minimum (o 0%, and the
average to 10% (Table 3.4.14). | o o

Table 3.4.13  lLmport Tarilfs in 1988 and 1992

[opoit Tariffs Up to 1988 1992
Maximum . 0% + 15% 20% + 10%
Minimum 2 Q% + 15% o D%
Average 39% | 10% + 1%
Produclion with the Ticense - 32% only partial
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In order to improve the trade balance, the custom T structure was reviewed
and the statistical tax was increased from 3% to 10%. Before 1989 export duty was
extensively applied bu, in effect, only a few products such as oilsceds and crude leather
were affected. The ratio of such duty to total exports signiﬁcanlly reduced from 31% in
1985 to 1.8% in the first half of 1992,

An only exception to the open trade policy is the regime for automobile industry,
in which import is controlled by a specific scheme (Decree No's 2677/91, 683194,
1179/94, and rclated resolutions). This regime establishes annual import quotas,
equivalent to 8%, 9%, and 10% of the local prodﬁclion for 1992, 1993, and 1994,
respectively. It permits the import of finished automobiles similar to those locally
manufactured with a tariff of 2% at a fixed ratio to their respective exports.

The custom taniff adopted by Argentina on January |, 1995 is the MERCOSUR
common external tariff described in 3.4.1.2 (1).

The main policy mieasures instituted during 1992-1993 are as follows.

1) The industrial restructuring and speciatization regime (Decree No's. 2641/92,
Resolution ex-sic No's 14/93,80/93, and 148/93 and Resolution M.E.P.W. No.
1449) was established for the purpose of generating productive specialization of
industries for the expansion of export activity. The measure to be applied is the
authorization of those industrics with a reduced taniff (2%) for the goods listed in
the same chapter in harmonized nomenclature. These industries are requested Lo
present an annual business program.

2) In May 1993, by Decree No. 937/93, the tadiff for imposted materials to be used in
the tocal production of capital goods was exempted and a 15% reimbursement
was applied to the sales of capital goods produced by local manufactusers, These
measures were taken in order to facititate the restructuring of those sectors by
adopting poiicies destined to reduce their costs and increase their competitiveness.

- By Resolution M.E.P.W. Ne. 501/93, 0% tariff and no statistical tax were

applied to imported capital goods. ‘At the same time, this decrec established the
reimbursement scheme (15%) and the financing scheme of BICE to facilitate the
expansion of export of small- and medium-sized enterprises as stated in (3).

In July 1993, by resolution No. M.E.P.W. 684/ 93, quantitative restrictions were

established on the import of certain paper products for a period of 18 months as a
safeguard measure. Such a measure is approved by Article 19 of the GATT General
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Agreement and has enabled a reasonable flow of import. Minimum specific import duty
was also established oi the import of textiles and clothing, which is to be effective untit
the end of 1995 as an only valid instrument against the price level of products irmported
fro:ﬁ certain countrics in Asia and East Europe. However, such restrictions, together
with the restrictions apptied to imported foed in November 1993, represent only 3% of -
Argentina’s total imports. '

{3) Export promotion

a. Tax incentives

Before 1990, tax incentives such as draw-back, temporary admission, and
reimbursement were provided to promote export. Since 1991, the reimbursement scheme
has had a sigaificant cconomnic influence in terms of the magnitude of transference of
funds to exporters.

In November 1992, by Deerce No. 1239/92, as stated in (2), a new export
mechanism was instated as a substantial part of the new trade policy to improve the real
exchange rate for export and to expand protection for local industries. This new
mechanism was structured by the concession of reimbursement on a scale identical to the
taniff applied to imported goods (2.5%, 5%, 10%, 12.5%, 15%, and 20% by type of
products). To fix the import tariff and the reimbursement for export at the same level
doss not mean 1o encourage import substitution but to create export incéntives in the
scheme relatively similar to that implemented in Chile.

b. Export finance

In August 1992, for the purpose of giving major liquidity and reducing running
costs for export activity, a financial support scheme for production for export as shown in
Table 3.4.14 was established in Argentine National Bank. '

Table 3,4.14 Credit Lin_e of Argeatine Naiional Bank

Measures Users Support Term lnterest
Prefinance : :
Agdiculture and Producers andl/or suppliersof | Up lo 90% of | Upto 180 days | Less than 0%
Fishery Sector goods and materials whoare | FOB value o - | per annum

to be final exporters

Industrial Sector | Manufacturers and/or suppliers | Up to 80% of | Capital goods: - | Less than 10%
of goods and materials who FOB value Up to ong year per annum
are to be final exporters ' " | Other goods: Up

to 180 days
Finance ' . B

Industrial Sector | Final exporters Up to 85% of | Capital goods: 12% per ansum
FOB value Up to four years | 13% per annum
Other goods: Up
to 1. § years

Note: Requires a guaranlee issued by first-class foreign banks or export credit insurance.
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- In March 1994, External Trade Investment Bank (BICE) put inlo operation a

- US$100 miltion credit line for sinall- and medium-sized enterprises. These funds are
intended for the export of new capital goods of Argenting origin, covering up to 85% of
the FOB value and the export of accessories and parts for capital goods covering up to
10% of the FOB value, The terms, amounts, and intcrest rates of BICE's finance are as
shown in Fable 3.4.15. This credit requires export credil insurance or the guarantee of a
foreign bank satisfactory to BICE.

Table 3.4.15  Financing Scheme of BICE

L Term Amount (US3) Annual interest
From 6 months to 2 years 20,000 1o 250,000 3%
over 2 years (o 3years 250,001 to 750,000 Y%
over 3 years to 5 years 750,001 10 2,500,000 : V0%

Under the three-year's promotion and development program for small-and
medivm-sized caterprise, the government provides another US$ 150 million credit line
with a discount of 4% annual effective interest for the expoit of capital goods by small-
and medium-sized enterprises. The maximum term is four years and the discounted -
interest is less than 12% per annum. This credit line is operated by Argentine commercial
banks under the supervision of BICE.

As for the export promotion scheme at the provincial level, there has been no
direct financing assistance for export due to fiscal restrictions, except the 7% -
reimbursement for goods shipped from Patagonian porls.

(4)' bcrégulation

Dercgulation Decree No. 2284/91 inslituted a wide range of joint measures in
different areas, among which those related to external trade are as follows.

1) Elimination of all quantitative and qualitative restrictions, including governmental
permission and intervention, on the export of goods and scrvices

2) Elimination of quantitative restrictions on the origin of the import of goods and
services, as well as any other prerequisites. Goods still subject to regulations are
foodstuffs, 'phmmcculica!s and automobiles.

3} Elimination of the law of cargo reserves by which goods transported by a national
flag vessel en_;oyed beneﬁis or tax t,xunptlon

The effects of deregutation related to external trade on the domestic cconomy are
evaluated as follows. ' '
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1) Improvement of the real cxchangc tate for expoit (belween 4% and 5%) by the
elimination of statistical tax (3%), tax directed to the National Fund of Marine
Meichant {2% of freight), and other refated taxes.

2} Reduction of indirect costs associated with external trade by snmphf ying customs
procedures ‘

- 3) A higher level of competition and consequent price-downs in the local markct by
the reduction of non-tariff b'mlus

In summary, the dercgulation policy has had significant effects, both direélly and
indirectly. In many cases, it permeated not only the economic agencies involvcd but also
€COnomic acnwtles for instance, in the form of a price reduction ofw;dely used industrial
materials.

(5) Supervising organizations and reglllatory f'ram'cworks

- The substantial modifications in the regulatory framework of external trade
accompanied a significant change in the configuration and roles of various orgammlmns,
institutions, and cconomic agencies. For example: -

1) The trade matters have been separated from the Secretariat of Industry and are
now under the competence of the Secretartat of Trade and Investment. .

2) Through the reform of the National Custom Administration (ANA), its function is
now concentrated on the application of tax nonns and tariffs, the control of
quantity and quality of goods, and infractions to customs codes {c. g prohlbltl ng
the trade of contraband such as drugs and anns}

- 3) Dissolution of regulatory erganizations such as the Nationat Grain Board the
National Meat Board, the National Forest Institute, the Maket of Fish
Concentration, the Argentine Corporation of Meat Products, the Regulatory
Commission of Production and Trade of Mate Tea, the National Dircction of
Sugaz, elc. |

Since 1993 new organizations, such as Teade and Invesiment Bank (BICE),
Investment Foundation (Fundacion Inverlir), and Export Foundation (Fundacion
Exportar), have been created. The fatter two organizations were established through
collaboration between the public and private sectors with the inifiatives of the Ministry of
Economy and Public Works and Services and the Ministry of Foreign Affairs,
respectively. ‘The need for these foundations is expected to grow in the near future, as
demonstrated by trade and investment promotion organizations in other counteies such as
AUSTRADE and PROCHILE. Though it mmay be too early to evaluate their activities, i
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seems to be necessary to strengthen them, particulardy for the expansion of export (o and
investtment from East Asia.

3.4.2 Issues

As discussed in 3.4.1.1, Argentina's trade balance turned 10 be negative in 1992

with a sharp increase in imports of capital goods as well as consumer goods and a
moderate increase in exports. This is duc mainly to the expansion of investment and
other economic activities under the comprehensive economic reform and outward-oriented

‘trade policies. Therefore, Argentina needs to take effective measures to increase expos
mor¢ rapidly lhah imports, as observed in the third quarter of 1994 for the first time since
the economic reform was initiated. For this purpose, the governnmient has been making
vigorous efforts to enhance the international compelitiveness of exportable products
through improving efﬁ.ciency and product quality. In the arca of extemal trade institution,
however, the Study Team considers that the following issues need to be further worked
on for the expansion of Argentine cxptnis, particutarly to East Asian markets.

(1) Strengthening institutional support for export expansion

As indicated in Chapter 4, East Asian markets have not been approached by
Argentina with s full s(renglh, compared to its competitors such as Australia and
Canada, especially in the fields of primary products and agriculture-based industaal
products. Argenline exporters, with some exceptions of inulti-national companies, have
made few attempis to increase their sales in Bast Asian markets. More instititional
support is deemed be desirable for establishing marketing networks in East Asia, which
have business custom and distribution channels largely different from those of Argentina,
or of markets more familiar to Argentinie exporters, e.g., Furope and the Americas.

It is necessary for the Argentine govermment 1o support Argentine traders, for
instance, by providing useful information on East Asian snarkets to Argentine suppliers,
as wel as on Argentine products and suppliers to East Asian potential buyerss. The
ngcmment, OF any public institution with a relevant mandate, can also conduct market
' studics, assist supplicrs to participate in international trade fairs and expositions, and
develop human resources for international lradihg activities.

In 1993, the governiment and private organizations concerned jointly established
Fundacion Bxportar and Fundacion Invetir for the promotion of export and investment.
However, their functions nced to be further sirengihened, quantitatively and qualitatively,
particularly for the purpose of increasing exports to and investment from East Asia. The
Sﬁtdy Team suggests that lhe'govcrnmcm shauld take the initiative in accomplishing this
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task. Itis worth studying the expericnces of public organizations for trade and
investment promotion in other countrics, e.g., JETRO (Japan}, AUSTRADRE (Australia),
PROCHILE (Chile) , MATRADE (Malaysia) and KOTRA (Korea). This issue is
proposed as Issue G-1 for the Phase 1 Study in Chapter 5.

(2) Expanding export finance, export insurance, and guarantee systems
for investment and finance .

In Argenting, there were not enough funds and means of export finance in the’
past. Although BICE was established and BNA has expanded its export credit lines,
operating capital and funds are not sufficient and the interest rate is still relatively high.
The government should also work for establishing efficient export insurance schemes and
a guarantec system of investiment and finance if it seeks to expand exports to East Asia.
Favorable credit terms for importers are often as important as product and price
competitiveness in winning an export contract . - The Afgentine commercial finance
market is often unable to match the terms provided by overseas competitoss because they
can arrange export finance on more favorable terms under government support.

An export insurance scheme must be established as soon as posSible to allow
banks to finance exporters and to cover exporters' risks adequately. Principal insurance
schemes required are: 1) general export insucance (coverage for exporters); 2) export bilk
insurance {coverage for banks); and 3) export finance insurance (coverage for banks).

The functions of Australia's Trade Commission (AUSTRADE) and Export
Finance and Insurance Corporation (EF{C), both of which are government agencies, can
be referred to in strengthening those of Export and Investment Foundations as welt as
BNA and BICE, padticularly for export promotion for East Asian markeis. Although
AUSTRADE is not a source of working capital for export, it administers grants and loans
on behalf of the Australian government with joint financial commitment from exporters.
Their various financial programs help qualified Austratian expoiters to open new overseas
markets, EFIC has becn helping for 40 years Australian exporters to win business by
praviding solutions te their payment risks and export finance, supporting the export of
around US$3.5 billion per annum to over 100 overseas markets. |

Argentine chambers and associations of commerce and industry also need to
change their traditional ways of lobbying for potential negotiations to beconte more
dynamic organizations by imroduéing new hardware and software into their own
business and to provide their member firms with information on intemational matkets and
know-how for increasing exports. In order to create such environments, cooperation
between public export promotion institutions and private organizations is very important,
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The "TANGO Project” is a good example of such a kind of cooperation. The project is
carried out by COPAL (Coordinadora de las Industrrias de Productos Alimenticios) in
close cooperation with JETRO with the purpose of increasing Argentine expoits of
processed foodstuffs such as wine, fruit juice, canned fruits and meat, processed
tomatoes, honey, pasta, etc. (o the Japancse market.

(3) Improving infrastructure for exporting primary products and MOAs

As stated in the summary and conclusions of Chapter 4, the East Asian study has
found that Argentina may have lost many opportunities to expand its exports to East Asia
due to insufficient export capacily including infrastructure such as loading/unloading,
storage and transport facilities for export. Particularly, it is important {o improve the
capacity and efficiency of the operations of these facilitics to compensate Argenting's
geographical handicap at peneteating East Asia markets. Stable and constant supply is
one of the most important factors for establishing Argentina as a lcading exporter to East
Asia.

In 2000-2030, Asian markets, China and India in particular, are expected to have
huge demand for agricultural products such as wheat, grain feed, meat, frozen fish, dairy
products, fruits, and vegetables. 1t is necessary for Argentina to improve infrasteucture
promptly through better coordination between public and private forces.
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3.5 Foreign Direct Investment (FDI)
-- Argentina, An Attractive Country for
Foreign Invesfors --

3.5.1 = The Present Siluation

In recent years remarkable FDI has been flowing into Argentina owing mainly to
the favorable macroeconomic environment, privatization programs, the debt-to-equity
conversion{ program, domestic market geowth and the regional economic integration of
MERCOSUR. Different from the period of the 1980s, Argentina has turned irito one of
the most attractive countries in Latin America for foreign investors. This section reviews
the recent development of FDI in Argentina and presents some policy measures to be
taken for investment promotion. Japancse FDI in Argentina is dealt with in Chapter 4.

3.5.1.1 Foreign direct investment in Argentina

~ Asdiscussed in Chapter 2, Argentina is clearly an outstanding casc in the region.
From about US$1 billion in 1988-89, FDI flows amounted to US$2.2 billion in $990-91]
to surpass US$ 4.2 bitlion in §992 and US$6.3 biltion in 1993 (Table 3.5.1).. The bulk
of such flows has been channeled into privatized enterprises although other sectors like
automobiles and autoparts and food processing have also reccived significant flows.

This phenomenal growth in FDU inflows might easily be intempreted as a positive
response of forcign investors to the deep structural reforms undertaken since 1990 by the
Menein administration. Economic reforms lez{ding to trade and foreign investment
liberalization and privatization of State enterprises jointly with the Brady Plan agreement
on the external debt might be seen as the main motivation forces behind the FIJ1 boom.

The ambitious and quick structural reforims program undectaken by the Argentine
government has been well received by foreign investors. One of its pillars, the
privatization of public enterprises, has attracted most FDI flows. Al the same time, trade
liberalization, both multilateral teade and within the MERCOSUR trade, has facilitated the
use of imported goods at reduced cost. '

Also the special regimé governing production and trade in the automotive sector
and the mining investment law have attracted a significant portion of recent foreign
investment flows, '
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Table 3.5.1 Argentina:  Forcign Direct Investment Inflows, 1980-93

. (US$ million)
Year Tolal FOI* with forcign debt- equity: Privatization
swip mechanism .
1980 730 0
1981 921 0
| 1982 257 0
1983 183 0
1634 269 0
1985 919 2194%
1986 574 0
1987 -19 0o -
1988 {,147 J71+k*
1982 1,028 0 :
1950 1,836 “918 . 1,531
1991 2439 20 1,974
1992 4,179 1,512 3,661
1993 6,305 3.088 5,718

Source: Azpiazu (1992) and Central Bank.

¥ Including privatization.

¥ This figure includes data from 1984 to §987.

k.

This figure includes data from 988 to 1989

The countries of origin and the sectoral composition of the recent FDI in

Argentina are shown in Tables 3.5.2 and 3.5.3. Since the official registry on FD) flows
was abolished in 1990, no accurate information is available on the magnitude of recent
flows and on their sectoral distribution. The lack of official statistical information has
been padially compensated with data from the privatization programs and from the recent

surveys about foreign firms’ aclivities, by private research instilute,

Table 3.52 Foreign Direct Investment
by Country of Origin, 1977-1989
Country of origin 1977 -11989
US$ 1,600 %
US.A. 1,510,911 439
ftaly 459 328 i34
Germany 283,387 8.2
France - ~ 276,054 8.0
Switzerland 148,760 4.3
Nethedands 146,107 4,2
Panama {17,010 34
Spain 109,277 3.2
Canada 72,580 2.1
Japan 68,442 2.0
Sweden 46,865 1.4
Uruguay - 42020 1.2
Luxembourg 28,866 0.8
Liechtenstein . 24,011 S 0.7
Qther countries 104,996 3.1
Total 3438614 100.0

Source; Azpiazu (1992).
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Regarding the country of origin of the FDI flows between 1977 and 1989, the
United States occupied its leading position.  The 1977-89 flows figures indicate a major
panicipalioﬁ of ltaly, Germany, and France. After 1990, although the United States still
occupied a leading position, FDI from Germany and Brazil occupied large share, FDI
from Chile has becn increasing year by year. (Table 3.5.3)

In the period 1984-89 FDI into oil and financial service scctors became less
significant. In contrast, other services increased their share in FDI flows. [In this period,
European investors Jost participation whereas investors based on tax-haven countrics like
Luxembourg and Liechtenstein gained share.

In recent years, joint ventures or techaical tie-ups between Brazilian and
Argentine companies have been increasing. Chilean investiments in Argentina are also
increasing, especially in those areas of woods, confectionery and supermarkets. The
acquisition of privatized firms by foreign investors in joint ventures with large domestic
conglomerates is another significant feature of recent FDI. Furthermore, the profits that
such companies have reinvested (especially in telecommunications) have been very
notable flows since 1991.

3.5.1.2 Privatization of state.owned companies

_ Argemma has been refemd to as one of the most successful cxamples of
privatization in L'um Amenm Since the enactment of law 23696 (“State Reform Law")
in 1989, the Government has set up the legal framework for restructuring the country's
economy through the privatization of state-owned companies. The National Airline |
{Acrolineas Argcnums) was one of the first public arcas to be privatized. The major
companies prlvallzcd under the framework of the state reform faw are as follows: Entel
{divided into Telecom and Telefonica); YPIF; Obras Sanitarias de la Nacidn, Gas del
Estado, Segba, and Agua y Energia Eléctrica. YPF was decided to be privatized by law
24145 of Sept. 1992. They have sold shares in the exploitation of central and secondary
petroleum areas to pnvale compqmcs and most of the shares of the company have now
been tumed over to the private sector. The total amount of sales accounted for US$3
Billion by the end of 1993, The pnvahmllon of YPI¥is considered as ground breaking,
because strategically unponam industrics are still in the hands of the state in other Latin
American counmes such as PEMEX of Mcxlco CODELCO of Chile.

The pnvahzahon of G'xs dcl Estado unplud the transfer to two gas carriers and

eight gas dlsmbutlon companies m the pmmtc sector. In electncnly, the privatization and
dereguhuon process was carried out lhrough the sepamlion of the g¢ ncmilon

lsl
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transmission and distribution markets. In both areas, ihe privatization mechanism an_d the
regulatory bodics were well designed and tariffs fixed in a more reasonable manner.
Since significant incentives were maintained to altract investors, many firms submilted
offers in the gas and electricity privatization programs. In some cases, the competition
ted to final offers by the potentiat participants higher than it was originally expected.

Another notable aspect of privdtization in Argentina was the use of debl-to-equily
swap. Since 1984 and until {989 three debl-to-cquily swaps programs were
implemented. Through these programs a total amount of US$ 590 million of FIDI was
accounted by foreign firms. More than half of the FDI came from United States firms,
followed by Italian, Swiss, Spanish and Brazilian investors. Despite some opeeational
differences, an explicit subsidy in the foreign debt to be capitalized was admitted by the
government in the three programs.

The first program was aimed at the conversion of the external private debt with
current exchange rate. Between 1984 and 1987 US$219.5 million were converted under
such program by foreign finms operating in Argentina. Near the whole amount was
directed to manufacturing firms, food, beverages and chemical products. The second
program was the conversion of external public debt on the basis of a discount on the
nominal value of the debt. Only greenfield investments or expansion of existing plants
were allowed and a mininum of fresh funds were required. The conversion was
essentially made by manufacturing firms, the most important one was cnlf:rprlses 1mng
autoparts and motor vehicles. The third program was the conversion of re-loans "on
lending” to the private sector. ' ' '

Many of those investments have been export oriented, remforcmg astr uc(ur’ll
change already scen since the mmid 1980s in the Argentine econoimy. In wuv of the
stagnation of the domestic market and the favorable real cxchange rate, m‘my firms,
including affiliates of Trans Nalional Cbmpanics (TNCs) in the Argeutinérnianufadurin'g
sector increased their export. The trend was clearly seen in intermediate goods (e.g. |
steel, aluminum, pulp and petrochcmlcais) whert, a number of plants have achieved scale -
economies and in the processing of agricultural raw m'uermls (eg. vegelable oils).

During I990-1992, it is estimated that debt swapping for US$ 18.3 billion at facc
value (US$ 1 1.3 billion at market value) was used for prival;:mtio'n. “These govenent
debt swap operations contributed to the dectease of the external debt and its interest
paymcms, and meanwhile promoted the FDI. As a matter of fact, lhrough the
privatization process, many f’lmous fomgn comp'\nles like lBFRIA TELEF()NICA DE
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ESPANA, STET, FRANCE TELECOM, USIMINAS and so on made investment in
Argentina.

It should be noted also that the privatization program contributed to improve the
fiscal balance of the government through exteaordinary income.

3.5.1.3 Recent FDI into the manufacturing sector

_ Bestdcs FDI into _privalized firms, FDI flows in the 1990s have mainly been

~ channeled into automobiles, ﬂlllop'\né food and beverages within the manufacturing
sector. Among services, distribution chains and hotels have been the main destination of
EDL. Oil and mining have attracted FDI into exteactive snduslm,s while '1gncullurt, has
also received some P,

In batance of p'lyment statistics, profit reinvestment has continued as the main
source of FDI while fresh funds have been relatively unimportant. Nonetheless, itis
clear that many new comess have entered into the FDI picture, as is the casc in privatized
firms, and that takeovers are the main mechanisim used by foreigners to enter into the
Argenline markel.

With the FDI boom in the 1990's, the share of foreign firms in the total sales of
the 500 leading manufactusing enterprises in Argentina has sharply incrcased between
1990 and 1992 and it is remarkable the growing share of foreign firms among (he large
firms (T'lble 3.5.4). Most of this change results from the performance of food and
bcvcrages where significant FDI flows have been channeled. Although the global
market share of forugn firms in the automobile sector has been reduced between 1990
and 1993 due to the sale of the foreign owned stock to domestic investors, forcign firms
still remain as a important component of the market share.

Affiliates of TNCs are mainly oriented to the internal market, such as branded
food goods, cigareltés, non alcoholic beﬁrcragcs, detergents and cleaning products. In
contrast, in export oriented sectors such as vegelable oil and steel products, foreign firms
have little participation. Sates by TNCs are concentrated in food, beverages and tobacco.
Following those sectors, autoparts and motor vehicles, chemicals and petrocheinicals, oil
and refined oil, electronics and telecommunications and cleaning articles and cosmetics
are the sectors in which foreign firms are playing an imporiant role, though with different
relative weight to exports and to sales. Nearly 83% of the sales and 90% of the exports
effected by forcign enterprises in Argentina arc in the manufacturing sectors.
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Exports of some manufacturing sectors ace completely dominated by forcign
firms. This is the case of clectronics and telecommunications, photographic material;
glass and agricultural maci‘;inery including tractors. In these sectors, TNCs also have a
leading position in sales, though only in one case they account for the sales of the whole
sector (photographic material}.

In asituation in which many foreign affiliates take advantage of the MERCOSUR
to increase their trade coefficients and rationalize their activitics to become more efficient,
some globalization/regionalization sirategics are gaining importance. Although these
strategies have been implementcd in the past by the local aftitiate of IBM and in the truck
production facilities owned by Saab Scania of Sweden, they are the current rcstmcwnug
strategies of the autoparts, aulomobllc tire and industrial machinery sector. '

These emerging specialization patterns have been reinforced by the regulatory
framework goverhing production and trade in the automobile and autoparis sector and the
bitateral trade agreements in force with Brazil. Since 1991, local produétion of motor
vehicles has been protected from competitive imports through quotas and established auto
makers can import vehicles at a' far more reduced taciff than the general tariff for imports
within the quota. At the same time in spite of the decrease of the percentage of the '
regional conteats, the firms are obliged to generate exports -in which finished vehicles
have a higher premium than autoparts- to be able to compensate the totat imporls. The
regime is vatid until 1999, when the GATT rules should be applied.

At the same time, a bilateral automotive trade agreement is in force in the context .
of MERCOSUR. Quotas for cxchmiging moter vehicles and autopmé without paying
any tariff have been agreed, Each cntcrpnse has submitted a mid term program to be ablc:
to fulfill the agreement.

This framework has proved to foster investments by existing firms and to attract
firms that left the country before like General Motors and new comers like Toyota,
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TFable 3.5.3 The 500 Largest Firms' Sales in Argentina

{US$ million and %)
Alll enterprises 1960 1991 1992
toreign  Total % Foreign  Total % Foreign Total %
firms foreign within | firms  forcign  within § firms  foreign  within
(oumbery  firms’  stratum { {number) © firms®  stratum {(number)  firms”  stratum
sales sales sales
The first 10th .5 4303 3715 7T 8242 36.2 7 9,189 56.1
" S50th 19 - 7484 36.1 20 12,611 43.6 21 . 14402 459
" 100th 38 . 9208 36.5 3 14,531 42.3 38 16,960 44.0
" 200th 70 10,817 3640 67 16,750 44.4 13 19,587 42.7
" 300th 89 15,297 348 96 17914 40.0 108 21,027 - 420
" 400th 107 11,586 34.0 116 18,453 38.0 131 21,632 44.4
" 500th 116 11,670 33.6 130 18,674 382 143 21,813 40.2
Source: Own elaboration on the basis of Prensa Economica data.
*: The total 500 largest firms’ scale represent 97% of the total 820 largest firms’ sale in
Argentina.
3.5.1.4 Foreign investment regulations

In Argcnt'ina foreign investment is welcome and virtially unrestricted. The rules
covering foreign invesimenis are contained in the Foreign Investment Law of 1976 (No.
21382). The law has undergone significant revisions especially by decree 1853 and 1852
of Sept. 1993 leading to a highly liberal system. Aad at present, foreign investors are
entilled to the same rules and obligations as domestic investors.

No approvals or fonmnalities are required to effect FDI. Even if a foreign
investment results in foreign ownership of more than 49% of an Argentine company,
foreign investment may be made without any kind of prior approval. Foreign investors
are entitled to repatriate their capital and transfer abroad their profits at any time. Foreign
investors may repatriate the full amount of their invested capital at any time, regardless of
the time_élapscd since the investinent was made. Investment guarantee treatics have been
signed with a long list of countries and the goal is to reach such agreements with every
country.

In the areas of banking, insurance mining and fishing, special statutes are

- required to apply for licenses. However, even in these areas, forcign investors are
guaranteed access to licenses on an equal footing with domestic investors. The only
areas still off-limils to foreign investors are mass media and atomic energy, though
reforms are being studied to modify such a situation. Concerning the acquisition of an
existing firm, decree 1225 of 1989 abolished restrictions of foreign acquisition of shares
in existing local companics quoted on the stock market.

In other points, Argentina does not limit foreign owneiship of land or real estate,
except the non-mining activilies iiear an intérational border and no overall national local-
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content requirements exist, but the automobile lnduslry is subject to special decrees
seumg specific local content rules.

3.5.1.5 Incentives for investment

~ The 1989 Economic Emergency Law (23697) suspended all incentives and
subsides affecting treasury or Bance Central's resources for investment. The main
incentives which cxist today ace as follows:

1) Tax incentive granted to exisling projects in four northem provinces under law :
23658.

2} Tax incentive for capital goods impoits (in May 1993 ihe Governmenl reduced the
import duty from 15% 1o zero for such imports.) -

3) Special incentives for the mining sector, in particular to encourage foreign investors,
a new Law was enacted in May 1993 (N°24, 196). The main benefits of the new
mining systemn are; a) guaranteed tax stability for 30 years; b) stable foreign exchange
and customs treatment; ¢) income tax deductibitity of the full amount of prospecting .
and exploration outlays as well as costs related to other work to detenmine the
technical and economic feasibility of mining operatidns; d) income tax deductibility of
an environmental conservation allowance up to a maximuin of 5% of operating costs -
for extraction and simelting; and e) accelerated depreciation rates on income taxes for
investment under certain guidelines.

4) Special incentives for forestry by degree 467 and 470 also special tax benefit for
Bonded area by Law 24331,

5) Export incentives in Oct. 1992 the Govermment introduced new refundment system of
indirect taxes for the goods exported equal te the import tariffs applicable to the same
goods. The refundment rate ranges from 2.5% to 20% according to the category of
goods exported.

6) Regional incentives for investment in Tierra de Fuego. In the framework of
MERCOSUR, it was decided to respect the free zone of Tiesra de Fuego in Afgentina
and Manaus(*) in Brazil up until the year 2013. Ir the case of Tierra de Fuego,
import dulies, corporate tax and VAT (1VA) arc excepted totally at least up until the
year 2003. However, domestic tax (7%) is imposed at the time of sales of those

-manufactured goods 1o other regions in Argentina like Buenos Aires.
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Table 3.5.4 Policy and Promotional Measures for Forcign Dircet Investment
{comparison of four major Latin American countries)

Forelgn Investment
Reguralions (Basic Law)

Restrictions on Foreign
Ownnership

Restrictions on Transfer of -
Capital Dividends, Farnings

Forelga Investment Law of
1476 (No.21382), Jevree

Viryally unrestrictod ¢ xeepl two
arcas (broadeasting, and atomic

N restrictions

Argentina 1225 of 1989 CaSIRY).
Decree 1853 of Sepiomter Nu approval or formalities are
1943 reguircd for £
No specilie Taw Some restrictions depending on Some restrictions or special BCon
Incomiing investment must b | scobors (0.2, fishing indus(ry, the transfer of camings, divideods
Braril registered with Ceatral Bank fcss than 40044, Tinanvial sevior, or royally.
$ess than 30 Y% Domeslic airlings,
cvaastal shipping, newspapees are
closed 0 F.OA)
SO recommeads major cwnership
of donestic captial frecspective of
seclor,
Foreign investient law 600 Nuo restrictions Virlually vnrestrivted (eepatriation
(enacted in 1979) Minimum capilal US$ 25 of capital shoutd be made after |
Chile Revised by law 1748 of 1977, | Thousands year of initial inves(ment)
An application must be
submitied to Foreign
Investment Convmillee,
Forcign investmient law 1973, | Some restrictions depending on Nuo restrictions.
Mexico decree of 1989, some seclors (il industry is atmost doially
moditication of 1923 closed to FOLY However, ma big
A . restrictions exist for NAFTA
nembees,
Employment of Local Stalf_ | Debi Equity Conversation (DEC) | Incentives for ED.E
No restictions exeepl crews Awction for DEC has not been Tax ex¢mption for corporate tax,
of fishery clfected since March “89. Vat and import Gutics in Fuega
Argentina Bul it's allowed case by vase basing | {31and.
on privatization progran. Specitic incentives for mining
L : . Scevkn, cic, .
23 of the cmployee must be Allowed since Mareh [958 with No spocific incentives excepl fog
Bravilians and also 241 of some lindled purpose such asnew | firs cogaged in a priority seebor
Braril [wial salary must be paid to project, capital goods investmeal. and fovated in a less developed
Bravilian, region,
Alsaria free zone Manaus, Tax s
excrpied to1atly of partially.
More than 5% of the Altowed by forcign exchange Jaw | Tax reduction Tor foresy
employees should be Chiteans | ART, 19 of 1925 wndor cortain exploitaiion arl dlso for oil or
Chile in case the company has conditions. nuclear industry.
more than 25 employecs. Incentive of imporl duty or VAT
for capital gods.
Alleast 90 % of the Not allowed since 1991 No specific incentives exst except
Mexico cinployee shoutd be . Moayuiladora Industry.
) Mexicans.

In the case of Manaus in Brazil, 1Pl (1ax fdr industeial goods), ICMS(tax for

distribution), import duiy are exempted totally. If we compare the tabor cost between

Tierra de Fucgo and Manaus, the cost of Tierra de Fuego is much higher than that of

Manaus. Basically, a difference in salary levels exists between Argentina and Brazil.,

But in addition to this difference, in the case of Tierra de Fuego, Labor cost is almost 3

ti|§i¢s as high as that of Buenos Aires (In the casé of Brazil the salary in Manaus is only
stightly highes l_hz'm that of San Paulo),

3.5.1.6

Labor law

It i_s' pointed out that the tegislation on tabor mattes has had sirorlg impacts on

busiriess costs and demand for labor. The economical disadvantage generated by the

labor regutations such as the large contingent liabilities deriving from the compensations
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for work-related accidents, and the costs involved in dismissing workers would
discourage firms from hiring new personned. In this regard, the government has
projected a wide-ranging reform of labor regulations through législative instrutents,
some of which are pending approval. '

“The main changes to the pre-existing labor legislation already implemented, or are
being discussed at present ate as follows: '

1) The law which established convertibility plan banned the use of explicit indexing
clauses in contracts, including collective labor agrecments; wage adjustments were
then authorized if they derived from realized productivity gains. '

2) The govemment modificd the labor regime for small and medium sized companies -
(SMBEs); this was the basis of the compreheansive project now under consideration. -
This project would allow firms (o hire new workers for periods of six months
(renewable up to a limit of two years), with rebates on the employer contributions to
social security. For workers already within the permanent staff of a firm, their
dismissal at the discretion of the enterprise would entail a compensation of one month
of salary per year worked, but this monthty value would have a cap, depending on
the wage determined in the collective agreement of the respective sector. Also, firms
would have the right to agree with their own workess the distribution of working
hours and vacations. "

3} In 1992, the authorilies established a ncw regime for work-refated accidents involving
SMEs; at present, a project for an overall reform is being discussed with trade-unions
and business organizations. Among the measures which are being considered is the
establishment of a mandatory insumn_ce for firms in order to cover accident
coniingenéics; the project also contemplates the definition of an explicit fist of work- _
related illnesses as a way to limil the responsibility of employcrs.

4) n 1994, the goverament starled to impltement a reduction of employers contributions
to social security for enterprises in agricu!ture,'mmm'facluring, construction, tosrism
and R&D. The reduction ranged from 30% of the previously legislated contributions
for firs localized in the metropolitan area, to 80% in some provinces in the North of
the country: this implied cuts in the tax components of labor costs ranging fromSto
22% points of gross wages. It was announced that reductions in these contributions
would also apply in the future to service activities, ailhough the magnitude and the
timing of such rebates appear to depend on the fiscal s_iluat'io_n.
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A system of unciployment benefits was implemented, that provides allowance to
dismissed workers for periods of up to six months. The number of individuals
covered by this syslcm has been growing over lime, but it renains a relatively small
proportion of the uncmplayed persons.

Although there are various opinions on the magnitude of the influcnce of the labor

rules on the levels of employment and unemployment, the further reforms of the labor

regime will raise productivity and increase employment in the long run.

3.5.1.7 Advantages for foreign investment in Argentina

D

2)

4)

3)

The following points are considered to be favorable factors for foreign investors.

Stable economic trend has been continuting since The Convestibility Plan was
implemented. In patticular, low inflation and relatively high growth of economy have
been attained. The economic growth of Argentina is higher than that of Brazil and
Chile. The political and social stability of Argentina could be considered higher than '
Brazil and Mexico. ' '

There are virtually no restrictions for FD1 and no approvals or formalities are
required. Alsé, there are no restrictions for foreign ownership - less restricted than
Brazil of Mexico. As well there are no restrictions on transfer of capital, dividends or
earnings - less restricted than Brazil or Chile.

Argentina is rich in natural resources such as minerals, forest, gas, ¢tc., having high
potentiality of exploration or exploitation in the future.

As the standard of living of Argentines is relatively high, there is a selective and
massive consumption trend in the market as in the developed countrics.

Through the free trade agreement of MERCOSUR, the domestic market will be
expanded year by year and trade volume with other three countries will increase.
Foreign investors can make strategical plans including the macket of other three

* couniries, especially the Brazitian market.

6)

Peso-U.S. dollar fixed exchange rate simplifies the calculation of cost for foreign
investors. ' ' '
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7) Argentina has a very high level of education, and both a skilled tabor force and
capable employees are available.

8) As stated before there are specific incentives for mining, forestry, manufactaring in
Tierra de Fuego, impoat of capital goods, etc.

3.5.1.8 Motivating factors behind an investment decision

Regarding the captioned subject a survey was nmiade by a private research institute
in 1994. The survey included 50 enterpriscs operating or with investment projects
ranging various sectors like food and beverages, motor vehicles and auloparts, paper
preducts, mining, telecommunications, gas, electrical power etc. In those emcrpriscs, 69
foreign investors participated, 44 of which made their first investment in Argentina in the
1990s. The followings are the results of the survey,

The Argentine cconomic policy has been the most refevant motivating factor for
those investments in privatized enterprisés. Obviously the privatizalion scheme has been
pointed out as a decisive element. The stability in economic policy and the prospects of a
domestic masket have also influcnced investment decisions. The possibility of acquinng
public firms as allowed in the revised FDI legislation was also acknowledged asan
important factor. The company’s intemal strategic factors, like the need to have a
presence in the main world markets have been less reevant in foreign investors' decision.

In some cases the possibility of access to a captive market with growing
possibilitics was more relevant factors than the macrocconomic situation. This is well
shown by the invesimient made in the telephone company in 1990 in the middle of high
inflation and uncestainty. Even if the macroeconomic situation in 1992 would have been
less favorable, most forcign investors would have acquired the gas and electricity
companies at any rate. However, the price would have been lower due to the higher
country risk.

As in privatization, the prospects of the domestic market have been the key factor
of investment decisions in manufacturing activitics. As well, m_qcrdeéonomic and .
political stability has been ranked high by foreign investors in manufacturing sector. The
legistation on FDI has been, on the contrary, a less relevant factor taken into account,
especially for firms already operating in the country. Trade policy -a less relevant issuc .
for privatized firms- has been a significant factor in investment decisions by
manufacturing enterprises. ‘The availability of natural resources has been relevant for
food processing firms and obviously for mining investors.
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In contrast to the importance of the regional integeation of MERCOSUR for all
surveyed manufacturing firms, the eventual entry of Argentina into NAFTA was not
considered important for them. -

For vehicle and autoparts makers, the prospects of the national market combined
wilh the special sectoral regime, the possibility of exporting to subregional markets, the
existence of the MERCOSUR and the export promotion scheme were crucial factors in
the investment decisions.

For food processing firms, the prospects of the domestic market and the stability
in economic policy were even more important factors than the availability of natural
resources. The need to be present in the main markets and the possibility of linking their
subsidiaries to the globalization stratcgies have also been an important factor for themn,

For mining investors, not only the avaifability of natural resources but atso the
stabilily in economic policy and the sectoral regitations were decisive factors for deciding
their investments. Legal security and the foreign investment policy including incentives
were also ranked high among the mining investors. '

With the exception of the special mining case, it is possible to conclude that, in
the opinion of the forcign investors, the prospects of the internal market -either in the
sectors regulated by specific policy séhcmes, like privatization and the automative
regime, or in market driven scctors, like food and paper- have been the main attraction for
the new FDl into Argenfina.

3.5.2 Issues

As a result of the regional integration of MERCOSUR, the domestic market will
be expanded and become more vigorous through the increase of trade among the member
- countries. Taking this business opportunity, new FDI has been flowing into Argentina,
especially from neighbor countries. The economic integration will be a very important
factor in making investment decision not only for neighbor countries but alse for Asian
investors.

Apat from this effect of econoimic integration, the following suggestions can be

made for the promotion of FDI from other countries, including Asian countrics, taking
the investor’s motivating factors into our consideration.
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)

2)

3

4)

6)

7

As a basic promotional measure, it is necessary to maintain good economic, political
and social stability keeping the consistency in the policies.

The privatization policy and debt-to-equity conversion program, which played and
important role to promote FDI in recent years, should be continued as much as
possible expanding to other seclors, even if there are not many private companies left
teday duc (o the past progress of such program.

In Argentina, there are many industrial supplicrs but lhdy are not always well-
developed especially compared with those of developed countries. It is necessary to
improve and reinforce the quality of goods of supporting industries.

As staled in the section 3.5.1.7, soine modifications to the pre-existing labor -
legistation has been implemented. However, there is still room for further change
especially with respect to unemployment allowance, accident compensation. Further
reform of Jabor laws will bring more flexibility to labor market and will increase the
productivity of industry. |

In Argentina, there are virtually no restrictions for FDI and no permissions or
formalities are required. This is basically an advantage for foreign investors,
However, this system creates a dif ficulty to grasp and analyze the trends of foreign
investment in the country. '

In Argentina a speciat institution like INVERTIR engages in promotional activities for
EDI and provides useful information to investors. However, in order to conduct a
elaborate feasibility study, investors need more prdfound data and relative
information such as business environment of each province. Therefore, it is
necessary to provide foreign investors such information of thorough, accurate and
up-to-date data, through the enhancement of their activities. It wilt be also necessary
for INVERTIR to have a world widé nctwork to engage in promotional activities in
abroad as has been done by Asian countries like Hong Kong, Singaporé and
Malaysia. ' DR

In the case of Chile, "Fundacion Chile" engages in detecting new business
opportunities -business niches- that can be developed. They have created 32 new
companies to date. After successful creation, those companies have been sold and
transferred to various investors including foreign investors. Such function will also
help to draw FDI. B : | ' S
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3.6 Cﬁpital Market and Financial Sector Analysis
- The Dawn of New Financial and Capital Market --

3.6.1. The Preseﬁt Situation

Over recent years, there were substantial changes in Argentine capital and
financial markets. Asa result of the successful recovery of the economy and the
consequent rugammg of confidence of investors, there has been a remarkable resurgence
of international capital flows to Argentina. The country as well as state-owned or private

corporations have reverted to the international capital market.

In the domestic financial market, deposit both in dollars and pesos have been
making a remarkable growth which allow the rapid increase in the lending capacity of
banks. New pensi@ system, which was introduced in 1994, has statted to contribute to
the development of the domestic financial and capital market.

3.6.1.1 The capital market

(1) Trend of foreign capital inflow

There has been a remarkable resurgence of international capital flows to Latin
American countries. In the four years I990¥l993, these countries have received a net
capital inflow of US$166 billion. This represents a major change against the previous |
decade, when there was a debt crisis and little capital flowed to Latin Amierican nations.

“Both external and internal factors have played an important role in the sharp rise in capital
" inflows. In the case of Argentina, because of the rapid tecovery of economy and political
stabifization, the capital inflow has gaincd momentum in the past few years,

In 1993; the net borrowing from abroad (debt) was of US$5.3 billion compared
with US$2.0 billion in 1991 and US$7.7 billion in 1992. Net inflows of Equity
Investinent, including the US$2.1 billion of the external sale of YPF, reached to US$7.2
billion compared with US$4.2 billion in 1992, International financial institutions
pro'vided US$4.2 biltion in disbursements in 1993, much of which was used to finance
the up front costs of the debt and the debt service reduction agreement with commercial
banks. These disbursements included US$1.6 billion from the IMF, US$1.5 billion
from The World Bank, and US$1.0 billion fram Inter-American Development Bank.
The Japanese Govemunent provided new resources miniy: to finance the acquisition of
collateral under the Brady Agreement. Japan EXIM Bank 1ppr0ved a US$350 million
line of cn,cht to ﬁnance impons in 1993.
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(2) Debt and cquily issue in the intci‘national'nmrket v

Latin American debt issuance set a record of US$25 billion in 1993, The private’
sector outpaced the public sector accounting for 64% of a new issue volume. Asgentina
accounted for 25% of Latin America’s 1993 debt issuance. In 1992, Asgentina accounted
for only 11% of the new issuance. The average ternt of maturity increased 1.t years,
from 3.7 years in 199210 4.8 years in 1993. The longest average ierm to mmuruy was
that of Mexico at 5.91 years. The matumy of Argentina was 4.1 years uompared with
3.8 years in 1992, In 1993, Acgenting phccd US$$2.2 billion in international markets,
including the first global issue by a Latin American Sovereign Borrowcr. This was a 10-
year-fixed rate $1 billion issue priced to yield 280 basis points over U.S. Treasurics.

* Corporate borrowers also took advantage of the regained cqﬁﬁdence inthe
country and prevailing fow international interest rates. The main private borrowers were
commercial banks, telecommunications coinpanies and oil compah'ie's. The sp.re'ads of the
most private corporate borrowers were in the 450 to 600 basis point range over u.s.
Treasurics. YPF, however, was able to place a fixed interest rate 10 year US$350
million yankee bond in carly 1994; with a spread of 232 basis points over comparable
U.S. Treasuries, below Ai‘genlina's spread. In July 1994, the Republic placed a $750
million Eurobond in London Market with a spread of 220 basis whuh is the lowest past
level

{3) Credit ratings by American agencies

The credit standing of all new Eurobonds issued by the Government of Argentina
and Argentine companies, such as U.S. doltar-denominated Eurobonds and Bonex .
series, has improved as a result of the upgrading of the rating by American agencies.

Moody's Investors Service upgraded the rating of Argentina from B3 to Bl in
July 1992, This rating is higher than that of Brazil (32} but lower than that of Chile (B
aa2). Those elements which the Rating Agency considers important are as it follows:

- Economic political and social stability

- Consistency of Economic Policy

- - Economic Growth
- Repayment Capacity of External Debt especially in relation to export
- Wiltingness of Repayment of the External Debt

- Industsial Growth
- Unemployment Ratio

It will be necessary to make an effoit for upgrading in order to raise funds in the
international capital market under favorable conditions. As long as the present favorable
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macroeconomy of the consistency of its policies are maintained, it is likely that the ceedil
raling will be upgraded in the near future.

Last year, “The World Compctitiveness Report 1994”, which is organized by the
private rescarch institute in Switzerland, ranked Argentina as 27th position among 41
countries. The ranking of Argentina is higher than Italy, Korea and Brazil. The rcport
aims at the revaluation of the ability of a country to generate more wealth than its
competitors on the base of the worldwide opini'on of entreprencurs. Their approach is
based on 8 factors such as domestic economic strength, internationalization, government,
~ infeastructuce, finance performance, etc., which economists think make or break a
nation’s competitive environment: o

In the case of Argentina, the government policies are highly appraised as a key to
competilive position. Qut of 41 countries feviewed, Argentina ranked 14th in the
governmenl factor. Finance factor was also rather good (23rd) but infrasteucture (3 Ist
place) and management (32nd place) were ranked fow. Although their approach is
different from the Moody’s or S&D’s point of view, the high ranking of Argentina
certainly encourages the country and will even influence on investor's decision to some
extent.

{(4) Trend of Brady Bond price in the sccondary market

Trading volume of LDC debt has been increasing year by year. In 1989 the total
trading volume of LDC debt was only US$15 billion. But in 1992 this amounted to
US$350 billion, mainly due to the new issue of Brady Bonds like those of Mexico and
Akgenlina. Argentina’s Brady Bonds consist of par bonds (US812.6 billion), discount
bonds (US$4.3 billion) and FRB (US$9.8 billion). During the fast few years the price of
Brady Bonds in the secondary imarket has increased, mainly due (o the reasons of the:
regaining of investors® confidence in the Argentine economy and the decrease of the U.S
interest rate.

Take discount bonds, for instance. The price hiked around 90% of face value at
" the end of 1993. However, since the beginning of 1994, the price of both
discount and par bonds have decreased sharply for the following reasons:
- Sharp increase of U.S. interest rate. |
- Prevailing uncertainties about political and economic situations of Latin

American countries, such as the Chiapas revolt in Mexico and the final crisis
in Venezuela. _ :
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Although the price fevel of those bonds has been strongly influcnced by the U.S.
interest gate, it is probable that investors will pay more attention (o the economic and
politicat fundamentals of each country in the future.

TFable 3.6.1 Amount of Brady Bond According (o Coualry

. (USS billion)
_ Brizil 42 B(share 33.5%)
Mexico 31.4(share 24.6%)
Argentina ' 26.8(share 21.0%)
- Venezvela. - - 189(shate 14.8%)

Table 3.6.2 Average Life and Spread
(Compared wilh us. lreasury bond)
{As of July 1994)

Years BP
Brazil PAR . 299 - 1L,071
_ ' DIS 29.7 1,266
Mexico PAR 254 ' 595
. IDIS - 254 : 600
Argentina ~ |PAR 28.7 191
: DIS 287 851

(5) Argentine domestic capital market

Argentina’s capital market has resumed a sustainable and a rapid growth. In the
past few years, the National Securities Commission (CNV) played an imporiant rele in
promoting the growth of capital markets and in reinforcing their cffectiveness and
transpareacy.

CNV, an independent body since 1986, is the capital markets' regulatory body.
Its main responsibilities are to supervise and authorize public offer, preserve transparency
and investor’s safeguards and impose sanctions. This body approved the rules, controls
and penalizes stock and security exchanges, stock exchange brokers, dealership system,
security depository systems, future and opiton’s markets and mutual funds, and regulates
pension funds sjrslems and risk rating agencies.

During 1991-1992, the CNV made important changes to the rules in order to
make it easier to finance and increase safeguards for investors, and achieve an adequate
modemization of the current trading practices. The rules imp!emented are as follows:

- Deregilation of brokerage commissions; removal of stamp and lransfer taxes, and
reduction of stock exchange dues.
- Legislation for the issuance of corporate bonds (in 1989), approval of the

issuance of commercial paper (in 1991), new requirement {or all companies to
obtain credit rating for debt issues.
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- Establishment of a maximum daily variation in the price of any share of 15% for
all of the authorized markets. :

- New measures related to the registration of trades as well as the capital and
accounting requirements of agents in the counter market.

- Minimum capital requirements for all firms operating in the sccuritics markets.

- Implementation of common information and publication requircinents for all the

-markets in the republic.

- Regutation regarding the use of inside information and public disclosure.

- Simplification of the balance sheets of Argentine companies and the application of
common criteria with international standards.

- Establishinent of regulations for companies (o access intemational capital markets

The above mentioned measures have created greater security for all investors and
promoted the growth of the market.

(6) Stock market and debt market development

The local stock market index rose by 53.5% during 1993, mainly due to the
inflow of forcign capital. At the end of 1993, non-tesident holdings of shares listed in the
Buenos Aires market amounted to US$6.5 billion comparéd with US$3.1 bitlion in
1992. There are £60 companies listed in the Buenos Aires stock exchange, which was
founded in 1964 and deals about 20% of all Argentine stock markets. They had a market
capitalizali@n of US$41 biltion in March 1994 compared with US$18.5 billion in
December 1998 and US$18. 6 billion in December 1992, When the Convertibility Law
was introduced it was only US$5.2 billion. This increase in the market capitalization was
the result of the privatization of the stated owned companies. The Argentine stock market
is highly concentrated. Five companies account for 70%, 25 companics for 90% of the
market capitalimlion; In particular, three companies, YPF, Telccom, and Teleténica,
concentrate the transactions on the top. The total dealing amount of stocks, corporate and
public bonds increased from US$7.2 billion in December 1992 to US$17.1 billion in
July 1994. -

Table 3.6.3 Argentine Stock Market -

1987 1988 1989 1920 1991 1992+
Markel capitalization (USS$ billion) $1.0 52.0 329 $3.3 SIB.S $23.4
Volume (US$ million}** $201 -$4231  $1,003 $788F $4,827] $16,386
Number of listed companies 206 194 184 181 i70 173
Rate of ceturn in US dollars (%) 629%| 988%| 69.6% 2.9% 61| 25.0%

* As of November 30.
¥+ ()n the BASE.
Source: CNV. _

| ~The )\fgehlinc stock market is regulated by the CNV, the Bolsas de Comercio
(Stoqk.Exchangés) and the Mercado de Valofcs and Caja de Valores (clearing house).
There are 10_ stock _ékchanges in Argentina, of which five are auvthorized to quote
securities: Buenos Aires; La Plata, Cordoba, Méndom and Rosario. The oldest and
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largest is the Buenos Aires Stock Exchange (Bolsa de Comercio de Buenos Aires or
“BASE") founded in 1854. '

Fable 3.6.4 Market Capitalization
(US$ billion)
1989] 1990 1991 1992 1993
_ Oct]  Mar, Oct] Mar. Oct.]  Mar, Oct] - M
Government Bonds 4.3 6.1 7.8 7.4 8.1 98] 17 9.0
Equities (Corporate Bonds) 4.7 27 32 521 143] 257 17.0 18.8
Total 9.0 3.8 11.0 12.6 22.2 35.5 24.7 21.8

Month-end figurés.
Sources: Banco Central and CNV.

The Argeminé bond market is dominated by the national @vénuﬁent's sccuriiics,
especially the bonex, which are U.S. dollar-dominated and highly liquid securities (Table
1.6.5).

“Table 3.6.5 Public Bonds -
s {(US$ million)

denominated securities which traded in liguid markets. On December 28, 1989,

tssued . Public
Holdings

1991 1992(2) 1991 1992
BOCE L and 1H 13 6 13 6
BOCREX, I, I} and H1 (3} 105 114] i0s 114
BIC 82, [, i and 1V (3) . 294 324 294 i
BICV 3,075 1,043 1.075 1,043
BOCATE 15 9 s 9
BOCON {social - 3,888 - 3,888
security{443)
BOCON (suppliers)4)(5) 0 2,131 . 1,331 (6)
BOTE! 1 1,762 t - 1,762
BOTE Il - - 158 - 158
BOTESO- 5 and 10 years .0 - - -
BONEX 82 314 - M -
BONEX 84 313 250 N 250
BONEX 87 746 - 625 Sl 428
BRONEX §9 4,345 3,810 3,303 3,130
BONEX 92 - 1,000 - -
Eurobonds 114/93 200 200 200 200
Eurobonds 9.5%/93 300 300 300 300
Eurobonds 8.25%/97 - 250 - 250
Other public debt to 18,445 9,609 - -
be consolidated (7) ¥ :
Total : 26,346 6,624 13,193

Source: Ministry of Economy.

25,480

Prior to 1989, the Argénline government had issued a vadety of indexed, austral-

however, all government sccuritics other than Bonex were refinanced pussuant to the

Bonex Plan into Bonex 89. Subsequently, the Argentine gc’}\_'cmmérit issued three

austral-denominated instruments: BIC ("Bono de Invession y Crecimiento”), BOCE
(“Bono de Consotidacion Economica™) and BOCREX (“Bono de Credito a !a
Exportacion”). On September 10, 1991, holders of BOCREX were given the option fo
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cxchange their bonds into a new government security, BOTE (“Bonos.dcl Tesoro™).
Bonex are traded in the over-the-counter market (“OTC”), which represents 98% of the
market, and on the Bucnos Aires Stock Exchange which has the remaining 2% of the
markel. The table below presents data on Argentine public bonds issued and publicly
held in 1991 and 1992,

Argentine private debt is represented by corporate bonds (Oblicaciones
Negociables). There are debt securitics issued by private Argentine companics, in local
cusrency or U.S. dollars and in some cases with bank guarantees. The rate of interest
can be fixed or floating.

To make a public offer, corporate bonds must be authorized by the CNV and
requires that the issuing companies be rated according to their risk by two different
companies. This rating makes corporate bond offerings more transparent to investors.
The simplicity and speed of the administrative process has permitted an increase from
four issuing companies of corporate bonds in 1989 to 92 companies as of May 1993..

In the international capifal market, Argentina placed 46 bonds both private and
public during 1993. The total value of those papers amounted to US$5.8 billion and
occupied 25% of ali the Latin American bonds issued in the same year. The average life
of Argentine borids was prolonged from 3.7 years in 1992 to 4.5 years in 1993. The
margin spread also decreased favorably from 460 BPs in 1992 to 410 BPs in 1993,
Even though total issues of Latin American bonds in the first half of 1994 decreased by
almost 50% compared with the same period of 1993, the share of Argentine bonds still
occupied 28%. | '

(7) Introduction of a new pension fund systen

The new system, which became effective in August 1994, provides workers with
the oplion of remaining with the current State pension scheime or joining a private
scheme. The same Law states that workers over 18 will contribute 1% of their income
if they are salaried, and 27% if they arc self-employed, in the new system. Every worker
will have a pension, whether they remain in the State scheme or join a private pension
fund. The size of those funds will depend on amounts paid in by each individual while
they are parl of lhe workforce. Pensions are to be paid to workers at the age of 65, after
lhcy have p’ud contubuhons for a minimum of 30 years.

‘There are 25 private'companies authorized to operate with those funds. The
private system will grant & pension according to the yields obtained, positive or negalive,
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on the funds paid in during the working life. The workers can choose the company and
they can even change it, twice a year maximum, if they are not satisfied with the result of
yiclds obtained by the company. Those companies are able to invest in a wide array of |
private and public assets like stocks, government sccurities, bonds issued by international
institutions like 1DB, World Bank, mortgage backed securities, C.D., mutual funds and
so on. The new system will channel employee contributions estimated at US$ 150-200
million per month. This system is expected to contribute to the development of capital
market of Argentina, '

3.6.1.2 The financial sector

(1) Financial system

As of February 1994, Argentina's financia! system was conformed by {62
commercial banks (30 state owned banks and 132 privately owned banks). Of them,
three are investment banks, one development bank, oné mortgage bank and one savings -
bank, The principal authority that supervises financial institutions in Argen'lina'is the
Central Bank. Among 132 privately owned banks, 63 arc Argentine owned banks, 30
are foreign banks and 39 are cooperative banks.

Table 3.6.6 The Argenline Financial Sys!e:rﬁ
: (As of December 31, 1993)

Type of Institution Number Loans Deposits
' " {percentage of tolal)

Commercial banks - . .
State-owned _ 30 39.8% 40.2%

Private domestic ) 102 359 ' : 418
Private foreign 1] 12 - _ 14.¢
162 89.9 96.9
Investment banks 3 i N 6.1 -
Martgage bank ] 6.5 0.4
Savings bank. ] 2.1 1.4
Non-bank financial firms ' '
Finance companies 21 1.2 ' - 1.0
Credil unions 17 0.2 o 0.2
Savings society 1 0.0 0.0
: 39 . 1.2
Total 206 100.0% 100.05

a. Private sector banks ‘ o .

Central Bank data of February 28, 1994 shows that Argeniine-owncd pﬁva;e
commercial banks’ share accounted for approximately 31.9 % of deposits and 30.8 % of
loans. Based on amount of deposits, the largest Argentine-owaed private con_ung_;rcial | |
banks are Banco Rio de la Plata S.A., Banco de Gaticia S.A., Banco Credito Argenliﬁo
S.A,, Banco Francés S.A., Banco Quilmes 8.A. and Banco Robeits S.A.

130



Vel. JI {(Chapter 3) <Capital Market>

On the other hand, foreign banks play an important role in the Argentine banking
system. As of February 28, 1994, their share accounted for approximately 14.2% of
deposits and approximately 15.7% of loans, and according to the amount of deposits,
the largest ones are Citibank, Deutsche Bank AG and Banca Nazionale del Lavoro S.A.

b, Pubhc sector banks

As of February 28, 1994 govcmmcnt -owned commercial banks accounted for
approximately 41.6% of deposits and 37.3% of loans. The largest govcrnmcnt-owmd
banks or related to them are Banco de ta Nacion Argentina, Banco de la Provincia de
Buenos Aires and Banco de la Ciudad de Buenos Aires. Ualike to private banks,
government-owned banks monopolize public seetor’s deposits and also the
administration of funds. In addition to it, the minimum legal reserve requircment on
checking and saving accounts applied to public sector's banks is lower than those applied
to the private ohcs. |

¢. Official banking system

1) Bance dc Inversion y Comercio Exterior S.A. {BICE)

BICE was established on 1993 as a commercial national bank with a capital stock
held by the Ministry of Econoiny, the "Banco de la Nacién Argentina” and the "Banco
Hipotecario Nacional.” BICE acts as a wholesale bank (second-tier institution} for
financing to investment projects and foreign trade, mainty for mediumand long term
periods. BICE's funds are constituted as follows:

- Own 'capital (U.S. $ 250 million) - | '

- lssue of MTN in the inteenational capital market under the government guarantee.

- Borrowing from international financial institutions like IDB, Exim Baak of Japan,
World Bank.

- Borrowing from government financial institutions of other countries like Spain,
France, Switzerland.

BICE is unable to finance directly to the borrowers. They are allowed to finance through
tier-one commercial banks only.

2) Banco Hipotecario Nacional (BIIN)
BHN was re-organized in 1990 closing 30 of its 53 branches. The purpose of
BHN is to finance the purchasing of ncw house or its construction. The personal loans
~ for the purchase or construction of housing units are subjected to some conditions such
a8 holders of the TIAVI (housing s'w'i'ngs bond) and the titte of land. Loans are granted
in US. dollars for 15 years accrumg interest at a variable rate equal to Libo plus 5 B.P.
The amount is extended between a minimum of US$ 10.000 and a maximum of US$
40.000. BHN grauls loans o conslrucnon compames for building up of individual
housing units as well. o
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3) Banco de¢ la Nacion Argentina (BNA)

BNA is mainly engaged in the financing for the development of the productive
sectors of Argentina. Related to its role, in the domestic market BNA is particularly -
involved in short and medium-term financing for agriculture, industry and commerce.
Internationally, BNA acts as govemnment's financial arm to attract foreign investiments.
BNA has a decisive influence on the reduction of the domesm interest rates in a market in
which sates are not reguhltd by the Central Bank.

(2) Finance system for small and medium sized companies (PyMEs)
Following finance systems are prepared to finance PyMEs,

a. BICE'S financing program for cxports of PyMEs

This program has a credit linc of US$ 100 million in total to finance exports of
capital goods of Argentine origin. Maximum and minimum amounts for the loans are
from US$ 20,000 to US$ 2,500,000 per year and per éompany_. Interest rates are fixed
according to the amount and period. Requirements as guarantee are: Loan insurance for
exports against extraordinary risks, ordinary, commercial risks or guaranteed by a
foreign bank with BICE’s agreement. |

b. BNA's credit facilities _

By raising funds in the international capital markets, BNA has been financing the
export of capital goods by smalt and medium sized companies and for export pre-finance.
BNA has also other facilities for the purchase of capital géods and investment for
manufacluring putpose. ' o

¢. Governmental support for PyMEs _

| A special finance program in the form of subsidy has started in 1993. It means,
the governiment subsidizes the equivalent to 4% of interest rate between lender
(comniercial banks) and borrower. Terms of lcans are three years for working fund and
four years for import of capital goods. There are some other programs that have been
prepared for PyMEs, such as; ‘ ’

- Global credit tine of 1DB to finance PyMLs (US$60 nnllmn in lo(al)

- Credits for small agricultural enterprises.

- Funds for technological development (US$68 million).

- Credits for innovation and technology transfer.
- Credits for the establishment of joint venture companies.

As stated above, soine specific program to support PyMEs has been prepared by |
the government. However, most of the program including BICE’s financial support has
started just in recent years and they have not fully materialized yet.
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Tn comparison with large companies, it is not so casy tor PyMEs to obtain credit
from financial institutions because of the lack of adequate mortgage and guarantce o1
unsolid financial standing. Even if they succeed o obtain it, the terms and conditions are
relatively unfavorable with higher interest rate, shorter period and niore limited amount of
lean. .

For this reason, official financial system to support PyMEis will be important
including a credit guarantee system which the government is now studying under the
cooperation of 1DB. ' '

(3) Domestic savings

a. Trend of savings

In the 1980s, the level of domestic savings has decreased because of the higher
inflation indexes and the prevaiting financial crisis. In addition, Malvinas War in 1982,
caused the capital outflow of the private sectoss to foreign countries. For this reason, the
domestic savings as a percentage of GDP remained less than 10% dudng the 1980s.

~ Howevey, after the implementation of the new economic plan in 1991, the saving
ratio became increasing year by year. As a matter of fact, the declination of inttation
index brought the positive and effective interest rate, which has prompted people to
increase their deposit in the banks. | |

Table 3.6.7 Trend of M2 as a % of GDP

1989 1990 1991 1992 1993 1994E
Domestic Savings 8.9% 10.7% 14.8% 15.9% 17.7% 20.3%
Public ‘NA NA 0.4 1.4 1.4 1.5
Private NA NA 15,2 14.5 16.3 18.7

Source: Solomon Brothers Inc. estimate.

h. Composilion of deposits
-~ As of December 1993, deposils in pesos occupy more than half of the total,

however, dollar deposits’ become increasing rapidly. During the period of Dec. 1992
and Dec, 1993, they have increased by 68.4%, and since the intcoduction of the
"Converiibility Plan" until 1993, they have been increased by 450%. The notable growth:
of deposits in dollars could be regarded as a recuperation of the saver's confidence in the

" domestic financial system. It is estimated, however, (hat a lot of dollar deposits still
remain outside of the country for fear of future adoption of foreign exchange conirol.

c. Term of deposit
In Feb. 1993, the Central Bank abolished the time deposit within 30 days. The
tern of deposits has been prolonged in these years. However, cspecially the termof
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deposits in pesos is still very short (30 to 60 days). Banks are reluctant to quote an -
interest rate for more than six snonths.

d. Legal reserves for deposits
All the banks are obliged to keep legal reserves for deposits with the Central Bank
as per the following rule:

Time deposit: " 3% of Total amount
Current account and
Sight deposits: 43% of Total amounl

At present, the Central Bank does not have intention of decreasing this percentage
of legal reserves.

¢, Interest rate on deposils

The interest rate on deposits has been decreasing with the decline of the inflation
index. As of September 1994, the interest rate on Peso time deposit is around 6%-8 %
and 4%-5% on dollar deposit.

(4) Investment and saving

Table 3.6.8 The Gap befween Investmeat and National Savings
(As a pereentage of GDP)

19831 19845 1985} 19861 1987 19883 1989{ 1950] 1991
Total Domestic 14.1 12.5 124 13.2 1321 114 54 8.1 11.5
Investment { 1)
Total National 9.8 86 10.6 2.7 6.6 8.9 1.5 038 9.3
Savings (8) . ' '
{(hH-(8) 4.3 3.9 1.8 3.5). 6.6 2.5 19 1.7 - 2.2

Source: Central Bank

Table 3.6.8 shows that all through the 1980s, there existed a shortage of
investment (I-S GAP), which was mainly caused by the shortage of savings of the public
sector. In 1985 this I-S gap has reduced down to 1.8%, however after 1985, it expanded
due to the introduction of the investment program of industrial and agricultural sectors
and the construction program for housing, under President Alfonsin Administration. .
After 1988, this [-S Gap reduced again because of the retrenchment policy of President
Menem Administration and the increase of the national savings.
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Table 3.6.9 Balance al the End of Period in Million Pesos

In pesos In foreign clréncies Total
Amount Annualized | Anount Annualized | Ameunt Annualized
Variation Variation _ Variation
March 91 143853 |- : 8.1411 23,266
December 91 18,573 34.7% 12,367 67.2% 30,940 46.2%
December 92 22,302 20.1% 20,333 64.4% 42,635 37.8%
November 93 25,436 15.4% 24,334 21.6% 49,770 18.4%
In pesos . tn foreign cureencies Total
Vasiation Mar. 1991 | 71.2% | Nov. 1993 | 189.3% . 113.9%
In pesos In forcign cumrencies Fotal
: Mar. 91 Nov, 93 Mar, 91 Nov. 93 Mar. 91 Nov, 93 Varianl.
Fo Public Sector 5410 5,108 1,592 3.610 73621 8,718 18.4%
To Private Sector 9.443 20,328 6,461 20,725 15,904 41,052 t58.15
Total ~ 14,853 25,436 8,413 24,3134 21,266 49,770 1139%

As of end of 1993, loans in pesos and in foreign currency {actually in dollars)

have reached almost even share. Firms prefer to borrow in doHars for working or

investment funds, because the term of the loan is relatively longer and the interest rate is

lower than that of the pesos.

- The termof a Ioan is usually short (less than six months) for the following

reasons;

a) Not many years have passed since the cconomy was stabilized and the hyper-
inflation was overcome.

b) As the funding side of the banks, Ihe term of deposits is still very short.

Flmncml_ msl_lluuons are, lhcrcforp, unable to grant long-term loans, due lo the

unmatch belween deposilts and Joans.

c) It is not easy 1o dispose the mortgage received from borrowers in the case that a

default takes place. In other words, borrowers are protected by law more than

tenders.

d) Money supply is not sufficient to ¢atch up the economic growth.

" Those firms which need to obtain long-term funds usually depend on the following

SOUICESs:

a) Make use of the official finance system tike BICE
b) Issue of comimercial papers

c) Issue of bonds in the international financial markets

d) Increase of the capital
¢) Make use of inter-companies credit
f) Borrowings from stockholders
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3.6.2 Issues

As stated above, Argcniine capital and financial markets have been developing
rapidly in recent years as a esult of the governmem“s successful economic reforms. As
long as the present favorable macroeconomic fundamentals and the consistency of the
policy will be maintained, it is foresceable that the market will grow further. Aad that
will strengthen the competitiveness of Argénlinc corporations through the necessary
financing for modernization, cbmputcrization or rationadization. It will be worthwhile,
however, to bear in mind that the following factors might produce negative impact on the
market or on the economy'in the future.

1) Foreign capital inflow is able to contribute to the market growth directly, or
indirectly through the increase of money supply and the expansion in domestic credit.
However, foreign capital inflows cspecially a purely short term nature capital are apt to
decrease suddenly cither for external factors or internal factors. Since this decrease will
bring adverse effect on the market, the tiend of capital inflows should bé watched
closely. Instead, the domestic growth of deposit and credit will be more reliable and
supporting element for the market growth. '

The government has been taking new measures to éncourage local savings. The
most important of new measures is the reform of the social security system that
incorporatc the creation of private pension funds started in July 1994 (sce 3.6.1.1 (7).
We can sﬁggesl other measuces such as restraint of private consumplion through increase
of IVA and restraint of public consumption especially that of local goyernmenf through
the restriction of their borrowing. The increase of the domestic sav_ing will certainly
contribute to the sound growth of market and the increase of produéiiva i'nvcstme'nt_.

2} There are official finance programs for PyMEs, which are granted through
public banks (BICE, Banco de la Nacién Argentina) or through private conmercial
banks. However, such finance is not eaough to satisfy their financial nceds which will
delay or impede the modemization and testructure of PyMEs in the long run. [t is not so
easy for PyMIs to obtain finance from commercial banks mainly because of the lack of
adequate mortgage or guarantee and fragile financial standing. It would be nccessary to
study some new measures such as an official guarantee or a credit insurance system to
facilitate them the access to the financial systen.

3) Most of the financial institutions have been pri\?alizcd and still this proccés for
regional state owned banks is going on. As a result of the privatization of banks and
opening of the financial market, the competition among banks is gering gliorc _ _
intensively. In such circumstance, there may be some banks which witl be compelled to
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teeminate their business. At present, there is no mcasures to protect the interest of savers
for their deposit if the bank fall into bankruptey. In the future, it would be worthwhile to
study the adoption of an insucance system like that of the United States.

4) Influgnced by the calm of the inflation, the interest rate on the credit has been
decreasing in thesc years. However, the interest rate of bank loans do not kecp pace with
the decline of inflation rate. in particular, the peso loan remains still high, Companies
are, therefore, obliged to pay a high financial cost which inay impede the modernization
or computerization of their equipment machinery and administration system. This high
interest rate originates from the banks” high administration and funding costs, as well as
the high tegal reserve imposed on deposits by the authorities. Banco de ka Nacidn is
trying to decrease the interest rate on credit as a market leader. However, the study of
some supplemental measures will be necessary to promote the decrease of interest rate.
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3.7 | Transportation
- -- Modernizing Facilities and Upgrading Services
for Competitiveness --

3.7.1 The Present Situation

The observation desceibed in this section in connection with cach subsector of
transport sector are all based on the concept and views of the Japanese experts formed in
the course of surveys on existing conditions of Argentine transport facilitics, result of
frequent visits to concerned agencies and exchanges of opi'nion with Argentine
counterparts assigned 10 the transport sector. The survey and exchanges of opinion for
the phase 1 study were made on the following themes;

- Present situation of transport nefworks, il'zfraslruc_lurcs_ and traffic volume of each
subsector after implementation of privatization, deregulation and decentralization

- Process and impacts of privaiizaiion', deregulation and decentralization of each
subsector ' * . o o

- Development rplan of each subsector under the current progeam of privatization,
deregulation and decentralization

3.7.1.1 Transportation neiworks and infrastructure of ¢ach subsector

Aboutl 70 % of poputation are living in the area within a radius of 600 kin from
Bucnos Aires and more than 50 % of national economic activitics have been canried out in
this region called Humid Pampa and all the producits were irausponed to and from
Buenos Aires. As a result of such centralized development, the iranspoﬂ networks and
infrastructures in the countsy have been formed in a radial neiwork of raitways and roads
extending outwardly from Buenos Aires. River transpoit through La-Plata and the
Parana have atso developed as parts of this radial transport networks as shown on Figure
3.7.1. ‘

~ Under such conditions of Acgeatine lransport system the infrastructures and

transport c.apacity' of regional land transport system have been limited and left without
'any investment for development and rehabititation. Teaditionally the niaritime transport
service has depended on the river transport, which can not accommodate larger camiers
owing to the limited draft through the channel, although the maintenance dredging for
those channels is required to keep navigable of calling ships. Lack of modernization
inveslmcnl_, maintenance and poor management have caused underdeveloped situation of

| ports and harbors. These conditions are caused the adverse effect of raising the transpont
cost and subsequently export price of agricultural and industrial products. The present
conditions of ransport neiworks of each subsector are described below.
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Figure 1.7.1 Major Transplurt Network of Argentina
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[All data referred in this section, 3.7 are taken from “Compendio Estadistico del Sector
Transporte en la Argenting, Secretaria de Transporte, 1993” unless specified otherwise ]

(1) Road transport

The highway network of Argentina registered in 1991 was tolal length of 212,469
km ’lhe ex;énsion of the n‘ntipnal road network decreased between 1960 and 1980 by
the transfer to the provisléial jurisdiction. In 199;}_2, the distance of national highway
network was reached o approximately 37,743 km. The rest 174,726 km are under the
provincial govermments.,

- The75 % of the naliohal roads network were pavcd in the length of 28,309 km,
white the rc:11aini|1g_9,434 km were unpaved or gravel roads. ‘The 8% (31,450km) of -
provincial road were paved. The totat length of paved national and provincial road
reaches 59,760 km, thus 28 % of the total roads network in the country are paved.

(2) Railway transport'

In 1992 there are 35,753 km length of service line. In 1985 an efectrification of
88 km distance implemented. Since then the electrification program have gradually
progressed and reached to 367 km in 1992,

_ The total stock of diesel electric Iocomo(ivc's.bclongcd to Ferrocaniles Argentinas
(FA) in 1992 were of 818 units, incl_uding those units granted in concession to the private
companies, Out of the total 'elec{ri'c,stock of 818 units, 63.3% is out of service. The
diesel cars 'and'trailers art, only used by Urquiza and Belgrano Lines, out of a total stock
of 53 units in i992, 28 uniis are owt of service. The total stock of wagons and cargo
wagous are of 36,299 units, 31.7 % of them are out of service.

(3) Air transport

‘There are 117 airports in 23 provinces of Argentina. The BEeeiza airport is the
international gateway airport. The Acroparque. J. Newbery is the largest domeslic
airport and also provides the international services to and from Uruguay.

The operation of major 12 airports (Bieiza International, Cordoba, Salta,
Acroparque J. Newbery, Meadoza, Ushuaia, Mar Icl Plata, Bariloche, Comodoro
Rivasavia, Rio Gallegos, Rosario and Iguazu) is handled by the federal governmeint in
the view of strategic timportance, regional international air services to neighboring
countries (Chile, Brazil, Uruguay and Bolivia} and heavy traffic demands.
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For the national defense purpose the air force will lmmnm lhc conlrol of the air .
traffic routes and navigational control o all the airports.

{4) Maritime transport

Argentina has a 4,000 km long maritime coast and two large important navigable |
rivers, the P1ram and the Uruguay, running through unponanl mdusln'\l and agnwlluml '
produwon arcas before j Jommg the La lea fiver. : |

The fleet of derrick  barges of the Argentine shipping comp'anics' is 318 u'nits'._
Most of the Argentine barges are of the "shed” type, thus corresponding to 53.6% of the
total TPB. The flect of barges of the “tank” type is 58 vits, corresponding to 16.7% of
the TPB of the national barge SlockQ The ﬂecl_of derrick tugs is 47 units, from which 14
are in tcunk services and the remaining 13 are used for auxiliary services. ‘

Out of six major companies for port tug services in the country (the power of the
tugs stock is estimated about 78,000 HP), five companies operale in the port of Buenos
Aires. In the Bahia Blanca and La Plata ports, only one conpany operates for rendering
tug service. Despite the fact that this activity is completcly deregulated, the tug servxcu in
these ports depicts monopolistic features,

(5) Ports and harbors and navigation channcls

Thcre'aré 64 public ports {11.6 million m?2 of docks and 130 maoring posts) and
22 privately-owned terminals (approx.4,500 m quay wall operated for grain, by- products
and oil exports). 59 comparatively small scale pubhc posts are transfeied or in the
process of being transferred to the provincial governments’ control. There are five
strategically important posts (Buenos Aires, Bahia Blanca, Quequen, Rosario, Sanla Fé),’
cach of which forms the independent authority respectively. The main import ports are
Buenos Aires by the general cargoes and containers, San Nicolas and Villa Constitution
by the reception of minerals. The inajor export poits are Rosario-San Lorenzo, Bahia
Blanca and Quequen by the grain and its sub-products and oil, and Buenos A:rcs by
general cargo. ' :

From the view points of their locations, Argentine publxc ports may be classified
into; 54 fluvial public ports tocating along the Parana and La Plata rivers {from Iguazu
down to La Platay and 10-maritime public ports locating along the Atlantic coast (from
Mar Del Plata down to Ushuaia). ' P

Buenos Aires Port functions as the largest general cargo and container pot in
Argentina. The access channel of notth has been maintained at the depth of 28 ft and
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south channel a1 26 ft. There are 6 anchorage basins between the main Parana channel
and entrance of access channcl. The Buenos Aires pott have 6 terminals with 20 to 30-t
drall of berthing facilitics.

- La Plata river provides important access channels to a number of river poits
located along the Parana functioning as the major grain expoit shipment. Owing to the
' hezivy sedimentation carricd by the Parana, the La Plata loses its depth by degrees if no

maintenance dredging has been carried oul. '

It witl be enormous cost of dredging and heavy financial burden o maintain the
channet depth decp enough to accominodate the larger bulk carriers to meel the sea
transport demands, which is the present tendency by introducing specialized and larger
ships. The maximum draft for ships able to enter to Buenos Aires is 32 11 { 9.8 m) and 28
ft ( 8.5m) navigable on the Milre Channel. This means that fully loaded large-size ships
of more than 10 .0 m draft are not allowed to enter the Buenos Aires port. The Parana
river has a large depth in certain places, but the river is also restricted the maximum
draught of 28 {1 ( 8.5m) and the channel has been maintained for occailgdinlg ships
navigable up to Rosario and San Lorenzo., It is also reported that there are many bends
along the Parana de Las Palimas, which is not only endanger the safety of navigation of
many ships but also impose restriction on their length and beam. |

3.7.i.2 Traffic volume of each subsector

{1 R,oad

The 150 companies provide 2,621 units of regular linc service. The annual
distance traveled by the interutban bus-1ot reached 389 mil ki, the distance traveled by
each unit were 148,000 km annually. The lot of provincial jurisdiction lines reached
nearly 7,000 vehicles. In Metropolitan Region of Buenos Aires (M.R.B.A) 118
companics for passenger urban transport operate 9,877 vehicles. The annual distance
lraveled by M.R.B.A. for passengerir’msport is 838 mil ki in 1992, increasing the
'wemgc distance per vehicle to 84,800 km per year.

‘According to Lhe statistic data by CEPAL to estimate the volume of automotive
cargo transportation, it can be estimated that average 92.5 % of goods like agicultural,
agroindusteial, l'nincral and conslruction materials, have been carried by the automotive
means, i.6. about 165 million tons out of 179.1 mil tons in total in 1988 are transported
by automobiles, while the remaining 14 mil. tons or 7.5 % of total tsaffic volume have
been transported by railways. In tons-km basis, 39% of the total traffic, or 64.75 mil
tons-km, were carried by trucks.
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(2) Railway

a. Passengers service
The 6 railway lines that operate suburban services (Roca, San Martin, Mitre,
Sarmiento, Urquiza and Belgrano) had transported more than 209 nﬁl_lion passenger-trips
in 1992, which was about 60 % of total passenger-trips transported in 1987, The line-
wise share of traffic volume, passenger-trip for the mctropohnn areain 1992, werc as -
follows; ‘ ' '
- Sarmiento line has transported 28.2 % of the total volume of passengcr-t'rips;
- - Rocaline contributed with 26.5%; '
- Mitre line with 16.7% ; and
- Remaining 28.6% has been divided alnong the San Mamn Belgrano and Urquuza
- lines.

b Cargo transport service :

The annual cargo voluime transpoted by milways had been on an average of 14. 4
million tons and stable between 1986 and 1990. Between 1991 and 1992, the cargo
volume was reduced to half of the volume of 1990, The cargo (raffic of the Sarmjento
line had been fallen from 2 million tons in 1982 to only 88,000 tons in 1992, Between
1982 and 1986, San Martin and Belgrano Railways contributed about S0 % of the total
cargo transported by the railroads system, which decreased to 40 % during 1987 and
1992.

The cargo traffic between 1982 and 1992 measured in terms of tons-kin, depiclé
its maximum value in 1933 of 16,630 mitlion tons-km reduced to the volume of 3,704
mitlion tons-km in 1992, that is equivalent to less than 28 % of the traffic volume in
1983. The main cargoes are stones, cement, wheat and by-products, and soybean.

(3} Air transport

According to the “Estadisticas Transporte Aérco”, the total number of domestic -
{light in 1993 by all the airlines were 80,316 tips, about 2.7 % more than thadt in 1992, -
Number of passengers - distance of domestic flight were 3,156.69 passenger mitlion ki,
about 2.3 % more than that in 1992. The volume of cargo were 26,370 tons by the
international flights which decreased 26.8% from 1992 and 30,857 tons by domestic .'
frights which increased about 24.2 % from 1992. The foreign air companics carried
2,197,047 passengers and 66,045 tons of cargoes in 1992, and 2,256,097 of p%ssengers |
and 69,052 tons of cargoes tn 1993, Vhe air cargo volumie of textiles from Asian '
countries like Malaysia, Korea and Taiwan has increased geaduatly. - The main import air
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cargoes were efectric preducts, computer equipment, mechanical parts, medicine, oil
drilling equipment coming from USA.

(4) Maritime (ransport

" Fromits total 133 vessels composing the Argentine merchant flect, 49 arc ocean-
going vessels and stand for 52 % of the total gross tons of vessels (TPB). The remaining
84 ships are used for river and coastal shipping and represent 48 % of the national fleet
TPB. The vessels registercd under the Argentine flag have teansported 8.6 % of the tolal
volume exported. In 1991 38.84 mitlion tons have been exported, whercas the impoit
volume had grown up to 9.98 million tons, which has almost doubled in two years.
There is a sngmﬁcant growth of Argenline foreign trade with the member countries of
Mt‘RCOSUR “The m’qor products of expo:t have been grain and its sub products and of
unport were the mehllurglml minerals.

The Argenlialc merchant fleet ds a whole has the storage capacity for the solid
bulk exceeding 1.5 million cubic meters and for the liquid cargo of 1.2 million cubic
meters. The capacity of container transport of the national fleet is slightly over | 1,000
TEU. o - ' ’

(5) Ports and harbors and navigation channels

‘a. Grain and its products movement
Grains have historically been one of the most important products of the Argentine
cxpo:fs’. The share of grain shipments for exports th'rbugh private facilitics has | ‘
constantly grown during the last three ycars. In 1992, 46.8% of the volumes of grain
exported was shipped through the ports ran by the private sector.

There were grain elévators having a capacity to store 1.67 million tons. Part of
said facilities previously owned by the National Grain Board have been granted in
concession to the private sector for their operation. 1a 1993 a new grain and by-preducts
stock and loading facitities were constructed and the capacity of the existing grain
storage, reception and loading facilitics were expanded to 2.9 mil tons.

_ Thc largest volumc of grain expon are handied at ports compiex located between
the Rosano port (h'mdlmg 1.006 mil tons in 1993) and San Lorenzo {0.984 mil tons in
1993). The grain handling volumc through the Rosario areas had been reduced gﬂdmlly
from 1989 since many prlvalc exporters and collectors of grain had constructed their own
elevators and storage silos qlong thc P'\mna out of existing port area and exported cargo
dicectly not lhrough the pont. About 60-70 % of the total nauon'ﬂ export volume of grain
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had been handled through loading facilities of these areas. The remaining volumes of
grain export are handled at Atlantic ports such as Bahia Blanca (13.64 mil. tons in 1993)
and Quequen (2.76 mil. tons in 1993). '

There arc two types of ships using the rivess to transport geain, one is shuttle type
ofsm'ill size ship less than 30,000 dwt and other is large panamax size ship around
60,000 dwi The shuttle shlps carry with the full load of grain up to the anchorage arca at
Recalada, mouth of the river in front of lhe Montcwdco {Uruguay) where the grainare
unloaded to the mother ship ( hrger palmmx size ship), this process of loading/
unloadmg grains is called the top-off op\,muon

The other case is lhal grain is loaded dmctly to the large ship with abou( 40-50 %
of the full capacity at the ports of upstreamm, then the ship stop over at Bahia Blanca or
“Quequen to reload grain gill full capacity. The loading facilities located along the Parand
River (San Mariin -San Lorenzo) contributed in 1992 with 83.8% of the shipments of
solid by-products seat for exports. |

In addition to the normal shipmént operation, the derrick navigation system are
operated through the Parana river. The major cargoes transported by the desrick
navigation system is basically of soybean and minerals. Soybean originated and
produced in Paraguay is transported by barges to the ports of Rosario-San Lorenzo area,
to Escobar {Argentina} and to Nueva Palmira (Uruguay). The iron and manganese
minerals, both originated from Brazil are also transported by this incans of 'transpmt in
order to reach their destinations in San Nicolas {Argentina) and Nueva Palmira |
(Urnguay) respectively. | '

At present about 80 % of inland grain transpout are carried by trucks mainly
toward the grain loading pori's like Rosario, San Nicolas, San Madin along the Parana
river and 20 % are by rait mainly toward the Atlantic sea ports like Bahia Blanca and
Queguen. '

b. Containers movement

The movement of containers through the ports of Argentina has gradually
increased from 24,000 TEUs in 1978 to 341,992 TEUs corresponding to 4.018 miltion
tons in 1992. The growth of cantainers has been more than 10 times during this pediod.
There has been a constant increase in the number of containers import of 54,217 and
export of 71,438 in 1980, which have been increased to 174,416 and 167,576
respectively in 1992, whlch have increased at 34.2% from 2$4 ?4‘5 TEUS of 1991
Morc than 98% of containers are handled at Bucnos Aires.
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3.7.1.3 Process and impacts of privatization of cach subscctor

From 19921 the government have proccedcd and cncoumgcd the privatization and
decegulation programs in the each mode of transport operation. Since implementation of
privatization of transport service operation in 1991 the impacts of the following aspects
are repotted,

1) The transpori, storage and communication sectors gencrated about 5.2 % of the
Gross Domestic Product (GDP) with market prices of 1992, equivalent toa 11,718.5
million pesos excluding the value of the private cars, tour chasters, passenger tcrminal
services and air transpoit services.

2) The financial burden of the government had been relieved US$E,135 niillion in 1992
after the decentralization, deregulation and privatization of transport services.

(1} National read

During last two years the maintenance and improvement of the main national road -
have been granted to the private sector by giving the concession of toll system. Up to
now, about 9,932 ki (35 %) of the paved national highway are maintained in this
system. They are responsible of maintenance of such highways by collecting toll.

When the operation of national highways were privatized the traffic forecast
through the highways were estimated at 2 to 3 % of growth rate per year, however the
actuat growth had been around 25 % for 2 years of 1991-1992 since they took over the
operalion on the contract basis,

(2)  Railway transport

In 1857 the national railway was established and started operation for cargo and
passenger ser".fic'es_o'n competitive ground by Freach and England companies. The
national railway lines had been developed to make networks centratizing Buenos Aires.
In 1948 the goverament nationalized railway operation and management and called
National Railway of Argentina (F.A.). In 1990 the following aspects in F.A were
obseived:

- The quality of service, morat slandard for service and safety manner were deteriorated,;
- The infrastructures and facilities of stations, rails, wagons, communication systems
- had become inferior conditions; and
- Nao investiment for improvement of infrastruclures and maintenance, and no
~ governmental budget for railway operation. '
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Under such circumstances the government decided to privatize cargo transport of
F.A. in March 1991, F.A. sounded provinces for railway operation by provincialization
and also sold their property of buildings and lands (o private companies. F.A. was first
divided into two companies, F.A. for nation-wide railway operation and FEMESA
(Ferrocarrifes Metropolitanos Socicdad Anonima ) for passenger services in Buenos
Aires metropolitan area. F.A. had been fusther privatized into S private companies for
cargo transportation and 3 provincial companies. There will be 4 lines to be privatized |
from 1995. ' | | I

Some of the passenger transport railway lines are stifl under the control of the
provincial government. At pn,sent the government have gmntcd 12,807 km distance in
concession to the private sector. Out of the total distance of 34,059 km 891.5 km of
FEMESA line were granted (o the private scctor.

The impacis by the privatization is reported from the operation companies as
follows:

The cheaper {reight about 12 to 30 9% of major bulk cargo such as wheat, coal and
stone by raitway are provided than that of truck transpoit due to heavy competition; -
- Transport volume of bulk cargo have increased; . '

- The railway companics are allowed to develop new markets to transpost trucks on
wagon with new technology and to promote new customers of wheat collectors at
production arca by creating a confidence to the customers that their Cargoes are -
delivered in time with required quantities at cheaper cost; -

- The raitway company slarted and planned new projects to construct and operate cargo
collection terminal in the suburb of Buenos Aires city to deliver bulk cargo like
cement, stones to the destinations within the city. it will ease heavy traffic congestion
in the city; and :

- After the privatization the tariff had bcen n,duced around 5 to 30 % 'md the numbe,r of

employees of the FA decreased from 120,000 in 1990 to 8,900 in 1992 and their
moral standard and efficiency for the services have improved.

(3) Air transport

The responsibitity of operation and management of airposis located in the
provindes arc transferred 1o the provincial government from the federal control in 1991+
92. The terminal building operation of the Ezeiza and Acroparque airpoits are carried oul
by the joint operation of three private companies (Intercargo for ramp and cargo h:mdling
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setvice, Edcadasa for deposit hanger and warchouse operation, Interbaires for duty free
shop) and government sector.

There are 10 airline companies opeeating. The largest aisline company is the
Acrolincas Argentinas operating in the international lines on the private business basis
which were privatized by transferring their shares to the private companies and
governiment hold 5 % of the company’s share. The company established Austral airline
by hotding 99 % of its shares, operating mainly for domestic service. The Lapa (Lincas
Acreas Privadas Argentinas), a private company operates for domestic service. The othee
airlines owned and operated for the regional areas by the provincial government except
Sudamesicana de Aviacion, El Pinguino, Valls Lincas Acrcas y Servicios and CATA are
planned to transfer into the private sector in near future.

The government decided to invite the privdtc_ sector pmiici|1aliqla for the operation
and inan:igemenl of all the airports. At pri:sc_.nt the commiltec consisting of the |
represchlaiives of Ministry of Economy, Ministsy of Defense, Air Foree, and Minislry of
Tourism is established by the decree 770/94 to study the scope and extent of the private
sector paiticipation, schedule of transfer of operation fr_om the government sectors, the
manner of selection of {)rlvate participants and selection of the concerned airports for
inviting the private participants for the operation. The committee will submit the
conclusion and recommendation by April/May, 1995,

(4) Maritime transport

During the second half of year 1991, the government introduced the deregulation
decrees related to temporary flagging-out from Argentine Shipping Registry and cargo
reservation. The ELMA (Empress Lineas Masilimas de Estado) is the only government-
owned shipping company and still receiving linancial assistance. Wilhin the share
corresponding to the Argentine Lines, ELMA carried about 60% of the general and reefer
cargoes, while the 40% were transported by Argentine Private Carricrs, for which law
cstablishes a predominant participation in the carriage of bulk cargoes. Since cargo
reservation law was declared without effect, foreign ship owners and third flag vessels
had a free paticipation in cargo impon 10 Argentine.

it is worth pointing out that carge caniage participation of ELMA within the
Asgentine flag were reduced to 43.55% in 1992 while the share of private companies
reached to $6.45% during the said year. In 1987, the first of the two full-container
~ vessels buill in the country were incorporated to ELMA's services “ mfy ISLA GRAN

199



Vol. Il (Chapter 3) <Transporiation>

MALVINA.” The second one (/v “ISLA SOLEDAD”) started lmdmg forELMA in
1989,

a. Reduction of freight cost

In the case of the Argentine registered sh:ps they are not requucd for tug boat
services to Ihe ports if the captain on board is expericnced through the channel. The
freight charge of shipping by the deregulation had atso been reduced about 30 to 40 %
because of the reduction of tug boat service charge and correspondingly the freight charge
of grain lransponmmn also were reduced about 20 to 30 %, which were caused by the
non-application of Argentina mgu1anon of insurance policy and introduction of
competitive open market of tug boats and pilot services.

b. Deregulation for import of ships |
Aflter the deregulation the government had 'lllowcd to nnpon some type of ships

from abroad like fishery boats, general cargo ships, container shlps and poss:blc
chartered ships of Argentmc owners to cooperate with Argentine fleets. The shipyard 'lt
La Plata and others owned and operated by the government were transferred their
operation and management responsibility to the provincial government. The government
allow such shipyards to develop or convert into a new busmess maiket Jike n,novaung
into a free trade zane by private investiment.

(5) Ports and harbors and channcls

a. Privatization of port and harbor operation _ _

The Argentine ports system is in the middle of a transformation process from
state-owned ports to the provinces. The 59 public ports are transferred or being
transferred to the provincial govermment control and S strategicatly important ports (i.e.,
Buenos Aires, Bahia Blanca, Quequen, Rosario, Santa Fe) forms the independent
authority, which would be responsible of the management and development of each of
these ports. These authoritics are organized by representatives of private and public
scetors interested in the port acliviti&qliﬂcluding the province and municipality.:-

The sea transportalion sector has also been dercgulated by Decsee no. 817/92,
dated 28 May 1992, Law No. 24,093 sanctioned 3 June $992, and Decrec No. 769/93 -
dated 9 April 1993 which includes the followmg measures:

- The dissolution of the General Poit Admmlslr'ltion and the dcccmrahzanon of poit
administration; ' '

- The cstablishment of legal regime for private ports;

= The de'rcgulalion of port oberalibn and the dissolution of previous labor agrecments;
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- The privatization of cargo handling and storage operations within a competitive
framework through concessions;

- The deregulation of pilotage and towage; and

- The deregulation of sea and river transport.

b. Impacts to port operation service
The impacts to port operation is teported as follows:

- The cargo handling cost is reduced, such as the cortainer handling on the whaif

~apron, pn:\;_iously from around US$600!conmincr to US$200 which will be

~ further reduced by the private terminal operation to around US$150. The port
dues to'Bue:nos Aires in 1994 got cheaper around 40 % than that in {989, The
freight charge of wheat got 60% cheaper from US$9/ton in 1989 10 USS$3.5/ton
in $992. The transport cost of fishery products got around 78% cheaper from
US$120/ton in 1989 to US$2%on in 1994;

- The pilot services and tug boal service charges became the reasonable cost and
time because the government introduced free competitive market to users of pilot
and tug boats for sailing the Parana - La Plata rivers; and

- 'The custom clearance procedure atc simplified and faster at the port since they are
allowed to introduce the computer network system connecting customer office
and shipping agents, cargo consignees, all the paper ﬁvorks can be disposed by
the computer network and no need to visit number of desks in the customer’s
office for sanctions.

¢. Impacts to tug boat service
The tug boat service and pilot scrvices for entering and leaving the Aggentine
ports were provided before the deregulation law by the specific companics nominaled by
the government, but after the deregulation private companies are allowed to provide the
port services of towage, pilotage, dredging of the access channel and navigation aids
under the contract basis according to the new deregulation law.

d. Privatization:of channel dredging
The mainitenance dredging of the main channet of the Parana-La Plata rivess
through the Parana de Las Palmas river is the responsibilily of the federal govemment,
while the maintenance dredging of the access channel to the port is responsibility of each
port. - . ‘ ' '

The Direccion Nacional de Construcciones Portuatias y Vias Navegables (CPVN)
under the control of the Ministry of Economy and Public Works and Service is.
responsible for construction of port facilities and channels dredging, and CPVN had been
undertaken in the last 20 years. But with its losing dredging capacity the actual demands
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for dredging service required for navigationat safety have not been met. The CPYN
formulates an annual dredging plan for cach year to maintain the requised channel depth,
but the actual maintenance dredging had not been carmried out satisfactorily mamly for the
following reasons

- Shortage of crew, which makes it impossible for the dredgers to operate

- Mechanical defects and related fattures of dredging cquipment

Under such conditions, the goverament plans to conduct the mainicnance
dredging of Parana-La Plata rivers and improvement of navigation aids facilitics by the
pivate invesiment as parts of the privatization program and arréngcs'(hal the dredging
cost will be coinpensatcd by the toll to be paid by the ships of more than 15 ft drafi. The
toll charge shall be highet for ships having 15 to 32 [t draft. Ships of mo_ré than 32 ft
drafl that can be navigable or with a partial load, shall pay for the "Service" they receive
from the navigable channel. All the ships shall pay the toll accordmg to their TRN'
(Tonelaje de chlsm Neto or I\el Reglslur Ton)

It is reported that the impacts of this dredging arrangement will be US$ 1.20 per
ton. 1t is estimated that when the dredgihg at Rosario port will be made to 32 ft draft,
those ships that are now leaving ports with only 26,000 tons will be able to carry 34,000
tons. It is also expected that the total transportation cost by pilot service and ihe sailing
time will be reduced by safety navigation, then the port due as a toll through the channel
will be collected at reasonable level by private company as concession to the dredging
works.

3.7.1.4 Develepment plan of eéch ‘subs‘ec'wr_

(1) Road

The government, Vialidad Naciona! (VN), plans to develop and rehabilitate .IIIIC
damaged and unpaved national highways by providing the budgets of §,555 mitlion pese
in total between 1994 to 1997 ( This amount will become 1,862 million Peso by adding
the cost of 1993) in which the government will provide 1,055 million Peso and remaining
500 mil Peso by the intemational financial agencies, since the cargo volume transported -
by trucks had increased substantially by taking cargo from the railway which carried 24
million tons in 1983 reduced to 14.6 million tons in 1989. The private sectors investment
of 616 mil Peso are expected for road rehabilitation and development works by giving
concession between 1994 to £997. The total investment during the said period will
become 2,171 mil Peso. '
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As a tesult the trucks had increased their carrying volume and had been got bigger
and heavier loaded which caused the damages in the national highways and drew out
strong demands for widening and improvemient.

The VN is preparing the national road devetopment plan to establish the programs
to be undertaken by the centsal government, provincial govemment, private seclor
investment, and joint opesation of public and private sectors.

“The government will support the road and bridge development projects in refation
to transportation infrastructure program by the establishiment of MERCOSUR such as
the bridge project between Colonia and Buenos Aires, and conslruction of connection
road between Rosario and Parana of which the Secretariat of Public Works and Services
has already been conducting the feasibility study. The Vialidad Nacional prepared the
Andes Crossing Routes Development Plan. This plan describes the order of priority of
development routes, their budgets, schedules of implementation and the regional
development impacts by crossing the Andes to Chile with number of allemative routes
starting from Buenos Aires, Sujuy and Bahia Blanca. '

(2) Railway

The government plans to promote further privatization ;5r0gmm The railway
lines around the suburbs of Buenos Aires and nosthern provinces wil! be invited for bids
from the private companies for cargo transport opemuon The Subsecretariat will assist
the development projects initiated by the private companies such as crossing to Chile
from Zapala, national inter-railway developiment projects to be rcqum.d by the
eshbhshmem of MERCOSUR common regional market. The National Railway is
preparing a comprehensive national transpoit strategic study aiming o analyze alternative
transport mode which will identify the policies, scope and extend of the government or
private sectors' investment, and to cstablish & data bank system colleciing all the
transportation data and connecting to alt the concemed agencics, companies and users by
the computer cable network system. ' | '

(3) Air transport

~ The governmient decided to introduce the private sector participation for the
operation and manageinent of all the airports. Their privatization program will be
submitted by April, 1995.

The terminal buildings of the Ezeiza airport were constructed in 1950s. It is
planned lo renovale or reconstiuct a new tersinal buitding by the private sector
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investment for modernization as an internalional gate-port and promotion of tourism. The
5 years airport development program now considered to prepare and the recommendation
of the privatization program will be included in the program. :

(4) Ports and harbors and channels

a. Establishment of Social Administration of Port (SAP)

The government will reorganize the previous organization of AGP and establish a
new organization (tentatively called Social Administration of Pot) to be responsible of
maintaining the clearance of channel and basin draft, coordination of public and private
roles in the port activitics, planning the future development plans of each port,
coordinating with municipality and regional government ﬂgcni:ics for planning the access
of roads and raitway conriection to the pois 'md promotion of pnvauzatmn program of
terminal operation in selected poris. ' '

b. Development policy _ _
Itis reported that the government, Secretary of Transport, set the policy to utilize
the available facilities, manpower, equipment with the maximum capacity as the fisst
stage of development then to develop the port infrastructures by the private investiment
including expansion of breakwater at Quequen port, container terminal development at |
Bahin Blanca and Rosario ports and renovation of old facilities at Buenos Aires port.

The government will establish an advisory group under the Secretary of Transport
1o study the issues asked by the Sccrehry and provide the rewlmnendauons for '
necessary actions to be taken.

¢. Container terminals development at Buenos Aires
and other major ports

The concession of the port terminals in Puerto Nuevo at city of Buenos Aln,s 1S
considered as being public interest due to the impottance of pot activities. Thiswill
bring a generalized reduction in the transportation costs of import and export cargoes by
optimizing the operational efficiency, fostering the competition, preventing monopolistic .
practices, improving the quality of the services and reducing port costs.

The government plans to develop the Dock Sur area on the south of Buenos Aires
under the separate authority to be cstab!ished joimiy with the proﬁnce muniéipa!ﬁy of
Bucnos Aircs government representatives. The govermment gave the permlssmn to the
pnvalc company owned the area to develop the container terminal and the ml'md dcpot of
the containers.
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The ports of Bahia Blanca, Quequen, Rosario, Ushuaia ports and La Plata port
have atready received small quantitics of containers. These ports have the sufficient land
area for future port facilitics devetopment. They started to prepare the engineering study
of container terminal development on the each port authority level for optimizing land use

within the port area.
(5) lnlermbdal jransport

The manufacturérs located in Cordoba and Mendoza provinces are now using the-
railway for transporting raw materials and products fronvto the port due to the cheaper
 freight cost with large quantities delivered on time. The provincial government of
Cordoba assists the regional manufactugers for effective use of railway network to reduce
the cost of export by combination of alternative interinodal transport mcans between the
Cordoba and Sanios in Brazil. '

There are good access of raifway and road networks behind the Bahia Blanca and
Quequen ports. The port authorities of Bahia Blanca, Quequen and Rasario plan to
ulilize the advantages of the deeper depth of the access channel and the intermaodal
transport of road and railway networks to the hinterland of ports for delivering cargo
faster and efficicntly from door to door basis.

All the ships transporting goods through the Parana river tor international and
domestic trade adjust their drafi at the Rosario port according to the available depth of the
channel. Joside the Rosario poit there is a special berth and storage facilities exclusively
used for Bolivian international trade. The raih#ay connecling to Belgrano and Mitre
Railway conipany are extending for 35 km in total length to the different wharf and yard
areas instde the port for transporting manganese and steel raw materials importing from
Brazil through the port to Mendoza. Commodities from Bolivia are transported by these
railways and trucks to the port for transshipment of goods to Acgentina and abroad.

The intermodal transpost through these major ports will give an incentive to the
private investments to the export promotion and improvement of transport infrastructures.

3.7.2 Issues’

Since introduction of privatization, dercgulation and decentealization program in
transport sector it had begun to give impacts to national and regional cconomic aclivities
by providing betler and efficicnt services to users with cheaper cost and faster operation
of delivering cargoes and carrying passengers and also reticved substantial financial
burden of governinent budget allocation. ‘The government shall proceed the current
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privatization and decegutation program and encourage the private paiticipation for
development of transport infrastruclure and service operation by inviting the private
sectors technical know-how, financial resources and efficiency of minagement system
for wider public transpott service. :

1n order to sustain the current economic growth and promiote export to Asian and
MERCOSUR countries in coming years, the following short and long term issucs of
transport sector are considered 1o be undestaken by the government initiative..

3.7;2.1 Short-term issues

(1} Redefinition of transport sector administration

The organization of Secretariat of Transportation” consists of 3 Sub-secretariat, 5
National Dircctorates, 13 Directorates and of model responsibilities. In this
organizational scheme, the following issues of intermodal nature are not handled in any
Sub-secretariat, and the Secretary of Transport dircctly supervises those issues:

- Formulation of short, medium and long terr transport developinent policies,
- Preparation of budget proposat and altocation of transpost investment funds
- Intermodal coordination among various needs of transport

In order to implement lhé above issues effectively and efficiently, the prcéént
division of work in the Secretariat based on modal responsibilities and its organizational
structure seem to be required redefinition. It is advisable to establish an independent
Sub-secretariat which deals intermodal subjects including above issues. The intermodal
coardination in formulation of transport policy is imporiant particularly in the changing
economy and society of present days.

Presently the government is vigorously pursuing policies of privatization and
deregulation in the transport sector as a whole. The division of work between the
govemmment and the private sector has been changing from the previous one, Under these
circumstances, the government is requested (o analyze needs of (ransport users and
private enterprises and to create frameworks of cooperation between the government and
the private sector. In accordance with cconomic growth and increase in volumes of tfadé,
the inadequacy of transpost infrastructure wilt become apparent in the coming future.

From this view point, one of the important roles of the Secretariat of Transport is
to formulate medium (around 5 years) and long-term (around 10 years) visions of a-
future direction of transport development with its regional distribution. The private sector
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will pereeive the govemment’s policy direction through medium and long-term transpont
plans and decide their economic and social activitics.

It is also necessary for the government to miake effort to acquire the needs of

private sector. It is advisable to organize an advisory body to the Sccretary of Transpon,
for example, *“Transport Poticy Council” consist of 20-30 representatives from private
cmcrpﬁses, academics, tabor unions, transport operators and general transport service
users. Specific topics of important transporl issucé(e.g., "an appropriate level of
transport investment in the tight fiscal situation,” or “requirements of transport .
infrastructures development coping with needs of econmhy and society in the 21st
century”) can be commissioned from the Secretary of Transpott to the Council, and
Council members meel regularly and prepare recommendalions to the comnissioned
subjects. This sort of regutar exchange of opinions between the governient and private
sector will be particularly valuable for the transport administration in the new and
changing circumstances of the cconomy.

(2) -Preparaiion_ of _“National Transport Study”

Since the impacts to transpoit service by privatization and deregutation of each
subsector are recognized it is considered appropriate stage to conduct “National Transport
Study of Argentina” for preparing the medium and long term dcvclopmeril strategies and
programs of transport infrastructures, upgrading of transport services and improving
operation and management. : : -

The study shall include the following:

- Phased developmient program of each subsector for ils infrastructure development
considering national economic develop'mcnt policies and stratcgies construclion;

- Preparation of scope for rehabilitation and maintenance of transpont facilitics
(National and provincial roads, railways, ports facilities and airpotts);

- Measures to upgrade the transport services which will meet the needs of users; and

- "The government iniliative and coordination for sharing investient with private
sector for improvement of infrastructure.

Based on such long term plan the goveranient shall take an initiative and
coordinate directions of the phased development program jointly with the private and
public sectors considering the regionat roles and functions of the respective transport
facilities. '
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3.7.2.2 . Mcdium and leng-term issues

(1) Improvement of grain {ransport sysiem

By 2010 the Asian countries including China will face the shoitage of foods by
the advance of industrialization and population growth. Argentina had already been -
exporting grain (o Indonesia (about 450,000 tons in 1993) which has been incréasing.
The grain and its by-products are and will be major expoit commodities not only to Brazil
but also 1o Asian countrics. Prcsémly, Asian countries import grain mainly from Canada
and Australia. Itis essential for Argentina to keep competitiveness of experling grain
aimong the major exporling countries,

The privatization and dercgulation of port service have contributed to reduce the
total transport cost, but the grain export will be promoted into Asian countries by
improving the transport system and making competilive price in the infernational market.

The present arrangement of grain transport by derrick and top-off operations are
costly. Forexample; There are $5 grain Ioading/uxlioz;ding facilities (private and public),
43 of them are located within the Parana, La Plata and Uruguay rivers system and 12 are
in sea ports. The normal loading capacities have scached in general over the 1,000 tons
per hour for solid bulks and over 400 tonsthour for oils.

"The navigation aid facilities along the channe! from Recalada to Rosario and Santa
~ Feare not working propeily. Sailing time takes nearly 36 hours for one way with three
pilots on board which causes additional cxpense and time in addition to the total grain
cost to the consumers, During the exporting scason of grains, special priority is given to
geain carriers to avoid shipping traffic congestion along the river. The whole channel of
Parana - La Plata areas is not equipped with radar tracing facilities to control shipping
traffic all along the river, the contro! is limited by VHF of ships.

In the long run the deep draft pbﬂ for accommodlating Iargcf grain carsters and
large receipt area of storage facilities shall be developed aiong the A!Iantib coast and
navigation aids facilities along the rivers shall be improved in order to supply the required
quantity to Asian countries in time with reasonable price. In addition to the physical
infrastructure development the information system connecling bétweeu Asian c@untries _
and suppliers, collectors and exporters shall be developed for smooth and faster
communications. |
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(2) Containerization of cargo transport in Argentina

Some industrialized countrics in the world are on the move of developing an
international, intermodal and door-to-door container service system that will benefit the
shippers with time and cost sﬁvi:ags. It is expected that containerization of general cargo
will gain more and more momentuny in the future.

At present, major container terminal in the world have a water depth of 131014
m {39 it to 42 1) for accommodating Panamax type container ships and some have a
deeper water dep'lh in anticipation of the Super Panamax class ships. Some major
container terminal have a beith length of more than 1 ki to realize ef ficicnt operation by
making usc of the scale merit. Most of these terminals have a container yard width of
300 to 500 m and some have even larger container yard width.

Container cargo in Japan has been increased at a remarkably high growth rate of
§2 to 14 % per year during $1990-1992. The container cargo volume ts more than 125
million tons per annum equivalent to 8,623,643 TEUs in 1991. The container traffic
volume handled in Asian countries in 1991 were Japan, 8.623 Singapore; 6.354, Hong
Kong; 6.162, Taiwan; 6.]27, South Korea; 2.694, the Philippines; 1.463, Thailand;
1.171, and Indonesia; 1.156 (unit is million TEUS).

Smcc Asnn countsies are for med inthe ardupelagos and sca transpottation has
been an esscnlm} and praclrml means of communication, they have developed naturally
the containcrizalion of sea transportation from the cardy 1980s. Major ports in Asian
countries hke Singapore, Hong Kong, Taiwan, and Mnhysm are located geographically
at the transshipment of n,glomi key position in the world major shipping routes and have
already equipped with the container terminal to accommodate post Panamax type of
container ships.

The expansion and the improvement of the present premises for container
handling in the port of Buenos Aires may not be enough in the medium and long tenm of
port o'pc‘mlion. The full‘scalc operation of container terminal is rather difficult there for
the following (CASORS. ” '

- Thete is no chance of arrivals of fully laden ships due to the fack of necessary
draft at the access channel,
. Lack of water depth at the quay walls where conhhi‘ér vessels can imoor.
- ' Severe shomg«, of hnd bchmd the quay walls where city activilies are along the
' waterfront area.
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The present arrangement of 6 terminals operation by § pnvatc companics will
provide some rooms for accommodating the demands, but each private company have
forecast of containers at 3-5 % growth per year to estimale invest for necessary
equipment and future cash flow, the preseint container handling facilities will be saturated
shortly. Considering the physical constraints of the port, it is necessary to plan the
development of a new container terminal supplementary to the Bucnos Aires in the long
termin the other ports along the Atlantic coast wheie deep water depth 'md shoﬂu access
to the ocean are avalhhle

White Buenos Aires will be able to handle containers nearly 1.0 million TEUs
under the present arrangement, meantime it is expected the decentealization of container
cargo from Buenos Aires will be required and the consignécé will desire to deliver/
collect their containers as close as possible to minimize the inland transport cost. The
poris like La Plata, Bahia Blanca, Ushuaia and Quequen ports with deep draught on the
coast of Atlantic ocean will be required to develop container terminal to cope with
demands by such trends of world sea transport and promote trade with Asian countries
by containers which wilt also give incentives to private manufacturers and promote
exports of industrial products ' '

The goverminent shall review the current régulation of uﬁnsporliug'comainers by
land transport system and update such rules to allow trucks and railways to transport
containers smoothly and allow the private companics to develop necessary supporting
facilities for container transport such as inland depot (dr)' port) and reinforce
infrastructurcs of main routes and introducing the communication nctwork systein 'for'
tracing conlainers by port lermmal shipping agc,nls for wardmg 1gun collectors and
delivery of containers.

{3) Trans-Andes roufes development

There are number of aliemative routes crossing the Andes by roads and railways
which have already been used for'cxchanging, regional products bctwccn the provinccs
of Argentina and Chile. Recently there are number of serious discussions between the
provmcml governments of Argentina and Chile to dcve!op the fully consohd'itcd tmdc
routes by improving the Trans-Andes routes.

Because Argentine government desires to encourage the mountainous - regions by
developing mineral resources, mining, agricull.ur'll and manufacturing pfoducts tis
considered economical and convenient to transpor such produus to Chile and to PﬂClﬁC
countries by crossing the Andes from these regions of Argentina.
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The federal government shall initiate the feasibility study for sclection of
“physically possible routes and assist private railway companies, manufactures located in
the regions and provincial governinents for promoting theic export/ import trades with
Asian countries through neighboring countrics and regional economic development.

(4 Harmonization of transport systems among MERCOSUR countries

In order to function MERCOSUR as an integrated cconomic organizafion, il is
nccessary (o flow freight and passengers freely among four menber countrics (and also,
desirably, Chile and Bolivia). For this purpose, Parana-Paraguay waterways systeins,
railways, roads, ports and shipping systems, and air transport systems would be not only
developed and organized as coordinated transpoit infrastructure networks, bul also
require harmonized rules and regulations of border crossing between member countries
of MERCOSUR (and also Chile and Bolivia). The discussion among MERCOSUR
countries on the latter issue has already started, but not yet reached to the agreement. It
seems to be required to accelerate the process and reach to an agreement in shoit terin,
since MERCOSUR has already been organized.

The improvement of transport infrastructure, on the other hand, necds medium
and longer term consideration. In order to realize them, it is required to prepare
inventories of present conditions for various modes of transport infrastructure, assess
requircments for improvement, put prioritics to various options of transport infrastructure
development and devise ways of financing them. The harmonized development of
transportt systems among MERCOSUR countries, Chile and Bolivia will realize trans-
continental corridors connecting the Atlantic and the Pacific oceans, which will open up
new cconomic opportunities for those countries and particularly be an impodant means of
stimulating economic development of cegions along those routes.
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