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Vol. I (Preface)
PREFACE

The Study Team visited East Asia in November 1994 and undertook market
studies to cvaluate its attractivencss to Argentina, The Study Team also conducted an
extensive interview with importers and manufactures to analyze their views on the
Argeatine suppliers and products. This is the outcome of the East Asian study. Those
markets studied are Japan, the Republic of Korea, China, Hong Kong, Singapore,
Malaysia, Indoncsia, and Thailand. Market situation, current cconomic relation with
Asgenting, and prospects for export and foreign direct investment are presented by
country in subsequent chapters. An analysis on Australia and Canada is also inctuded
because one of the purposes of the study is to review the strategies for the East Asian
markets taken by these countries with industrial and trade structures similar to those of
Argentina. ' '

East Asia is potentially a very' attractive market for Argentina. Sources of the
attractiveness exist not only within each economy but also in the economic
interdependence within the region. Industiialization, improvement in income level,
changes in life stylcs towards more westernized ones, and the increase in foreign direct
investment in the region have brought about favorable opportunities for Argentina's
export expansion. The dynamism of the economic development of the region as a whole
also enhances the atlractiveness of the market. '

In spite of this attractivencss, the market has not been approached by Argentina
with its all strength. The market has been given a low priorily by Argentina's exporters
for reasons such as the long distance from Argentina, the existence of other profitable
markets, inadequate export capagity, shorl-term-profit-oriented business strategics, and
inward-looking corporate behavior.

The Argentine economy has become open, and therefore cutward-looking
strategies are increasingly important both at the natienal and coporate levels. Acgentina
needs to pay close attention to the East Asian markel than ever because a relative
magnitude of the market is t00 large to ignore in the world. [tis time for Argentina to
tackle the East Asian market before the competition for a larger market sharc in the rapidly
growing cconomy becomes ficicer,

It should be noted that this volume is a part of the Interim Report, June 1995. The
descriptions in this volume including tables and figures do not thus reflect changes on the
East Asian matket since the Interim Repoit was submilted.
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1. Summary and Conclusions

1.1 East Asia: A Yery Atdractive Mavket for Argentina

"Bast Asia" of this study covers Japan, the Republic of Karea, the People’s
Republic of China, Hong Kong, Singapore, Malaysia, Indonesia, and Thailand.
Australia and Canada are included in this chapter for the reason that one of the purposes
of this study is to investigate the strategies of countries with industiial and trade
structure similar to that of Argentina for Asian markets. East Asian countrics are very
altractive markets to Argeatina. Sources of the attractiveness exist not only in cach
country's economic and industrial conditions but also in the interdependence of
countrics in the region.

Each country's attractiveness lics in the drastic and dynamic changes in its
cconomic and industrial structure which would work favorably for Argenting as well as
in its fast economic growth, though market sizes differ largely by country. Particutarly,
industrialization, improvement in income level, changes in life styles towards more
waestern ones, and the progress of offshore production by private companies are
bringing about changes in trade policy and trading patterns and thus providing
Argentina favorable opportunities for export expansion. Although ups and downs in the

conomy are unavoidable as a matter of course, the East Asian cconomy is expected (o

[
grow continuousty in the future.

However, what is more attractive to Argentina is the dynamism of the cconomic
development of the region as a whole. The dynamism is produced by the
interdependent and integral development of ¢cach market. Economic growth in ong
country results in an increase in its imports and such an increase in imports leads to an
increase in exports from other countries in the region and economic growth in thase
countries. It is a spiral process of development. On one hand, such a dynamism bears a
risk since one country's economic stagnation may bring about a synchronized downtuin
of the regional economy. On the other hand, however, it has clearly an advantage of
aceelerating and sustaining economic growth of the region through moving capital
across nationat borders.

In spitc of the altractiveness of the East Asian market, it has not been
approached by Argentina with its all strength. This is clear from the facts that
Argentine businessmen rarcly visit the market for business purposcs and that theie have
been few business commitments (o the market by Argeatine companies for direct
investment. The market has not been so important to Argentina compared with other
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markelts. In other words, Argentina has not given the matket high priority for trade,
The relatively low priority to the Bast Asian ma]_'kci can be attributed to the following
factors. - o ' ' ' )

1) The fong distance between Argentina and the market |
2) The existence of other profitable export markels nearer Argentina than the
Fast Asian market _ _ o
1) Incfticiency and less proﬁlabilily of export at asmall tot
_ '4) Shortage o_f.cxpon‘ capacily
5) Shoﬂ-tcrm-proﬁl-oricmed business strategics
6) tnward-looking corporate behavior

It is natural that low priority tends to be given to a market located far from
Argentina, such as the East Asian market, under the prevailing shortage in the capacity
of production and distribution and the existence of other strategical areas for expoit.

The Argentine cconomy has _bcéomc more open and, Ihér¢f ore, oﬁlward-loolking
strategies have become more important both in the management of national economy
-and corporate behavior. Argentina needs to pay more close attention to the East Asian
market than before because the relative importance of the market in the world is t0o big
to ignore. It is a time for Argentina to lackle the East Asian market before the
compelition for shares in the rapidly growing market becoines ficreer.

1.2 Opportunities Opén to Argentina

.21 - Priovily area

Argentina can increase exports if deliberate export promotion strategies are
formulated in the production, distribution, and sales of those products. It is important 1o
upgrade the quality of those products for exporting to the market. Although the reason
for the selection is different by country, priority should be givento) a.pan. China and
Indonesia. ‘

The main reasons for the high priority to Japan are its markel size and the
structural changes in its trading pattern. The steactural changes have been brought
about by the appreciation of yen, the expansion of offshore preduction, and an increasc
in imports from those offshore production facilities. More cos_t_c'onsci‘ous behavior like
importing cheaper products from all over the world in the business and houschold
sectors has also led to the structucat changes, There has beén an upsurge in imports and
offshore sourcing not only for consumer products but also for materials and pasts.
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China is given high priority for the reasons of its ultra big markel potential and a
chronic shortage of basic producis which stems from its rapid cconomic development.
Economic de\"e!opmcnl yields an increase in houschold income, which brings aboul
huge demand for consumer goods including foodstufts. Further, demand for foodstulTs
is sophisticated and more quality-oricnted. Although the rapid industriatization is on
the way suppotted by direct investiment from both developed and developing countrics,
local supply can not mect the domestic demand sufficiently duc to its large population
and too rapid expansion in their demand.

Indonesia is also given priority tor the similac reasens as ¢ited for China.
Although Indonesia is trying to increase self-sufficiency in staple food and basic
industsial materials, there always exisls a gap between domestic demand and local
supply due to a rapid increase in demand. Such a situation will not disappear in the
short term.

Giving priority to these three markets dose not necessarily mean that other
mackets are insignificant or lack of attractiveness. Korea, Thailand, and Malaysia, for
example, appear to have respective attractiveness to Argentinag, though the size of cach
market is relatively small and products to be exported may be limited. These three
countries share a characteristic that they necd to import some basic industrial materials
to manufacture exportable products.

In addition, Singapere and Hong Kong have its own unique functions,
respectively. These functions are decined Lo be of use for Argentina when il trics to
expand exports to the East- Asian market, though their attvactiveness measuced by the
market size is not so high. Their unique functions can be summarized as follows.

Singapore: 1) efficient port facilities; 2) a hub for neighboring countries; 3)
warchousing; 4) an information center; 5) a financial center; 6) are-
expori base, especially to Malaysia; 7} a gateway to lndochina

Hong Kong: 1) warchousing; 2) an information center; 3) a financial center; 4)
& re-cxport base, especially to China; and 5) a gateway to China

122 . Priority products

In the shoit terin, product priorily should be given to agricultural and fishery
products and agricultural based products as well as basic industrial materials. It is not
just because Argentina has competitiveness in these products but, more importantly,
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because the following changes in the economic and industrial structure of the region
~will necessitate the import of these products.

1) Large population

2) Improvement in the standard of Iwmg

3) Industrialization concentrating on heavy ang chemical industries for national
cconomic development |

4) Dreastic changes in {rade struclure

$) Difficulty of achieving sclf-sufficicney in the shoit term due to hlgh ngWIh
- of demand

The following are some examples which are deemed to have potential for export

expansion.

1) Wheat, mnaize, soybean, and grain sorghum
2) Fishes and their processed products
3) Fruits and vegetables

4) Beef products

5) Dairy products

6) Wine

D Pre-industriat tobacco

8) Tanned leather

9) Pulp -

10} Aluminum ingot and alloy

1) Steel products

On the other hand, the export expansion of other manufacturcd products is not
so casy. Two reasons can be cited for this. First, in the area of labor-intensive or low-
tech manufactured products, Argentina is less competitive vis-a-vis East Asian
countries excluding Japan due to the wide difference in labor costs. Second, in the area
of skilled-labor-intensive, capital intensive, or high-tech manufactured products,
Argentina will face fierce competition with Singapore and Korea, in addition to Japan,
the U.S.A. and industdialized European countrics. To be competitive vis-a-vis these
countries, Asgentina will have to concentrate on more specified products with a
differentiation and specialization strategy both in the product concept and in the
manufacturing concept. There exist some companics who follow this type of strategy
and succeed in their expoit business fo Asian markets, but the nuinber of such
companies is very limited. The cxpon cxpans:on of those manuﬁuluud products isa
theme to be tackled in the tonger term. '
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13 Suggestions for Export Expansion

. Argentina necds (o put much cffort and take various deliberate measures (o
realize the big export potentiat for the East Asian market . Based on the study in East
Asian countrics, the results of which are presented in the following sections, four
measures can be suggested.

1} 1t is necessary to formulate a definite strategy to tackle the Bast Asian
market. Neecdless (o say, aggressive sales activily is essential for expost expansion. M is
a common finding of the study that the approach by Argentine exporters is rare and
weak compared with Argentina’s competitors. It incurs a high cost to strengthen its
sales promotion activity. Exporters are able to burden such a cost only when they have
a definite strategy for the East Asian market.

2) Itis necessary to build efficient logistics in the region as soon as possible.
Logistics means networks built specifically for export promotion and equipped with
various functions. Considering the tong distance between Argentina and the East Asian
market, it will be difficult for an Argentine exporter to conduct alf of operations
necessary for exporting from Argentina. 1t is not advisable for the exporter to leave
every kind of operation to the third pacty in the market. [tis recommended to establish
some kind of their own operation facility in the market, bul not in cach market. It
would be more efficient and cconomical to establish a regional headquanters of
operation, besides in Japan, in Hong Kong or Singapore with a representative in each
country. The location of the headquarters should be selected based on their strategical
advantages in each country.

Considering the basic requirements for export promotion suggested by imporiers
in the market, functions undertaken by the headquarters must inctude:

1} Marketing _

2) R&D for supply of products matched with the need of cach market
3) Warehousing and distribution for shortening the delivery period

4) Strengthening after-service functions

5) Quick responses to inguiries and claims from clients in the region
6) Sccuring stable supply

7y Supply ata rccjui_réd minimum lot

It will not be practical and efficient for each Asgentine company to buitd these
togistics individually. This is especially true for siall- and mediun-sized companies
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whose human, financial and management resources are limited. The idea of reducing
costs and risk through sharing logistics among companies concerncd should be thus
seriously examined for prompt implenientation. Governmental or institutional suppont
is desirable for establishing ogistical networks.

In designing institutional support, it is highly recommended to study carefully
~ logistics the governments of other countries have helped to build in the region. Some
useful examples for Argentina should be the organization and functions of the
Australian Trade Commission (AUSTRADE) and the Singapore Trade Dcw,lopmmt
Board for their comprehensivencss and effectivencss.

3) Itis necessary to secure export capacity including infrastructure in Argentina
in order to make export expansion feasible. The East Asian study has found that
Argentina has easily lost many chances to expand their exposls not for the season of less
competitiveness of their products but for the reason of lack of export capacity including
infrastructure, such as loading facilitics of exportable products, in Argentina. Stable
and constant supply is one of the most important conditions for export expansion lo the
East Asian market.

4) U is essential to improve and upgrade the quality of Argentina's exportable
products. Quality here means not only the quality in a narrow and traditional sense but
also a timely delivery to clients and fitness to the needs of the market. If Argentine
producers pay more atlention to quality, the poss:blhly of export expansion will
certainly increase. :

14 - Another Attractiveness of the East Asian Market:
-Abundant Capital

The East Asian economy has developed owing largely to massive direct
investment from abroad. The role of direct investment in the economic development of
the region can not be underestimated.

Two roles can be cited for the contribution of direct investment to cconomic
development and export promotion in the region,

1) Direct investment has been accompanied with the transfer of technology and
management know how. Such a transfer has contributed to the improvement of the
competitivencss of the host countries and thus enabled the country to expand expouts,
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2) Direct investment was done for a divect purpose of increasing export from the
countries concerncd. It is very often scen in direct investments by Japanese
companies in the region after the appreciation of yen.

East Asian countries have accumulated their capitals through their economic
development and have recently begun to invest them in overseas business.

However, as far as direct investment from East Asia to Argentina is concerned
and the time span is limited to a shont period, capital exporters will be limited to Japan
and Korea. Taiwan may be included in the list of potential investors as indicated in its
recent agreement with Argenting, though the country is not included in this study.
Portfolio investment from other East Asian countries can also be expected. Most of
Chinese financial assets have been accumulated through family-run businesses and
Chinese busingssmen lack human and management resources enough to do business in
a country whose culture is very different from their own culture. In that case, business
risk tends to become large to them and they will not inclined to invest.

In direct investment from the region to Argentina, the role played by Japan will
be continuously important. Three factors are considered for an increase in the future:
1) The transfer of production facilities from Japan to abroad by Japanese companics
will be accelerated due to changes in the industrial structure; 2) Development and
import arrangements will also be accelerated under the situation of continuous changes
in the economic and industrial structure; and 3) To secure natural resources including
agricultural and fishery resources will be still an important factor for the stable growth
of Japan's economy.
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y Japan

2.1 Qutline of the Jailanesc Market

2.1.1 Altractiveness of the Japancse market

Argentina's exports (o Japan counted US$493 miillion (f.0.b.) in 1993, while its
import from Japan was USS$715 million (c.i.f.). Japan was a nct exporter to Argentina
The $apanese market is very alteactive to Argentinain the following four aspects.

(1) The market size

With a total population of 124 million and their high income level, that is (o say,
US$34,000 ih terms of pc'r capita GDP, the Japanese market is one of the biggesl
markets in the world. When it is measured in tesms of GDP, the market size is
US$4,225 billion. This size is around fifteen times Argentina's macket size and five
times MERCOSUR's market size.

The economy of Japan, one of alceady developed countries, can not be expected
to grow at such a high growih rate as in the past. The potential annual growth rate wilk
be 5% at most and in the range of 2-4% in average. However, the impact of 1% growth
of the market on trade is significant because of the market size.

‘Table 2.t Outline of the Japanese Marked in 1993

Population GDP Per capita GDP | Impact of 1%
{million) (US$ billicn) (US%) increase in GDP
. . {£)8$ billion)
Japan 1248] 4225 33,858 42.2 ]
" US.A, 258.0 6,343 24,586 63.4
MERCOSUR 190.2 791 4,159 19
Argentina 325 279 8,585 23

Source: Each country's statistics

Equality in income distribution is another important aspect of the market.

Compared to developing Asian countries, the income distribution in Japan is relatively

equalized, which makes the market size more meaningful. It is because equality in

income distribution suggests that each individual of a large part of the population has

effectively high purchasing powes..

(2) Stability of the market

The Japanese economy has becn stable as demonstrated by its growth rates and
inflation rates, though the economic performance in the past few years beteayed the

world's expectation for stabilily.
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Major sources of the stability are relatively consistent economic policy without
drastic changes, the strong competitiveness of Japan's industry in the world market, and
the industry's capability of adjusting flexibly to changes in economic chvironments. -

Table 2.2 Economlc Growth Rate and Inflation Rate _ o
{Unit: &)

T | 1088 1980|1950 | 1991 1992} 1993 |
Economic growthrate | 6.0 4.5 51 36 0.6 -04
Wholesale piice |- 05 - . 19 1.5 10 09 o <32
[ Retail price . 0.7 22| 31 X T

Source: Bank of Japan and Economic Planning Agency

(3) Market with teast business risk

Japan is a market with least business risk aimong Asian countries. This is
attributable to the following seasons. First, due to economic stability, there are
relatively few business failures. Second, business practices are well established and
transparent. It is sometimes pointed out that Japancse business practices are 100 unique
and not transparent to foreigners. Some of them may be unique and not so easy for
foreigners to understand. However, it does not ican that such vniqueness becoimes a
source of business risk or enhances it. Third, even if a company is involved in business
risk, there is established infrastructure for solving or sorting out the risk. The well '
established financial and court systems are examiples of such infrastructure.:

(4) Favorable market for import

Japan can not survive without trade. This is because Japan has to depend
important natural resources on impo'rt. In order to earn foreign exchanges for impor{ing
natural resources, Japan has to export a substantial part of its products. Thus, Japan is
naturaily a trade-oriented country. Such a position will niot basically change in the
future even if Japan's industrial structure will change. This means that Jhpan continues
to be one of auractive inarkets for Argentina, which is abundant with varioﬁs_natural'
resources. ' '

In addition to the basic structure of the Japanese economy, the following factors
have recently accelerated Japan's import. These factors explain why Japan has -
remarkably increased imports in spite of the stagnation of its economy in recent few
years. B o

1) Due to the appreciation of yen, imports of processed or manufac_tumd products have
boosted.

10
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2) Reflecting the appreciation of yen and the hike in labor costs, the private scctor has
begun to expand offshore production, notably in newly industrializing countries in
Asia, and increase the import of the output of such production. This is one of the
reasons for a remarkable increase in imports from other Asian countries.

3) They have also begun to rest on outsourcing. This explains the recent increase in
the import of electrical parts and petrochemical materials,

4) Consuners have begun to show a tendency that they do not care about the origin of
a product, irrespective of forcign or domestic, as long as the product is reasonably
priced and has good quality. | '

S) With the development of service industries in Japan, domestic production has been
shifting fram goods to services, which has accelerated good imports.

Reflecting the &_bovc-memionéd changes, export and fmpost structure has
changed dramatically toward a direction that the export of capital cquipment and the
import of finished manufactured products increased their shates, while export and
import share of industrial supplies decrcased as shown below.

Table 2.3 Changes in Exports Structure

R - (Unit: %)
1980 1985 1990 1993
Total 100.0 100.0 100.0] 160.0
Food and direct consumes - 1.2 0.8 061 0.5]
Industeial supplies 28.5 204 17.6 17.0
Capital equipnient 40.1 46.5 54.0 576
Consume non-durable goods - | 1.1 1.1 0.9 0.9
Consume durable goods 29.1 312 26.9 24.0
Source: Japan Tariff Association, The Summary Report of Trade of Japan.
Table 2.4 Changes in Import Structure
[ (Unit: %)
1980 1985 1990 1993
| Total 100.9 100.0 10007 - 1600
Food and direct consymes | N 13.1 13.7 16.4
| Industrial supplies 7.1 9.9 54.5 48.9 ]
| Capital equipment 6.5 39 14.0 16.1
Consume non-durable goods 19 26| 6.0 33
Consume durable goods 3.0 5.5 i1.8 10.3

Source: Japan Tariff Association, The Summary Report of Trade of Japan.

Among changes in import structure, the increase in food and direct consumes is

- especiélly noted because Argentina seems to hold competitiveness in these areas. Meat
and fruit and vegetables are the fastest growing imporl items. The four reasons can be
cited for the expansion; 1) the prices lowered due to yen appreciation and consumers’
preference for cheaper goods; 2) the diversification of import sources by takeout food
industries and super stores with a view to securing the stable supply of raw materials; 3)

}



Vol. NI (Chapter 2) <Japan>

an increase in "develop and import” arrangements by supermarkets and department

stores; and 4) imported foodstuffs gammg conftdence in smmanon and safcty standard.

.. Table 2.5 Trendsin Import by Products (1990= 100)

1991 1992 1993
Total _ 104.0 . 1036 107.9
Foodstuffs -~ | 106.7 ii14 il7.4
{(Meat) _ (108.8) {126.0) {131.6)
(Fish and Shellfish) (106.4) (109.0G}| . {117.8)
(Cereals) (103.3) {104.09 {106.2)
(Fruit and Vegetables} {107.5) (15| (130.9
Textile Materials 16.0 - 9835 87.3
Meiallic Materials 1021 |- 208 931.0
Raw Materials 08.2 . 97.1 04,7
{Qil seeds) o 94.9) _(100.5) {103.2)
{Wood) (95.6) (93.5) (91.3)
Mineral Fuels 100.4 103.0 102.3
Chemicals i04.8 10L.1] . 102.6
Machinery and Equipment __lots 98.5 108.9
Miscellancous Manufactured Article 102.0 107.3 ~115.4

. Source: Japan Tariff Associalion, The .Summmy Report of Trade of Japan.

The expansion of the import of manufactured products is an irrevessible trend.

This trend is supported by the Japanese government policy. The Japanese government

is very eager to expand the import of manufactured products under pressure from irade

partners that Japan should reduce its huge trade surplus. The private sector is also

deeply involved in reducing Japan's trade surplus by importing products to be

consumed in their companies as much as possible.

Thus, market-opening efforts have been actively promeoted both by the

government and by the private sector. Various steps have been taken to reduce the

external imbalance symbolized by Japan's massive curgent account surplus. As the

current surplus is persisting in spite of all those cfforts and the currency appreciation,

further liberalization will be inevitable. These snu'mon provides an opponumty for the
expansion of export from Argentina.

212 Characteristics of the Japanese market

{1} Qualitly oricnted market

With the high income level, Japanese users and consumers pay special altention
to the quality of products in their purchasing and consumption activity.. The concept of
"low price but low quality” is not accepted by Japanese users and consumers, Exporters
who want to sell their products to the Japanesc market should consider this :
characteristic seriously, ' S '
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The Japanese are accustomed to the high quality of Japanesc products.
Therefore, their requirémént for high qtifilily is strong. "High quality" cdnmin_s various
aspects. First, as a matter of course, a product is expected to work according to its
indicated function. Seccond, it is expected to have wide and various functions. Third,
its appearance should be atteactive and fashionable. Often, its packaging is expected to
be nice. Further, it is expected to be amicable to environmental problems.  Summing
up these requirements, "quality” means total qi:ality.

(2) Technology-oriented market

Japan's indusiry has developed with its excellent production and processing
technology and R&D activity. Therefore, Japancse users and consuiners know that
only a product with advanced and excelleat technology is worth to buy. The Japanese

“are very concerncd about technology since they live with high-tech cars, high-tech
electrical appliances and high-tech clectronics such as TVs and VTRs. Products with
technological defects or behind standardized technology will not be accepted in the
Japanese market.

Japancsc users and consumers have a strong belief that a product "made in
Japan" is technologically excellent. This is a reason why they expect "free from repair”
or "maintenance free.” If repair is necded, (hey expect that it is to be repaired without
any charge. In other words, a goed after-sale service facility is very imponanf for
selling producis in the Japanese market. Products without after-sale scrvice is not
accepted in the Japanese market. '

{3) Brand conscious market

Japanese consumers care about the brand of a product because they regard it as a
guarantee of good quality. Thus, one of the best ways of selling to the Japanese market
is to establish a famous and inlernalional brand for the product concerned as soon as
possible. To utitize other brands which were already established in the Japanese market
is one way to pencltélc the market in a relatively short term. The utilization of a store
brand is rccommendable. [n the course of cconomic adjusiment after the recent boom
of the Japzinese_ec'onomy, there is a sign that Japanesc consumers do not care about the
brand so much if the price is low and the quality is reasonable. Such attitude in
consumption activity appears to be spreading, but it is too early (o conclude that it is not
temporary but permanent.
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(4) Diversificd market

Reflecting the mnarkablc increase in income, Japancse consumers havc become
more and more diversified and individualistic in their tastes. Moreover, their tastes are
changing quickty. To sell a product in the Japanese market, an exporter must have :
ability in deliberate marketing.

Responding to diversificd tasics in the consumer side, the l)foduclion side has
tricd to diversify their production by establishing the manufacturing concept of "many
kinds of products with asmall lot." This is cspecially true in the automobile and
electronics appliances industries.

In the recent adjustment process of the Japanese economy after the boom of
1986- 1991, companies have begun {o révise such a manufacturing concept. As a result,
there is a sign that weighing cost reduction, they have become not so aggressive to
follow the concept as before. However, it is an unchanged trend that a corporate
follows diversified nceds and tastes of consumers as much as possible.

(5) Changes in distribution channel

Traditionally, Japanese consumetrs tended to buy thcir_ daily requirements
cvcrydziy at retail shops ncar their homes. This is a reason why there are a large
number of small-sized family-run retail shops in Japah. However, consuniers h.aye
begun to buy their requirements in various types of shops such as super s'lores discount
stores, and specialty shops, though the importance of famity-run shops can not be
neglected.

‘Three factors are cited for the change. First, home electrical appliances such as
refrigerators and ovens have penetrated into almost all homes and it has changed the
tifestyle. Most people no longer go to grocery stores everyday . They buy their daily -
requirements once or twice a week at a bigger lot, most often in a supermarket whem
they can get everything what they néed. It is catled "one stop shoppmg

Second, expansion in women's participation in the labor market is another
factor. - This factor seems to accelerate the above-mentioned tendency because women
do not have much time for shopping during weekdays. '

Third, facing a structural change of the Japanese economy from cxpost-oriented
to domestic-oriented, cspecially for private consumption, Japanese distributors have
developed various new types of retail shops. According to a periodical survey on large
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retail shops in $apan conducted by The Nikkei Ryuisuu Shimbun (Nikkei Marketing
News), specialty shops increase their share in total sales, white the shate of department

stores decreases year by year and the share of super stores is also stagnant.

Best sciting shops are different by product type. It is nccessary (o select a most
suitable distribution channel for the product concerned. How best selling shops differ

by product is shown in the following table.

Table 2.6 Percentage Share of Sales by Ty pe of Retail Channel

Unit %
B 1977 -} 1979 | 1982 1385 1988 | 1990 | 1991 1992

Departmenl stores 397| 371 339 321 31s) 294§ 287 265
Superstores 49.6 523 528 511 434 449 43.7 45.5
Specialty shop 62| - 6l 69 9.1 120 18.6 20.2 20.3
Convenience stofe na nal na n.a na 1.6 1.6 1.8
Qihers 4.5 45] . 62 1.2 7.0 5.5 5.8 5.9

| Tolal 100.0| 100.0] 100.0] 1000} 100.0| 100.0| 100.0]| 1600

| No. of company surveyed 200 200 200] 200 200 500 s00 500
Source: Survey on large retail shops by The Nikkei Ryutsun Shimbun

Table 2.7 Best Selling Shops for Some Products .

| No. | % No. 2 % No.3 %

| Suite for men Specialty shop 35.9 | Department store | 33.3 [ Discount store | 21.9
Suite for womén Department store 1 39.0{ Specialty shop 309 | Super store 128
Furniture & interiors | Specially shop 58.2 | Department store 15.6 | Discount store 12.7
Firesh food Specialty shop 59.2 | Discountstore | 33.3 | Super store | 16.7
Home electrical Department store | 29.5 | Super store 23.2 | Specialty store 1.9
appliances ‘ 1
Dishes Specialty shop 18.1 | Depariment store | 16.2| Super store 14.8
Toys Specialty shop 53.5] Discount store 26.7 | Department store |~ 18.8

Source: The Nikkei Ryuisiu Shinibun, 1993

(6) Increase in "development and import' arrangenenis

With respect to the fuaction of depariment stores and super stores, still most

important shops for consumers, an increasc in "develop and import” arrangements

should be noted. These stores used to sell products manufactured by producers under

producers' brands. However, these stores began to function not only as distributors of

products manufactured by other producers but also as merchandisers. In other words,

“they transformed themselves to merchandisers.

Merchandising is to develop their own brand producis and manufacture under

their control. Depastment stores or super stores have an advantage that they are the -

nearest to end users and are able to catch quickly a sign of users' changing needs and

tastes. In addition, these stores hold human resousces as well as financial resources for .

such merchandising.

I5
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- Typical merchandising in Japan is to develop products by themselves,
comimission factories in Asian countries, for example, to manufacture and then import
and sell by their brands at their stores. These products are generally low-priced items
but, under their strict quality control, good quality products. These products are widely
accepted by Japanese consumers as “inexpensive but good qualﬁy.“ The recent trend of
such a "develop and import” arrangement by department stores and other stores is
shown in the following table. |

Table 2.8 Increase in Develop-and- imporl-arrangement Products

-FY 1991 . - FY 1992
» Yen million - | No. of companies Yen million No. of compames
Depariment store 15,580 ' 4 51,345 12
Super store 220 2 260,991 22
| Specialty shop - 2405 5 31,346 17

Total (including others) 18,205 .11 344,882 53
Source: The Nikkei Rywtsieue Shimbun, 1992 and 1993 :

213 Future prospect of the Japanese market

As an already developed country, the Japanese market can not be expected to
expand at a high pace. However, the market for imported goods will grow. |
continuously. H is because massive trade surplus is pcrsnslmg and it is posing
instability to the J apanese ecconomy. To correct the unbalance Japan is required to
make more ¢ffort to mcrease imports than before under pressure to open the market’
from abroad.

Table 2.9 Trends in Trade B#Iam:e (US$ miltion) B

Exports Imports | Trade balance
1960 _ 4,054 4,491 ' -437
1965 8,452 8,169 283
1970 19,318 18,881 437
1975 55,753 57,863 2,110
1980 120807 - 140,528 -10,721
1985 175,638 129,539 46,099
1990 286,948 234,799 52,149
1993 360,911 240,670 - 120,241

Source: Japan Tariff Association, The Smnmar) Repo:t of Trade of Japan

However, a real problem with Japan's massive trade irbalance fies in that the
size of the imbalance has big distortion by trading partner. Its biggest imbalance is with
South BEast Asia and the U.S.A. This means that Japan tends to feel stcongest pressure
to reduce the imbalance with these regions by importing more products from them. In
other words, Japan tends to give higher priority to bilatera) trade negotiation with
countrigs with which Japan has huge trade imbalance than to multilateral negotiation, -

16
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(Unit: USS million)

_ 1990 1991 | 1992 | 1993 |
| Total_ 52,149 71,789 106,628 120,241
US.A. . 37,954 38,220 43,563 50,169
EU 18490 27365 31,194 26,263
South East Asia 28,1200 37366 468571 56,833
Middte East -21,459 17,018 -14,040 13,978
Others 10,956 8,144 946 994

Source: Yapan Tariff Association, The Summary Repoit of Trade of fapan

2.2 - Demand and Supply of Major Products

The recent upsurge of Japan's imports is due to a structural change in the
Japanese economy and industry triggered by the appreciation of yen and its economic
development. In order to show how big the import potential of the Japanese market is,
the demand and supply of typical industries are investigated.

2.2.1 Agricultural products

~ (1) Supply and demand

a. Wheat _

* Japan depends around 90 % of domestic demand for wheat on forcign sources.
The demand for wheat as food, which counts around 80% of total demand, is stable,
- while the demand for wheat as animat feed is in a slightly increasing trend. As a whole,
the demand for wheat is moderately increasing. On the other hand, domestic supply
shows a tendency of decrease duc to decreases both in planted area and'yields- per
hectare. Since the demand and supply balance is not expecled to change to a large
extent in the future, Japan is still one of the biggest importing countries of wheat.

Table 2.11 Dcmand and Supply of Wheat
- {Unit: 1,000 tons)

*,_ . ] 1990 1991 | 1992 1993
Inventory in the beginning of the year 1,495 1,545 1,380 1,503
Governmeni purchase . 1428 1,373 7,488 7,469
{from domestic soufces) 804 (500 {644) (563)

| (from foreipn sources) {5,129) {5,227 (5461 (5,403)

" | Domestic demiand L3883 5,993 5,985 6,031
Inventory in the end of the year ,545 1,380 1,503 1,438

Source: Ministry of Agriéullure, Forestry and Fisheries

b. Maize

Maize is consumed mainly in the production of feed. Japan depends more than
95% of the supply of maize on import. Japan imported around 12.3 inillion tons of ’
maize in 1993. Since the number of animals fed by farmers is expected to remain at the
same level as now, demand for maize is also expected to be at the same level as the

17
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current level, if there will be no remarkable change in the refative price between maize

and grain sorghum, a substitute for maize.

Table 2,12 Consumplion of Maize for Feed

1989

1990

1991

1992

1993

Consumption (1,000 tons)

12,155

12,046

12,233

12,354

12,466

Source: Ministry of Agriculture, Forestry and Fisheries

¢. Soybean

Japan depends almost 100% of dogmatic demand for soybean on impor.

Soybean is consumed in various sectors, among which the biggest is the vegetable oil

sector. Doinestic demand has grown at a rate of 3-5% per annum and is expected to

keep such a growth rate the in future. The import of soybean will increase at a simitar

growth rate.

Table 2.13 Demand and Supply of Soybean

(Unit; 1,000 tons)

Source: Ministry of Agriculture, Fm:e:élry and Fisheries

d. Bar!cy for l‘ecd

. y 1990 1991 1992 1993
loventory in the beginning of the year 765] . B4S 745 836

[ Supply 47250 4,340 4,703 4,965
{from domestic source) (138 (96) (73} {60)

| {from foreign sources) (4,587} {4,244) {4,630) (4,905} |
Domestic demand _ 4,646 4,440 4,612 4,820
(for vegetable oil) {3,630) (3,420 {3.590) {3,790y
{for food) (921) (919) {927 (920}
(for animat feed) [T I v 3 gs_ i
Inventory in the end of the year 845 745 836 '

981 ;

Japan depends around 98% of domestic demand for barlcy for feed on import.
In 1993, Japan imported 1,421 thousand tons of barley for feed, while domestic
production was around 34 thousand tons. Ahhough the hp'mesc government is

promoting domestic production to increase self-sulficiency, a high level of import will
continue in the future as the demand for barley for feed is cxpeclcd to _II_ICI'L{ISC steadily.

Table 2,14 Demand and Supply of Barley for Fecd Handled by the Japanese Government
{Unit: 1,000 tons)

1989 1990 1991 1992 1993
Inventory in the beginaing of the year 633 618 6201 641 679
Purchase 1,288 1,329 1462 1,524 1421
Demand 1,303 1,327 1,441 1487 1514
Inveatory in the end of the year 618 620 641 679

336/
Source: Ministry of Agriculture, Forestry and Fisheries .
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Qil-cake and meal from soybean ate the most widely consumed vegetable oil-

cake and meal in Japan. 90% of soybean-based oil-cake and meal are consumed as raw

materials for feed and the remaining 109 are used for foodstuffs and fertilizers.

Dependence on import is not so high, that is to say, around 25% in 'Japan, but
taking into consideration that soybean is ahmost 100% imported, it can be said that 100
% of oil-cake and meal is of import origin. Since demand for soybean-based oil-cake

and meal are in a trend of increase, import is expected to increase accordingly.

Table 2.15 Demand and Supply of Soybean-based Oif-Cake and Meal
' {Unit: 1,000 tons)

. 1989 §990 1991 1992 1993
Inventory in the beginning of the year 240 1 168 177 148 187
Supply 3,208 3,479 3,505 3,683 3,854
(from domeslic source} (2,766) [ - (2,831 (2,604) (2,784 - (2,931
(from foreign source) (442) (642) (841) {899) (7
Demand ' 3,280 3470 3534|3644  3.768]
(for foodstuffs for animals) 2,921) 3,124 3.183)| - (3,2806) {3,411)
| (forfoodstuffsy 1 (3570) (344) (349) {357) {357} ]
{for export) (2) 2] (2) 8} (0})
Inventory in the end of the year - 168 (77 148 187 243

Sovrce: Ministry of Agriculture, Forestry and Fisheries

f. Grain sorghum

Grain sorghu:ﬁ includes various products from milo, kaoliang and kaffir to

durra. In Japan, all of them are consumed for manufacturing combined feed. Grain

sorghuin is a substitute for maize. Japan imported 2,842 thousand tons of sorghum in

1993, Reflecting the unfavorable relative price of sorghum vis-a-vis maize, import is in

atrend of decrease at the moment. The future prospect depends on the relative price

between sorghum and maize.

Table 2.16 Imporis of Sorghum

1991

1992

1993

Imports (1,000 tons)

3,363

.._.2,888

2842

Source: Ministry of Agriculture, Forestry and Iisheries

(2) Fulure prospect

‘Demand for the above agricultural products is expected to grow due to
poputation growth and continuous changes in eating habit, though it may not be so fast.
Since drastic improvement in self-sufficiency can not be expected, Japan's import of

these products will continue to expahd responding to the increase in demand.

i9
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222 Iron and steel

Domestic demand for iron and stecl has begun to increase in 1994 after three
years' dccmasc owing mainly to a recovery in demand in the automobile, hame .
elecirical appliances and industrial machincry sectors. With the recovery in domcsm
demand, preduction has also shown an increase. llowwt,r, since (he production
capacity far exceeds the current production Ievul the demand and supply balancu will
be continuously toose in the },'ears 1head ' :

Major exporters o Japan have been Korea and Taiwan. Since these exporiers do
not have large export capacities due to an expansion in domestic demand, impon
pressure on Japan witl mitigate for the time being.

Domestic demand is expected to remain at the current tevel in a long run, Main
reasons are the appreciation of yen, the maturedness of the market, and expansion in’
offshore production by user industries such as automobiles and ¢lectricals. The total of
domestic and export demand in the year 2000 will be 90 million tons at most, while it
was 104 million tons in §993. There will be fcw possibilities that lmport can capture a
substantial share of the market. '

Table 2.17 Demand and Supply of Iron and Steel (Crude Steel Base)
(Unit: million tons)

Source: Ministry of International Trade and Industry

EY 1989 1990 1991 1992 1993
Apparent consumplion 952 100.5 4.7 84.5 714
Export 21.0 19.2 200) 211 26.1
Total 62 1197 114.5 105.6 103.5
Import 3.0 19 , 89 6.7 63
Production 108.1 131.7 “105.9 95.9 97.2
Production capacily 137 137 137) 140 140
Operating ratio (%) 78.9 8.5 713 70.6 69.4
Price (cold coil, ¥1,000/¢} 880 870 85.0 820| 780,

223 Aluminum

Aluminum product may be classified as one of matured products in ternms of
product cycle. However, demand for aluminum is in a trend of increase due fo the
progress of innovation in materials used. A tendency in material consumplion is from
iren and stecl or glass to aluminum. This is typical in the beverage industry. Changes.
in packaging of beverages have brought about an increase in demand for aluminum. By
its nature, most of aluminum products are produced domestically.
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Japan impotts most of aluminum ingot, materials for aluminium products. An
increase in (he production of aluminum products means an increase in the impoit of
aluminum ingot,

Table 2.18 Emport of Aluminum Ingot
] ) {Uni:_1,000 tons)

. FY 1988 1989 1990 1991 | 1992 1993

Production 354 344 34.1 286 192 18.0
Import’ 2069.0] 223701 24260 24212 2307.8 2,283.0
Consumption | - 22955 2362.3] 23174 2309.5 2189.7 2087.6

Export 0.7 Q.1 .06 - 14 2.1 i.6
" Soutce: Ministry of International Trade and Industry ' : ‘

224 Copper

Japan used to be a large producer of non-ferrous metal ore, Japan’s non-ferrous
metal industey used to be an integrated producer of non-ferrous inetals froin the
development of ore to smelting. However, due to a shortage of domestic ore which was
brought about by a rapid increase in domestic demand, the depletion of natucal
resources, and the appreciation of yen, the industry has been forced to depend ore on
import sources. As a result, the industry has been transformed to a custom smelter.
Further, due to the continuous apprectation of yen and the loose price situation of
copper, the industry faces an increase in import of copper ingot.

Cureent demand for copper inget is still sluggish due to the curreat economic
stagnation. Since it will take some years for main user industries such as automobiles,
electronics and electricals, and construction to recover from the current weak activity,
the recovery of domestic demand will be only modest.

Japan depends around 23% of domestic consumption of copper ingot on import.
However, due to the sluggish domestic demand, import decreased drastically in 1991,
[t will take scveral years for import to recover (he previous levels. Although impost is
expected to increase again with a recovery in domestic demand, such an increase will

- be absorbed by import based on existing long-term contracts for the time being.

Table 2,19 Demand and Supply of Copper Ingot
i (Unit: 1,000 tons)

. FY 1980 | 1985 | 1989 1990 1991 1992 1993 |
Domestic demand 1,324 13561 1,590 1,699 1,634 1,509 1483
Export : 17 .59 38 5 05 123 157
Total 1,461 1,415 1,628 1,753 1,699| 1,633 1,640
Import 221 356 524| 657 542 350 368
Production 1,025 935 999 1,022 1,100 1171 1190
Production capacity 1,246 1,237 1,124 1,824 1,168 1,199 1,221 |
Operating rate . 82| 76 89 . 94 98 98

Source: Ministry of International Trade and Industsy
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2.2.5 Pulp and paper

Although it decreased in 1992 and 1993 due to the economic stagnation,
domestic demand for paper is basical ly in a trend of increase. Export demand is also
strong reflecting strong deimand in China and South East Asian countries. On the other
hand, import is expected to remain at the current level because of lack of export
capacity in the U.S.A. and Europe, where there is strong domestic demand for paper.
With strong demand and constant import, the pmducuon of paper is expected to
increase in 1994 after two years' decling.

The structure of raw materials for paper in Japan is as follows. Pulp and waste
paper hold a 50% share respectively. Around 20% of pulp consumed is imported, while
60% of the remaining 80% is domestically manufactired it by consuming imported
wood for pulp or chips. Therefore, two-thirds of raw materials for paper excluding
waste paper come from foreign sources. The increase in paper production yiclds an
increase in import of raw matcrmls ‘Major supphera are the U.S.A., Australia, Chile, -
and Canada. '

Factors affecting future prospects ate cconomic growth rates and the clasticity of
‘demand. First, the Japanese economic growth is predicted to be modest. Second, the
elasticity of demand for paper with respect o an increase in GDP is expecled to
decrease because of the movement of less paper consumption conssdermg
environmental problems and cost reduction. The elasticity lowered from around Fin
the 1980s to 0.7 in recent few years. However, demand for paper will steadily grow
and reach 31 million tons in the year 2,000 from the leved of 28 million tons in 1993.

accordance with the increase in demand for paper, the |mport of raw materiats for pwpcr
will increase.

Table 2.20 Demand and Supply of Pa;icr -
) : (Unit; 1,000 tons)

_ FY 1980 | 1985 1989 1990 | 1991 [ 1992 1993
Domestic demand 16880 20485] 27,411  28476| 288571 28.198| 28.159
| Export 671 865 . 582 988| 1,032 1,025 718
Total 17,560 21350 27,993| 29.464|  29.889| _ 29223 28878
[mport 481 736]  1L129| uo16| - nin] 1000] 1092
Production L 1527) 20607 27.018| 28539| 28945 78.104]  27.780
Productioncapacity {  22,826] 24,296 20894  31,733] - 32004 33349| 33.153
| Operating rate 6.8 84.9 904 89.9] - 879 843| " 838]

Source: Ministry of International Trade and Industry
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- Volume{1,000 m3) | Percentage distribution (%)
Domestic sources ' 14,483 40.8 |
Forcign sources 21,041 59.2
(US.A) (22.5)
(Australia) (15.5)
{Chile) (8.5)
{Canada) {3.3)
{Others) o 94
Total - 35,525 100.0

Source: Ministry of International Trade and Industry

22.6 Petrochemicals

The demand and Supply balance is largely influenced by developments in the
world econoniy. After three years' decline, domestic demand for petrochemicals in
Japan has begun to pick up due to the recovery of the Japanese economy. Supporied by
brisk world cconomic growth, expert demand has also begun to increase remarkably.
The expansion of both domestic and export demand brought about an increase in
production. Since domestic supply still exceeds demand, there is no room for impost 1o
expand largely. Under this condition, a remarkable development is the increase of
export by Korea. Although their products are graded low, it is penetraling into the
Japanese market hélpcd by the appreciation of yen.

~ Domestic demand is expected to increase at a high rate. But it is more likely
that it will not increase in a fonger nin m'ain'ly because of the continuous expansion of
offshore production by major user industries such as automobiles and the efectrical
industry. -

Expori demand is expected to be Sirong reflecting the world economic growth
and the increase in China's demand. However, due to the development of
pctrochcmlcal mdustnes in the Asian rcglon and the weakencd competitiveness of the
Japanese petrochemlcal mduslry caused by appreciated yen, an increase in export by the
Japanese :nduslry can not be expected so much. On the other hand, import is expected
to be stagnant because of thc excess capacnt) in hp'm Japan remains as a net exportcr

Tahle 2.22 Demand and Supply of I’etrochenucals (Ethylene eqmvalent)

{(Uni{: 1,000 tons
_ I'Y 1980 1989 1940 1991 1992 1993

Domgstic demand 3515 5471 5816 5,750 5,501 5,334
Export o 418 713 127 945 988| 880
Total 3993 6184 6,553 6,695 6,439 6,214
Impori 2271 591 649 563 480 478
Preduction 3,869 - 5.652 5,965 6,150 6,009 5,688
Production capacily 6,068 5,707 6,100 6,390 6,595 6,685
Operating rale 63.8 99.0 91.3]. 96.2] 9Ll 850

Source: Ministry of International Trade and Indusiry
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2,27 Synthetic fiber

With the well developed p'clroclhc'mical ihduslry, Japan is a large cxporter of
synthetic fibers. Although domestic demand is stagnant duc to a slowdown in the
economic growih, the industry could keep its production level owing mainly to
favorable export environment, especially in Asia. Import is marginal because domestic
supply has an excess capacity. Such a situation will continue due to sfuggish domestic

demand.

Table 2.23 Demand and Supply of Synthetic Fibers o _
: (Unit: 1,000 tons)

FY 1980 1989 | - 199G 1991 1992 1993
Domestic demand 1,083 - 1,206 1,269 ] . 1,261 L2it] . 1089
Export 339 299 321 320 364 405
Import 50 73 90 33 76 64
. | Production 1,378 1,444 1,503 1,499 1,515 1,430

Source: Ministry of International Trade and Indusil?y

228 General machinery

(1) Pemand and supply balance

The general machinery industry is one of Japanese exposting industries.
A sign of recovery has begun to appear in domestic demand after three years'
stagnation. However, reflecting the weak recovery of investment in machinery and
equipment by the private sector, the recovery of the induslry is expected to be modest.
On the other hand, export 1s éxpf:(:lcd to recover remarkably due to active cépilal
invesiment in Asian countries and the U.S.A. Although offshore production is
prospected to increase in this sector, its adverse effect on export will be limited to some
specific areas such as office machine and ball bearing.

Import will cemain at a lower fevel because of sluggish domestic demand for the
time being. There are two favorable factors which will contribute to an increase in
import. One is import promotion efforts scriously taken both by the Japanesc_
government and by the private sector and the other is an increase in import from
offshore factories established by the private sector. However, these inmpacts will not be
so large as seen in the seclors of avtomobiles and electronics and electricals.

Table 2,24 Demand and Supply of General Machinery
' . “{Unit: Yen biftion)

Soutce! Ministry of International Trade and Industry

24

FY 1980 | 1988 1989 1990 1991 1992 1993
Production 11,505 15248 16,795] 18,328 18,044] 16,178} 14,599
Domestic demand 8684 11,501 12372] 13293] 12,791 11,188 9,659
| Export 3,339 4,580 5,391 57122 5,934 55508 5,299
lmport | 518 832 968 - 887] 681 560 354



Vol. IlT {Chapter 2} <Japan>

2,29 . . Electronics and clectricals

Although a sign of recovery exists in domestic deimand, production stays in a
sluggish situation due 1o stagnant export activity and a rapid expansion of import.
Impert is increasing for mainly two reasons. One is an increase in oulsourcing by
Japancse makers caused by the appreciation of yen. The other is the lower
conlpctilivcness of Japanese makers under the appreciation of yen.

Japanese makers will concenteate their production on more high-tech intensive
products and leave the production of other products to their overseas affiliates. Asa
result, import will continue to increase.

Table 2.25 Demand and Supply of Elect ronics and Electricals

L o {Unit: Yen billion)
FY 1980 1985 1990 1991 1992 1993

Domestic demand "9.971 14,160 20,235 20,571 16,967 16,568
Export - 5,562 10,796 12,121 12,519 12,51 11,967
Totat 15,339 24,946 32,357 33,050 29,538 28,475
Import 812 1,169 2,366 2493 2,388 2,616
Preduction 14,527 23,787} 29,930 30,598 27,150 25,859

Source: Ministry of International Trade and Industry

Table 2.26 Import Ratio in the First half of the 1994 Fiscal Year

Domestic demand Impon C by

. S {Yen billion) (a) | (Yen billion) {b) (%)
Electronics for consumers 720 105 . 14.6
VTR B Y] 14 20.9
Color TV . 30l 49 . 163
Electricals for consumers . 1,261 51 4.1
Electronics for Industry o 3,505 420 12.0
Compuler . : 1,840 . o270 14.7
Telecommunication 1,079 17 1
Electricals forindustry 1,245 135 10.8
Electronics parls 1,835 765 417
Ic ' 1,065 305 .. 286
| Total 8,566 1,476 172

Source: Ministry of International Trade and Industry

2_.2.10 . Automobiles

 Due to a decrease in domestic demand and export which was brought about by
an expansion of offshore production, domestic production decrcased very much. There
is a sign of reco#ery in domestic demand but some portion of the increase will be
~ absorbed by import which is increasing under the appreciali'on of yen,

Imgport has shown growth but its votume is still at a low level, that is (o say, only
3% of domestic demand. Fuither, a substantial portion of the import comes from
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subsidiary companies of Japanese car producers in other countrics. Tmport is expected
{0 increase in the future from those companies as well as from foreign manufacturers.

Table 2.27 Demand and Supply of Automebites : _
' {Unit: 1,000}

: FY 1980 1985 1930 1991 S 1992 | 1993
Domestic demand 4,966 2,573 7.803 7429 6,881 6,189
Export 6,152 6,848 3,821 5,830 3,058 4,622
Total 11,1481 12,421 13,624 13,259 12,539 11,041
Impot 43 - 82 216 189 188 207
Production 11,176 12417 13,592 13,146 12,335 10,850 |

Source: Japanese Automobile Assembly Federation

2.2.11

Processed food

Demand for processed meat producis are growing rapidly even in the downturn

of the economy. Demand for frozen food is also showing high growth reflecling

changes in the eating habit and liifc style of the J_apanesc people. Demand for beer

became stagnant alter a continuous increase in many years but is basically in a trend of

increase. Increase in import is a recent remarkable trend.

Although domestic production will continue to be a main source of processed
food, import is also expected to increase. In the case of beer, in addition to the

traditional import from foreign breweries, ismport by "develop and import” by

departinent stores or super stores is likely to become a main thrust of import as well as

import from overseas affiliates of Japanese brewerics.

Table 2.28 Demand and Supply of Processed Food

| 1980 ] 1985 1989 | 1990 | 1991 1992 | 1993
Processed neat products {1,000 tons) _
Production ' 403 446 540 525 537 545 545
Meat consumption 370 402 496| 480 495 499 493 |
Frozen Food {1,000 tons}
Production 552 718 947 1,025 1,106 1,203 1,263
Industrial use 356 5681 709 774 _ 845 o3| 0 934
Houschold use 206 210 238 252 261 300 329
Cocked foods 403 541 713 789 863 944 987
Agricultural products, ete. 159 237 234 236 C 2431 . 238 276
Beer (1,000 kilo liter)
Shipmeat 4,540 4,785 6,054 6,551 6,799 6,968 6,857
fraport 14 : 9 62 "89] 100 115 1t1
Domestic consumption 4,551 4,794 6,416 6,610 6,899| 7,083 6,958
Export 18 19 28 21 28 3¢ 25

Source: Ministry of_Agricuilure. Forestry and Fisheries; Japan Frozen Food Association; National Tax
Agency; and Japan Tarilf Association S
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23 Structure of Tmports and Argentine Export Offer

2.3.1 Japéncse import of Argentine exportable products

Principal import items from Argentinain 1992 and 1993 were foodstuffs with a
share of around 70% in all Japanese import items and followed by manufaciured goods
with a share of around 23%. As for foodstoffs, fish and shellfish (with more than 20%),
cereals and foodstuffs (with more than 25%), of which grain sorghum {with more than
17%} is the principal import goods. Principal items in the manufactured are non-metal
products (around 17% in 1993) or unwrought aluminum.

Tables 2.29 and 2.30 show the evolution of Japan's imports from Argentina and
Japan's principal impori items from Argentina in 1993, respectively. Table 2.31 shows
products which Japan is currently impoﬂing and Argentina has expotrt potential in
compelition with major exporting countries. '

Table 2.29 Evolulion of Japanese Iimports from Argentina
: {Unit: US$ million)

1986 al 1990 T @ 19 | 1993 4

Total 503.3 1000y 5392 00.0 5137 1906 4932 1800

<Foodstulis> 3644 724 2285 424 3382 69.71 3354 72.1

Mecat _ . 158 31 19.9 37 183 36 16.5 34

Horse meat 14.6 29 17.6 3 132 2.6 133 2.7

Fish & shelifish 284 5.6 384 T4 1053 205 1151 213

Cereals 2940 584 1070 19.8] 1482 289 1244 252

Maize 132.0 26.2 0 I 360 7.6 318 6.4

Kaoliang ' 1422 282 93.6 174 W03 195 817 74

Natural honey - 50 1.0 59 1.1 1.7 0.3 23 0.5

Feed N 174 34 40.0 5.7 659 128 82.7 168

Animal fecd - 6.7 33 304 56 8.2 55 218 48

<Raw materials> - . 17.7 38 607 112] 328 64 217 44

Textile raw materials 9.1 1.3 242 45 133 2.6 6.6 13

Wool . 8.5 1.7 15.5 29 i3 2.3 6.6 1.3

Colton T 0.0 .0 5.1 1.5 1.6 0.3 0.0 0.0

Other raw malerials 8.4 1.7 342 6.} 9.5 18 150 3.0

Raw hides & skins 30 0.6 28 05 0.0 0N 0.0 04

<Mineral fucls> . 0.0 0.0; 38 0.7 1.6 0.3 (134] 00

<Manofactured goods> 120.5 239] 2454 45.5] 1203 234 1187 235

Chemical goods : 6.1 1.2 14.6 23 08 40 7.5 1.5
Machinery : 339 . 7 513 29 296 58 124 25

. Office machine _ 387 1.1 510 9.8 292 5.7 120 24

Non-melal products 548 105] 1282 234 59.7 1.6 8).0 168

) Unwrought aluminum 210 420 925 1712 416 87| 664 135§

Unwrought 2lumi. alloy 283 5.6, 299 55 130 25 67 14

" Source: Ministry of International Trade and lm_it‘;;lry of Jgﬁan
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Table 2.30 Japan's Principal Imporis from Argénliha in 1993

Share

(1S Code} Comntodity Quantity Share Amount
Counury {tons, lit} {963 {USS mil.) (%)
(0205.00-000) Meat of Horses : .
Canada 4,179 (15.5) 15.68 (24.0)
Argentina 7,739 {28.6) 13.46 {20.6)
China 5,255 {19.4} 10,78 {16.5)
Australia 4,638 (17.2} 8.50 {13.0)
Total © 27,040 (100.0} 65.35 . (100.0)
{0304.90-099)  Fish meat of other fish _ ‘ '
Thailand : - 25,553 {33.4) 68.69 {30.5)
Argenting 28,190 {36.8) 56.54 (25.1}
K. Korca 9,105 (11.9} 55.33 {24.6)
China . . 5628 {7.3) 21.05 {9.3)
Total 76,617 (100.0) 22499 (100.00
(0306.13-000) Shrimps and prawns, [rozen - : Ce
Indonesia 60,055 {20.0) 656.46 {22.3)
Thailand 51,531 {17.1} 632.66 {21.4)
India 36,810 (12.3) 320.97 {10.9)
China 30,212 {10.1) 242.65 {8.2)]
Argentina 4,272 {1.4) 32.55 - (LD
Tolal 300,439 (100.0) 2,949.55 (100.0)
(0307.99-129) - Cultlefish and squid, excluding - R

Mongoika
Argentina 5,035 (23.6) 7,95 {20.3)
Taiwan 6,430 {30.2} 7.20 {18.3)
Poland 3,384 (15.9} 5.90 {15.0)
Total ] . 21,299 {100,0) 19.28 (100.0)
{1005.90-010) Maize for feeding -
USA 9,925,000 - {82.8} 1,250.74 {82.8)
China 1,802,000 (15.0) 230.04 {15.2)
Argentina 260,000 {2.2) 34.00 (2.0)
Tolal - 11,980,000 {109.0} 1,511.46 (100.0)
{1007.00-091) Grain sorghum for feeding :
USA 1,725,000 {60.7} 217.68 {63.4)
Argentina 750,000 (26.4) 80.80 {23.5)
China 200,000 (7.0} 24.40 YA}
Tolal 2,842,000 . (100.0}]. 343.19 (100.0)
{1205.00-000) Rape or ¢olza seeds ) S
Canada ' 1,374,803 {75.4) 32496 {74.6)
France 233914 {12.8) 7094 (13.4)
Argentina 15,803 {0.9) 5.00 (0.9}
Tolal _ 1,823,792 (100.0} 529.15 (100.0)
(2204.29-090) Other wine of fresh grapes ‘
Argenlting 3,355,475 {23.2) 2.76 (20.2)
Bulgaria 3,559,694 {24.6) 2.46 {18.1)
France 1,127,510 . (7.8) 1.7§8 {12.9)
Chile 1,350,250 (9.3) 1.50 {110
Tolal 4,461,317 {100.0} 13.65 (100.0)
{2204.30-200) Other grape must ] )
Argentina 2,055,138 (97.5) 4.03 (97.4}
Cyprus 38,954 (1.8) 0.08 (2.0)
Chile 14,226 (0.7) 0.03 (0.6}
Tolal 2,108,318 (100.0} 4,13 {100.0)
{(2207.10-100)  Undenatured cthyl alcohol : o
Braril . 105,094 {30.0} 38.47 (28.3)
Thaitand 70,453 {20.1) 26.13 (19.2)
China 65,125 {18.6) - 23.07 (a7,
Argentina 7,043 (2.0} 3.77 (2.8}
Tatal 350,653  (100.0) 13608 (100.0)

28




Vol. HI (Chapter 2) <Japan>

Table 2.30 Japan's Principal Imports from Argentina in 1993 {continued)

(1S Code) Commodily Quaniily ‘Share Amount Sharc
Country {tons, iy (3]  {USS$ mil) (%)}
{2301.10-020) Flours, meals and pellets of

meat
Australia 93,833 (10.9) 31.54 (36.8)
Argentina 64,946 {28.3) 22.53 {26.3}
UsSA 13,754 {6.0})] 11.93 (14.0)
Total 229,285 {100.0} 85.80¢ (100.0)
(2304.00-00} Oil-cake and other solid

residucs from the exiraction of

soybean oil
USA 248,249 (27.1) 65.90 (28.2)
Argentina 241,432 {26.3)} 52.03 (25.3)
India 153,382 {16.7} 39.39 {16.9)
Brazil 149,874 {16.3} 37.59 (16.1)
Total 916,733 (100.0) 233.74 (100.0%)
(4401.22-000) Woad in chips or particles
Australia 2,744,070 (33.4) 361.23 {(31.0}
USA 2,093,835 (25.5) 32447 (21.8)
Chile 1,504,187 (18.3} 222.75 {19.1)
Argeniina 41,46 (3.5) G4 (0.6}
Tolat . 8,216,421 (100.0) 1,165.62 (100.0}
(5105.29-090) Wool tops - '
Australia 6,192 {26.3) 34.05 {26.8}
Taiwan 4,053 {17.2) 23.56 (18.5)
Thailand 3,505 {14.9) " 19.84 (15.6}
Argentina 1,123 (4.8} 5.11 ©{(1.0)
Total 23,575 {100.0) 127.18 {100.0}
{7601.10-090} Unwrought aluminum, not

alloyed : _
Brazil 365,052 {20.3) 478.15 {21.0}
Australia 336,764 (18.7) 419.94 (18.5)
USA- 265,219 (14.7) 373.87 (16.4)
Venczucla 165,594 (9.2} 199.82 {8.8)
Argentina 53,881 (3.0} 67.25 (1.0)
Tolal : 1,803,097 (100.0) 2,275.67 { 100.0)
{7601.20-000) Unwrough! aluminum alloys o
Canada 111,362 (16.4) 148.52 (18.00
Russia 142,433 {(21.0) 141,96 {(17.2)
U. Arab 74,155 {10.9} 106.67 {12.6)
Argentina 12,380 (1.8) 16.80 (2.0}
Total 677,923 {(100.0) 826.40 {100.0)
8471.92-000 Input or cutputl units for

computer
USA - : 481,450 (21.7) 153.38 (37.7}
Taiwan 559,298 (25.2) 90.23 (22.2)
Singapore 93,221 (4.2) 59.06 {14.5)

Argentina 216 (0.0} 1.50 {(0.4)
Total 2,223,136 (100.0) 406.65 (100.0)
(8471-93.00() Storage units for computer
USA 377,866 (9.4) 464,45 {47.9)
Singapore 1,204,648 (30.0) 29697 {30.6)
Malaysia 937,759 (23.4) 48.06 (5.0)
| Argentina 212 {0.0) 8.28 (1.0)

Tolal 4,011,226 (100.0) 969.94 (100.0)
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Table 2.31 Japan's Imporis of Products with Argentine Export Potential

tHS Code) Comntodily Quaniity Share Amount ‘Share
Country : {tons, lit) (%6} (USS mil.) (%)
{0201.30-010) Loin of bovine animals, . ’

boneless, fresh or chilled .
LLS.A, 27,355 {41.4) 310.8 (50.7)
Australia 317,906 {57.4) 294.8 (48.1)
New Zealand 699 {1.1}) 5.9 (1.0)
Total 66,046 (100.0} 6126 (100.0)
(0201.30-020) Chuck, clod and round of

bovine animals, boncless, fresh

or chilled . .
US.A. 126,397 {81.1} 444.0 {(71.8)
Austraiia 27,468 (17.6) 166.4 - {26.9)
Now Zealand 1,867 (1.2) 7.8 (1.3}
Tolal . 155,880 (100.0} 618.8 {100.0)
(0202.30-010) Loin of bovine animals, .

boneless, frozen : .
US.A. 22,689 (75.4) 219.7 {80.6}
Australia 3,859 (12.8} 278 (10.2}
New 7ealand 3,239 (10.8) 229 {8.4)
Total . 30,096 (100.0) 272.6 “(100.0}
{0202.30-030) Basket and plate of bovine :

i animals, boneless, (rozen

US.A. : 88,821 (86.4} 369.2 (92.9)
Ausiralia 12,576 {12.2} 241 (6.1)
Canada 929 (0.9) -3 (0.8}
Tatal 102,812 (100.0) 397.6 (100.0)
{1001.10-000} Purum wheat '
Canada 148,000 (100.0) 2.3 - (100.0)
Tolal 148,000 {100.0) 27.3 (100.0)
{1001.90-021) Wheat for [ceding purposes,

excluding durum wheat
Australia 578,000 (51.1) 1135 (53.2)
US.A. 516,000 (45.6) 93.7 {43.9)
Canada 37,000 (3.2} 6.1 {2.9)
Total 1,131,000 {100.0) 2133 £100.0}
(1001.90-099) Wheat, excluding those for S . .

[ceding purposes and durum

wheat ‘
US.A, 2,712,000 (59.8) 519.8 {57.4)
Canada 1,245,000 (22.5) 276.7 {30.6)
Australia 576,000 (12.7) 108.9 {12.0)
Tolal 4,534,000 (100.0) 905.4 (100.0}
{1003.00-010) Barley for feeding purposes :
Canada 897,000 (59.8) 120.7 {(59.2)
Australia 505,000 {33.7) 70.0 (34.3)
WLS.A. 98,000 {6.5} 13.2 (6.5)]
Tolal 1,500,000 {100.0} 203.9 {100.0}
{1003.00-090) Barley, excluding those for

fecding purposcs
Australia 90,000 (76.3) 15.5 {78.3)
Canada 26,000 (22.0) is {(17.7)
U.S.A. 3,000 {2.5) 0.7 (3.5)
Total : 118,000 (100.0) 19.8 (100.0)
{7402.00-010} Unrefined copper _
Peru 37,000 (93.0) 61.2 (92.6}
Chile 2,000 {5.0) 3.1 {4.3)
Total 40,000 (100.0) 72.6 (1400.0)

Source: Japan Tariff Association, Japan Exports and Imports, Decerber 1993,
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232 -~ Penetration of Argentine products in (he Japancse market

(1) Maize

In 1993, about 260,000 tons (¥3.38 billion) were imported from Argentina, far
less than the quantities from the U.S.A. and China. No tariff was levied. There are no
non-tariff barriers, preferential tanff or special considesation to Argéniinc maize.
However, Argentina gives pr_ioriiy 1o Brazil, which is the largest buyer of Argentine
maize and is a more profitable market for Argentina, particularly in the case of shoit
supply. |

The international price for Argentine maize is around US$420-130/on, which
tends to be higher than that of U.S. or Chinese products. Shipment is generally made
by a Panamax _size vessel of 50,000 DWT for 10,000 tons of maize mixed with 40,000
tons of grain sorghum. Maize is used as a balance cargo since the vessel must be full in
order to realize a compelitive price in the Japanese markel. |

2} Grainsorghum

In 1993, about 750,000 tons {(about US$89.3 million) were imported from
Argentina, the second largest after the U.S.A. No tariff was levied. 'As for maize, the
dominant pertion of the total quantities imported by Japan will be used as grain feeds.
Argentina grain sorghum is not of high quality and is low priced (the price per ton of -
grain sorghum is lower by US$10 than that of maize and also lower US$4-5 than that of
U.S. grain sorghum). Therefore, Argentine grain sorghum is imported by Japan in
larger quantitics than those of maize.

Argentine products have disadvantages in that the days required for a voyage are
45 days as compared with 2 weeks in the case of U.S. products. Therefore, a recent
record increase in the freight rate from US$20/ton in usual cases to US$30/ton severely
affected Argentine producis and ptaced them in a disadvantageous position against U.S.
products. The U.S.A. had a record crop in 1994, while Australia experienced a severe
drought and is expected to import products from the U.S.A. In the meantime, Japan
had a good rice harvest in 1994. Furthermore, extra portions of rice including left-over
rice that was imported in 1993 will be sold off at lower prices as composite feed to
replace grain sorghum. Therefore, grain sorghum import was smaller as compared with
the previous‘y'eaf. )

. Recently, on the olhcr.hand, Argentina is shifting emphasis {from the production
of grain sorghum that is faced with lower prices to the production of soybeans and
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maize. As a resull of this shifl, the export capacity of Argentine grain sorghum may be
further reduced. In most cases, trading houses import maiielgmin sorghum by 50,000
tonner Panamax-sized vessels and deliver the products on a ¢.i.f. on board basis to an
affiliated feed production complex that has a private becth/silo.

3) S'oybean, soyhean oil, and oil cake

In spite of its lower price, Argeatine soybean‘_' is little imported to Japan because
of its low protein content. Japanese uscrs prefer higher quality soybean imported from
the U.S.A. and Brazil. ' '

Al present the tariff rate of 17.5% is levied on soybean oil {in accordance with
the GATT Uruguay Round agreement, the tariff rate will be reduced to about 10% over
5 years from 1995). No import is made form Argentina. In the past, Argentina |
exported soybean pellets to Japan. Since 1991, however, oil extractors such as NIDLA
and INDO established crushers and started the production of vatue-added oil cake
(US$180/ton). The export of oil cake to Japan sharply increased from 160,000 tons
(about US$46.1 million) in 1992 to 240,000 tons (about USS$65.2 million) in 1993,

However, oil cake should be stored in operation warchouses and fumigation/fine
grinding should be done before being delivered to feed makers. Importers have a
product risk at this point.. As import in the form of products has increased as in the case
of broilers recently, it is doubtful that import quantities will further increase (at present,
oil cake of $00,000-900,000 tons is imported annually). |

Foday, the import of Chinese oif cake is the largest in terms of quantity, but it is
imported only on a spot basis. Brazilian oil cake (manufactured by SAMBRA) made
from high quality soybean, as raw materials, will compete with Argentine oil cake in
terms of quality (freight terms are the same).  In the case of Argentina, production sites
are located inland {c.g., Rosario) where only shatlow draft vessels of max: 20,000-
30,000 DWT are accomnmodated and there are a limited number of berths, Therefore,
costs will be comparatively higher.

(4) Wheat

Out of the total world production of 550 million tons, wheat of 100 million tons
is traded internationally. The U.S.A. is a dominating expotter followed by Canada,
Australia, Burope, and Argentina in this order. Europe (EU) is ncarly self-sufficient.
The U.S. has an abundant surplus of wheat produced at low costs that amounts to a few
dozens of million tons. At present, wheat is in a buyers' market. The US.A., Europe,
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Canada, and Australia are providing government subsidics to farmers in a direct or
indirect manner and goverament-run corporations are involved virtually in all aspects of
the export. While export is entrusted to private groups in some countrics, it is dealt
handled directly by a government-run corporation in Australia.

Japan imports a total of 5-6 million tons a year from the U.S.A,, Canada, and
Australia with tonnage descending in this order. Imports from Europe are negligible.
In 1993 there were import quotas of 5.3 million tons but no tariff was levied as a
tentative arrangement. Bul the wholesale price for domestic flour makers was set at
¥50,000/ton in accordance with a related Jaw. The purchase price on a C&F basis
ranged feom ¥20,000/ton to ¥30,000/ton. In accordance with the GATT Uruguay
Round agreement, a new customs law was put into effect in April 1995 and the impont
quota mentioned above was abolished and tariff was introduccd. A high tariff rate is
maintained, though it will be reduced from ¥65/kg to about ¥50/kg over six years.

In order to protect domestic wheat production (500,000 tons a year), no drastic
dercgulation will be made. Imported wheat is used in bread, wheat noodles, fine
noodlcs, and_cimfectionery. However, Japanese specifications are very strict. For
example, it took ten years for the U.S.A. and Canada to improve the quality of their
wheat producis to adapt to Japanese specifications that arc suitable for soft bread, which
is popular among Japanesc consumers. It took five years for Australia to improve the
quality of their products to adapt to Japanese specifications for wheat noodles. Looking
to the future three years, Austealia is adding improvements to their products. Argentina
is officially listed as one of the qualificd countries from which Japan can import. In
lc_rms of quality, however, it would take many years for Argentina to improve their
products to adapt (o Japanese specifications.

It can be suggested that Argentina aim at entering the Chinese market, whetre
specifications are not so strict and demand is expected to increase in the future. 1t is
atso necessary for Argentina to continue cfforts in negotiation within the framework of
GATT Ur'uguay'RoundeTO to reduce the subsidies of the U.S.A., Canada, EU, ete.

(5) Barley

Barley is used to produce composite feed, mixed with maize and grain sorghum.
Barley is also used in low class distilled spirits (sfrochi in Japanese), dishes (steamed
“barley), barley water, beer malt, elc. Import priccé range from US$120/ton to
US$130/ton. Ausiralia exports 100,000 tons of barley to be used for unrefined shochu .
Argentina has export potential in bacley to be used for feed and for beer malt.
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(6) Meat bone mical (MBNM)

‘Japan annually imports 220,000-230,000 tons of MBM at the pricc of
US$300/ton as composite feed for poultry and pigs.” Qut of the total import, 100,000
tons are imported from Argentina. For Argentina, the largest export market is Japan
followed by South Africa and Indonesia. MBM exported from Austealia is of high
quality. Traditionally, a renderer cairied out tallow extraction in his meat works,
Receutly, however, many meat packers began to participate in this business by carrying
out streamlincd processing down to the rendering process to avoid any quality
degradation. -‘MBM will be transported in a 20-ton's container and the minimum unit of
transportation is 1,500 toris. ' o

Days required for a voyage from Australia or New Zealand is 10 days by
conventional liners. Argeatine MBM is transported in a mixed shipment with granite
for tombstones, steel pipes, ete. by Russian vessels or conventional liners.

At present, trading houses (four companies) import MBM and supply to feed
manufacluring complexes and organic fertilizer makers. However, as transporation
charges (on-board quarantine inspection and dismantling), the cost of JAM PACK -
(bagging} and the cost of FRE CON (fumigation, etc.) are comparatively high, MBM
import is not proﬁmblu except in the case in which the f.o0.b. cost is conmdenbly lower.
Then,fore the MBM market is currenily shrinking.

Argentine meat-packers tend to sell MBM to the domestic market because of an’
increased demand by the poultry industry, in which Brazilian direct investmentis™
increasing for lower input costs in Argentina. For MBM, therefore, Argentina's export
poteatial is considered smail.

{7) Beef

Thc total demand in Japan is 1 million tons ona bone!ess meat basns (ment with
bone x 0.7). On the supply side, domestic supply is 400 000 tons and tmpost is 600 000
tons. The import volume in 1993 sharply increased by 34% over the previous year to
567,000 tons. On a boneless meat basis, beef was imported from Austratia in 300,000
tons and the U.S.A. in 240, 000 tons foltowed by Mexico, Camda 1nd New Zealand
with qu*mtmcs descending in this order.

There is still a small incidence of the foot and mouth discase '(FM'D) in
Argenlina in spite of its long struggle against this disease. Therefore, chilled and frozen
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meat is not imposted and onty small quantitics of boiled meat and canned meat
(including corned beef) are imported from the countsy. Competing countrics are
Denmark, Sweden, Ireland, and the U.K. France and Germany have recently declared
FMD-free. The declaration of FMD-fice are negotiated between governments.
Argentina has been putting much effoit to persuade the U.S.A. and has been given
20,000-ton quotas since 1994, though actual trade is subject to the eradication of FMD.

Tariff rate for chilled and frozen meat will be reduced from the current 50% (o
38.5% over six years from 1995 to 2000. Import quantities in the second quarter of
each year will be reviewed and if such quantitics increased by 1 7% over the same
quarter of the previo'us year; the tanff rate will be restored to 50%.

Traditionally, trading houscs {five major companies and two to three specialized
importers) imported meat and wholesaled to meat processing makers (hanm/sausage
makers). However, with defcgulation, trading houses and major supermarkcets have
begun to participate in "develop and import business,” that is to say, to invest in
assuming makers’ function (ranch operation in Australia, etc.) and retailers’ function
through their subsidiarics, thus establishing streamlined operation from the up-stream to
the down-stream. Further, many discounters (Hanamasa, etc.) began to import meet
products directly from meat producers/packers and selt them directly to consuners,
without going trough inlermediary distribution channels. Furthcrmore, as a result of
deregulation, direct import by users will be possible. In the case of meat processing
industries, import through trading companies accounts for 46-50% of the total impb-rt
and direct import accounts for the remaining percentage.

Many frozen food producers such as Nichirei and Ajinomoto have cstablishéd
imporing sections and have begun to import raw materials for processing such as
boiled meat without using trading companics. ‘

Argentina has disadvantages in terims of transportation and distribution because
of the long distance fro Japan. 40-50 days ar¢ required for a liner {container
shipment) to transport their products to Japan, while it takes only two weeks for the
U.S.A. and 10 days for Australia. The quality of meat becomes highest through 10-14
days of chilled ripening. Exchange rate risk and market risk must be taken into account
for the longer transportation pesiod. '

Ausiralia is expanding its sales channels through breeding particularly for Japan

and market research. In 1994, the number of cattle raised in feedlots was 460,000,
increasing by 62% from that of 1992. Most of these feedlots are either operating on a
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contract basis or controlled by Japanese affiliated companies such as meat processing
companies and major supermarkets that established business bases there in order to
reduce production and intermediary costs, taking advantage of the strong yen.

(8) Fish

a. Other fish - : :

Import tarifl is 6%. The quanltity of impon increased 2.8 times in the past three
years, from §0,000 tons in 1991, 16,000 tons in [992, to 28,000 tons in 1993. The
import volume in this category is the third biggest following grain sorghum and
soybean oil cake. Due to the drastic decrease of domestic catch, the import of codfish
and other similar fish has increased significantly in the recent years. The main
suppliess of codfish are the U.S.A. and Russia, The “fish meat of other fish” is also
supplied by Thailand, the Republic of Korea, and China. Import from Argentina is
mainly merulusa classified in "fish meat of other fish, excluding fillets, frozen.”

The meat of other fish is used mainly for fish paste in daily dishes or dishes
served in a pot. Most of them are used for materials for surimi or kamaboko.
Compared with Alaskan (U.S.A)) fishes, the Argentine fish meat is more suitable for
paste preparations because it absorbs more watcer and the meat is harder, which provides
a coinfortable touch to one's teeth. 3 the market continues as it is, it is hlghly possible
that Argentina can expand exports to the Japanese markel. :

b. Shrlmps, prawns

Iinport tariff is 3%. Due a decrease of domestic catch and an increasc in eating
aut, sheimps rank first in terms of value among imporicd maring products and second in
terms of volume, following fish meal. The share of imported shrimps in total domestic
supply was 86% in 1992. hnporls reached US$2,950 million in 1993, Major exporters
ar¢ Indonesia, Thailand, Ind.ia, China, the Phitippines, and Vietnam. The share of
Argentine imports in 1993 was just around 1% of Japan's total imports.

“Strimps are commonly consumed in Japanese, Western and Chinese cuisine for
all gencrations. The shrimps are distributed in fresh and frozen and often used for
canned producls Imported shrimps are mainly in a frozen styte Cmnpargd with Asmn
products, most of Argentine products are consu_mcd in a crude style for their good _
condition of preservation like North Europefui products. As the fishing volume in
Argentina is rather small due to small ShIpS the import volume will not be increased so
much in the future,
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¢. Culllefish, excluding mongoika

Import tariff is 5%, subject to impoit quotas. Cutticlish is consumed widely
from daily house cooking to quality dishes like sashimi served in restaurants and is used
in dry, smoked, satted-gut, and canned styles. Small-sized cuttlefish is used as fishing
baits.

The main suppliers of cuttlefish are Argentina, Taiwan, Peland, Chile, and so
on. Argentina became the biggest supplicr in 1993, As cuttlefish is traded as a
commodity, it is rather difficult to differentiate Argentine products from those imported
fcom other countries. However, it can be said that the Argentine products are of better
‘quality compared with other sources, which implies that Argentina can high export
potential in cuttlefish for the Japanese market.

{9 Aluminium ingot

There is demand for aluminium ingot in producing automobile bodies, engines,
aluminium wheels, and aluminium cans. In 1593, Japan imported 2.3 million tons of
aluminium ingot and the import is in a tend of increase. A tentative tariff sate of 1% is
levied. ALUAR produces 180,000 tons a year, out of which 40,000 tons are exported
to Japan through four Japanese trading companies.'

The slrongest compcliiOr is Australia, followed by the U.S.A. and Brazil. The
volumes imported from these countries are more or less the same and, thercfore, the
supply capacity is the main factor determining whether Japan will buy the producl
Prices of aluminium ingot arc decided at the LME market in London based on the basc
price ¢ Of USs$2, 000/ton (c.i.f. or C&F) plus a premium (around US$100/10n). Argentina
is exporting aluminium ingot only to Japan but they have no additional capacity
because of their focus on the domestic market. Argentina has a disadvaniage in that
they import bauxite as raw materials from Australia. Unless the country succeeds in
increasing production on a stable basis, for which a prerequisite is the production of
electricity at a low 605[, aluminium ingot will not become an expoit product in the
future.

(10) Copper ingot

Almost all of copper ingot is imported in the form of copper concentrates.
Tariff is not levied. In 1993, major suppliers and their shares wese Chile with 25%,
Canada with 25%, and [ndonesia with 15%.
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The world production is about 8 million tons, out of which Chite accounts for
more than 20%, producing 1.8 million tons. Chilean copper concentrates are of high
quality. For example, the copper content of crude copper produccd at the Escondida
mine is 3%, while that of copper concentrates is 40%. Argentina is currently
developing the Alambrea mine, which will start production at the end of 1996. The
copper content of crude copper to be produced at this mine will be 1% or less, while
that of copper concentrates will be 25-27%.

- In Japan, the demand for copper ingot is not expected to increase sharply,
though the diversification of supply sources will be intensified. Japancse users are
interested in mining development projects in Argentina; but under ¢xisting conditions
they are likely to be more concemed about the development of Chilean and Brazilian
mines.

2.4 Japanese Foreign Direct Investment in Argentina.

In the 1950s and 1970s, there was an investment "boom" of Japanese companics
in Latin American countries. In the profound cconomic crisis of the 1980s, the boom
was over and in the early 1990s the Japanese investment continued to stagnate. In more
fecent years, however, there is a sign of new investment under the changes in the
economic environnient.

24.1 General trend of FDI in Latin America

In the carly 1980s, most of Latin American countries faced eCconOMIC Crisis
which was stemmed on the closing of the forcign exchange market of Mexico and the
default of external debt of the country. During this period, reflecting such a critical
situation, FDI inflows to Latin America declined remarkably. In the latter half of the
1980s, however, FDI inflows into Latin America began to grow and increased rapidly
in 1991 (Figure 2.1 and 2.2). The main reasons for the ncw capital inflows ¢an b&
summarized as follows: ' ' o

1) General economic recovery as a result of the restructuring of external debt and fiscal
financial discipline |

2) Economic liberalization and the privatization of state owned companies

3) Deregulation of various restsictions on FDL .

4) Liberalization of capital and profit transfer

5) Introduction of debt-to-equity conversion programs

6) The progress of cconomic integration fike NAFTA and MERCOSUR
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As a results of the rapid increase of FD, the share of Latin America in the total
world FDI inflows increased from 6% in the period of 1981-1985 to 10 % in 1991 and
13% in 1992. Although FDI tended to increase throughout the region, inflows
continued to be concentrated in a limited number of countries; Argentina, Brazil, Chile, _

Mexico, and Venezuela.

Figure 2.1 FDI in Developing Countries by Region and Share of Inflows (o Latin America,

1982-1992 :
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Sourve: World Bank based on balance of payments data reporied by the International Monetary Fund and data on
net foreign investment réported by Organization for Economic Co-operation and Development.
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Figure 2.2 Foreign Direct Investinent Inflows in Latin America, 1985-19%1a
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B Nommal FOI flows . [ FDI via debt to equity €3FDI via privatization
conversions

a. Includes Argentina, Brazil, Chile, Mexico and Venezocta, which accounted for three quarters of total FDJ in the
region in 1991, ' : _ _ :
Source: UNCTAD, Programme on Transnational Cosporations, based en UNCTAD, 1993c. -

In 1992, Argentina and Mexico accounted for 66% of all Nows into the region
{Table 2.32). In the casc of Argentina, in parti(idlar, the drastic privatization prompted
FDI and in the case of Mexico the progress of NAFTA ncgotiation and privatization '
programs helped to invite investiment. The _débl-lo—equily conveision program
contributed to promote FDI inflows. Especially, in Argentina, Chile, Mexico and
Brazil the amount of debt converted was large.

Table 2.32 Major Destinalions of Foreign Direct Investment, 1989.92
' {US$ million)

Counlry 1989 _ 1990 1991 1992 - Total
China 3,393 3,482 4,366 11,156 22,402
Mexico 3,037 2,632 4,762 - 5,366 15,797
Malaysia 1,668 2,333 4,073 4,118 12,192
| Argentina 1,028 1,836 2,439 4,179 9,482
Portugal | 1,737 2,611 2,449 1,873 8.669
Thaitand 1,776 2444 2014 2,116 8,349
Indongsia 6B 1093 1,482 1,774 5.031
Brazil 1,267 90t 972 1484 4,594
Nigeria 1.882 588 - N2 897 4,080
Venezuela 233 451 1,916 629 3,209
Korea, Rep. 758 115 Lil6 550 3,139
Turkey 663 684 ~_810 844 3,001
Hungary } 0 ' o 1,462 1,479 2,941
[Egypt, ArabRep. | 1,250 134 2583 459 2,696
Colombia 576, 500 457 790 2,323
Others . 4,780 5332 1,593 9,284 27,290
Total 24,710 26,340 36,876 47,268 135,194

Note: The total FDI in Latin America and Caribbean countries in 1992 amounted to US$14,507 million.
Source: Internationat Monetary Fund and World Bank estimates
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242 . Japan's direct investment in Latin America

The first boom of Japanese investment in Latin America came duﬁng the lauer
half of the 1950s. In this period, the Japancse manufacturers of textiles, steel,
shipbuilding, automobiles and so on went to Latin America in line with the host
country’s illlpdrt substitution policy. USIMINAS, the biggest shipbuilding company in
Latin America, Ishikawajima do Brasil, and Toyata do Brasil are the rcpresemati{.’cs of
such invéstmcm. Thcif main purpose of investment was participation in the Latin
American market. |

The second investment boom came during the end of the 1960s and the first half
of the 1970s. In the first half of the 1970s, among Latin American countries, Brazil
was a main target for Japanese investors. During this period, the number of Japanese
companies that invested in Brazil reached 251, ckcecding the numbers in Panama (58)
and Mexico (35). During the second investment boom, Japanese private investment
was motivated by the sécuring of natural resources for Japan as well as penetration into
the Latin American market. Some of good examples were investment in the
devclcpme;it of resources such as iron ore in Brazil, non-ferrous metals in Peru, and a
salt farm in Mexico.

In the carly 7I9805_,‘ stemmed from the c:{tcrnal debt cri‘sis, most of Latin
American countries plunged into cconomic crisis--fiscal deficit, hyper-inflation,
curcency devatuation, and an inerease of unemployment. [n the latter half of the 1980s,
some of the 'Japanﬂse companies that had invested withdrew from Latin America since
they suffered a big loss by the devaluation of currency, the high interest tate, and the re-
scheduling of external debt. In this critical period, the Japanese investment boom in
Latin America was rapidly cooled down and investors' enthusiasm, especially in the
indusirial sector, was lost.

In the late 19805, many Latin American countries took a historical change in
their cconomic policies such as a reduction of fiscal deficit, the privatization of state-
owned compa_nies, the stabilization of currency._and the liberalization of trade and
foreign ihveélinent. Asa result,' most of the countries succeeded in stabilizing their
economy, leading to a slowdown of inflation and steady economic growth.

Taking advantage of such favorable environmeat for investment, a lot of FDI

started to flow into Latin America again, especially from the U.S.A. and EU countries. -
Japanese companies, however, took very cautious attitude and did not show much
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interest in investing in Latin America. This atlitude has been continuing even till today.
The reasons for such caulious attitude ar¢ as follows:

1) Inthe 1980s, many Japancse companics' frad unplc¢asant experience in theif
operation in Latin America, suffering a loss due to frequent changes in econoimic
poticy. For those companies, it is not easy to forget such painful experience
immediately and they arc still skeptical of the long term economic stabitity of the
region. In'the late 1980s, especially after the Japanese economic boom came to an end
- and profitability fell, they became more cautious about their new investment.

- 2) Inthe case of Asian countries, there are many successful cases of Japanese
investment even if storics are different from country to country. Based on their
experience and abundant information on the region, most of Japanese companies
consider that investment risk is limited and controllable in the case o_f Asian cou'ntries.
Besides, the amount committed to the region including ODA was 50 large and the
industrial linkage was so strong that Japanesc mvestmcnl flowed into the region
continuously.

3) Through the re-scheduling of the external debt of Latin America, Japanese
banks were compelied to write off a rather big amount of their credit, especially,
through the agreement of Brady Plan. Making such a loss, they also became very
cautious about granting new loans to Japanésc companies that intended to make
investment or (0 carry oul new projects in Latin America. After the scltlement of the
re-scheduling of their credit, many of them even closed their offices in Latin America.
Such cautious and rt,trealmg attitude of Japanese banks also negauvcly affected F[)l
from Japan. ' '

4} Because of frequent changes in economic policies in Latin Al'herica', '
Japanese companics were forced (o rcorganize their subsidiaries with a strategic change
for profit making. To cope with the liberalization of import, for example, some of them
turned into a mere importer of finished goods instead of manufacturing. Those
companics could not afford to make new investment pfibr to their rcslrutlhring.

243 Japancse direet investment in other major Lalin' American countries

There is a conspicuous difference in investment trends of Japanese compamus
from country to country. '
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{1} Mexico

a. Investment trend of Japanesc companics

Japanese investment in Mexico has been sluggish since 1989. The share of
cumulative Japanese investment in all foreign investiment in Mexico dropped from
6.8% in 1983 (o 4.8% in 1990 and 4.1% in 1993 (US$16.8 billion). The declining trend
of Japanese investors could be explained by their painful experience during the period
of debt crisis and also by the prevailing wait-and-see aftitude in the process of the
ncgotiation of NAFTA. After the successful effectuation of NAFTA, however, a new
trend of acli#c_invesune'nl by Japanéso companies has been observed.

As of the end of 1993, there were 185 companics registered in the Japanese
Chamber of Commerce in Mexico. 59% of those companies are manufacturers and
almost 50% of them are maquiladora companics. 1t is noteworthy that the most of the
maquiladora companies belong (o the clectric appliances and electronics industry. All
major Japanese companies in the sector like Toshiba, Canon, Hitachi, Matsushita, and
s0 on are operating there. Those companies import raw materials and semi-finished
goods from Asia and the U.S.A. and export their finished goods mainly to the US.A.,
making use of the duty drawback system of maquiladora.

_ Another charactesistic of Japanese investment in Mexico is a large share of the
automobite industry. Nissan, which is one of the biggest automobite manufacturers in
Mexico, is going to produce about 300,000 cars per year with a new investment of
about US$1 billion in the past fow years. Nissan statted to operate in Mexico in 1966.
It is one of the oldest Japanese companics operating there. Just like other Japanese
companies, Nissan went through very hard and painful experience because of frequent
chmgt,s in the country's economic policy. Nevertheless, they enlarged their production
c'ap'u:ny largetmg not only lht Mexican market but also the U.S. :mrkel Their new
factory, which started to operate in 1992 with the production capacity of 100,000 cars
per year, is designed to export all their products to other countrics including South
American countries. In order to meet the requirement of local contents by the NAITA
agreemcnt Nissan invited many Japanese group wmp'm:cs to operate in Mexico.
~ Upon Nissan's request of by their own decision, more than seven Japanese auto-parts
manufacturers have already started (o operate in Mexico and additional five to seven
companies are expected to go to Mexico in the near future,

Hondq, whlch has been manufacturing motoreycles in Mexico for a long time,
has reccmly dectded 1o producc automobﬂcs As a result of the cxp‘msmn in the
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productive capacity of U.S., Japanese and German automobile manufacturers, Mexico
is going 10 be one of the world leading countries of the sector,

b. The Inflaence of NAFTA on Japanese companies

NAFTA, which was put in force in January 1994, has had various positive and
negative influences on Japanese companies. While NAFTA produced new business
chances to expand their activitics rom Mexico to North American countries, it has
brought about more severe compeuuon with U.S. and Canadian manufacturcss and
tradess. In addition, in order to enjoy the duty free system of NAFTA lhey now have to
comply with the local contents requirement. o

The measures of Japancse companics in Mexico for adjushng to the new
enwronmem created by NAFTA can be sunminarized as follows '

hpanesc trading companies aré {rying to increase » their business with the US.A.,
combing US. products with Asian products 10 selt in Mexico in cooperahon with their
subsidiaries in the U.S.A.. On the other hand, Japanese manufaclurers, as scen in the
Nissan's case, are going to increase the share of local contents by using domestic and
North American products more than before. Maquiladora companies are also in a
similar position but the only difference is that they have more time to make such
adjustment because the maquiladora system will be abolished seven years latter. Some
other Japanese manufacturers which are unable to comply with the local contents
requirement will turn into mere impbnérs because the import price from other NAFTA
countries will be lower. o a

(2) Brazil

As of September 1990, there were 608 Japanese cbmpaniqs fcgiistefed wilh the _
Central Bank of Brazil, of which active companies were 461. More than 60_% of them :
came from Japan during the second investinent boom in Brazil in the 1960s. In the
manufacturing sector, the top five were electronics and electric applnnccs (55), olher
manufactures (39), chemicals (16) foodstuffs (34), steel, and non-fefrous memls {28 as
atotal of the latter (wo). In the noa-manufacturing sector, the top thrce were lmders
(68), services (30), and finance, insurance and security (_30_).

In the 1980s, the number of new Ja;ﬁancsc companies established in Brazil
sharply diminished and this trend has been continuing cven after 1990. In 1990 the
total amnount of FDI from Japan was US$165 mllhon In 1991 this amount sllghtly |
decscased to US$16"4 million, while FDI from the US.A. increased sh'lrply to occupy
the first place. As of the end of 1991, the Japanese share in total accumulative
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investment in Brazil was 9.7%, ranking third after the U.S.A, and Germany. The
sectoral shares of the Japanese investment in 1991 were 13% by clectric and
telecommunications, 12% by mictal, 10.5% by stecl, 5.8% by textile, and 5.7% by
qutomob:lc '

Even after 1991, there was not a shai-p increase in Japanése investinent because
of their very cautious and wait:and-see attitude about the economic reform by the
government. Instead of making new investinent, most of the companies dedicated how
to decrease costs and how 0 increase producli'vity. In spile of such a general trend of
Japanese companies, SOING new projects in thc'pulp, aluminum, mining, and automobile
sectors are now under way. Some companies ar¢ planning to make MERCOSUR
strategies such as the distribution of production among countries and export expansion
to neighboring countries. Stimulated by the active invesiment trend of U.S. corapanies,
Japanese investment will also turn 1o be more positive in the near future.

(3) Chite.

After Chile's economic liberalization, Japanese manufacturers, auto assemblers
in particular, stopped manufacturing and started to import finished goods mainly from
Japan. Japanesc companics, however, have bcconm, highly active in the resource
developmenl and processing sectors and increased lhc export of wood chips, melals,
salmon, processed fruits, etc. This can be proved partiatly by the fact that during the
penod of 1985- 1989 J'lp'mcsc investment materialized in the mining sector amounted
to US$59 million, which represeated 60.4% of total dircct investment from Japan,

Total EDlin Chllc during 199% on a materialized bases anmounted to US$953
million, of which the mining sector had the largest share, i.c., 46% amounting to
US$442 million. On an approval basis of foreign investment in the same year, Japan
was in the second place with US$424 million after the U.S.A. Most of this new
investment was refated to resource development such as copper exploitation,
reforestation, salmon farming, etc. This trend continued in 1992 and 1993, Especially,
the mining sector QCC'upkd 68.4% and 73.0% in respective years. |

The Chilean market is not big with a relatively small population but the country
is rich in natural resources. For this reason, Japanese investment in Chile will be
confinuously concenlrated on the resource development and proccssmg sector. Most of
their prcducls will be exported (o .hpzm as before, but influenced by the economic
lmcgmuon of NAFTA and MERCOSUR Chile's e\port will be expanded to coantnes
in these mtz,gratcd reglons in the futuro
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244 Perspectives of Japancse investment in Latin Amerlca

Until 1993, the cumulative Japanese investment in Latin America amounted o
US$50 billion, which represented 12% of all Japanese FDL. However, more than 70%
of this investiment was directed (o tax haven countries like Cayman, Panama, Bahamas,
Virgin Islands, etc. Therefore, the net actual Japanese investiment reinained smail,
especially in comparison with the huge amount of investment in_ Asian countries.

Since the 1980s, Japanese companics have been maintaining cather cautious
attitude toward investment in Latin America despite the improved climate of _
investment and very keen competition with U.S . and European companics. However,
thercisa changc in their attitude in receat years and a steady increase in the future can
be well expected for the following reasons:

1) Because of the appreciation of yen, Japanese manufacturers have been losing
competitiveness and many of them are planning (o shift their production from Japan to
other countries including those in Latin America. Actually, Japanese FDI has been
stimulated by the constant appreciation of yen since 1985. 'Especia'tly, between 1986
and 1988, the value of )?en against U.S. doltar doubled. Due to this a'ppiréciaﬁon of yen
and the "bubble economy” in Japan, total .lapanése. EDI reached its peak of US$67,540
million in 1989. After 1989, Japancse FDI has dectined, reflecting the recession. In
1993, however, Japanese yen was again apprecmted by about 15% to the level of Y108
per U.S. dollar from '1ppr0x1mau,ly ¥125 of the previous yunr l)nnng 1994, yen was
appreciated again to the tevel of less than ¥100. Sucha sharp increase of yen dealt
Japancse manufacturers a fatal blow. They are now forced to shift their production
plants to other countries, irrcspecti\'c of Japan's business cycle. Whilé their first
priority for such transfer is other Asian counlries; Latin America are f;:garded cither as
the second best or as one of promising candidates in the world. o o

2) The size of the Latin American market is not negligible for Japanese
companies and most of the countries are growing fast with growing popuhuon
Through regional economic mtcgmnon, the markel is going toexpand mp:dly This
will bnng more busmess apporttunities to Jamnese companies,

3) Most of the operations of Japanése companies in Latin America have become
successful particularly after the econiomic crisis was over. According to JETRO's
survey, the sales of Japanese Cdmpanics'in the US.A. and Europe arc very huge,
amounting to ¥33.5 trillion and ¥23.3 trillion, respectively in 1992. But they made a
loss of ¥83.3 biltion and ¥75.2 billion in respective regions in the same yéar. Although
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the sales of Japanese companies in Latin America were only ¥2.4 trillion, they made a
profit of ¥14.3 billion in the same year. The successful story in their operations in Latin
America in recent years will favorably affect their decision of rew investment.

4) The continuous cconomic stability of Latin America under the consistent
economic policy will bring about a better investment climate and it will lead to the
restoration of their confidence in those countrics.

S) It is important for Japan (o secure natural resouices and foodstutfs for
manufacturing and consumption. For instance, Japan depends on import more than
90% of its iron ore consumption. In the case of oil, Japan imporis aimost 100% from
abroad. Japan alse depends a large part of their foodstuffs on import. 1t is absotutely
necessary for Japan 1o secure the stable supply of natural resources and foodstuffs.
From this point of view, Japan has been diversifying supplying countrics. Many Latin
American countries are rich in natural resources but not yet fully exploited. Japan will
keep an interest in Latin America and continue to make investment for such a purpose.

24.5 - Perspectives of Japanese investineat in Argentina and suggestions
for investment promotion
a. Trend of Japanese investment
The direct investment from Japan in Argentina during 1951-1993 amount to
US$524 million, which represented only 0.1% of total hpﬁnese FDI and 1% of their
investment in Latin America.

According to the Japanese Chamber of Commeice, the number of Japancse
companies in Argentina has remained almost unchanged since 1989. There were 81
companies in 1989, 82 in 1991, and 79 in 1994 (as of July). During this period,
however, the replacement of companies has occurred. After the settlement of the re-
scheduling of external debt, three Japanese banks and KDD withdrew, while there were
new comers like Caesar Park Hotel, Yamaha, Alpine, and so on. The top four sectors-
of Japanese companies are trading (12 companies), fishery (6), machinery (4), and
transport (3). There are also joint ventures like NEWSAN S.A. (Sanyo) and PECOM-
NEC S:A. (NEC).

b. Inveslment cm'lronment of Argcntma. Japanese companies s views

In 1993 Japan Argentine Businessmen's Joint Economic Committee conducted a
survey of Japancse companics on the Argentine investment environment. The results of
the sﬁrvey, as well as an independent survey by the Study Team can be summarized as
follows:
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1) Before 1993, many Japanese companies were concerned about the future
exchange rate palicy, trade deficit, and the increase of unemployment. Therefore, they
did not have cnough confidence in the future stability of the economy. Today,
however, they appreciate and fully recognize the success of the economic reform
implemented by the Argentine government. They have some concerns over high
production costs including financial costs, the present labor taw; the quality of products
by supporting industries, fairness in imarket competition, and so forth.

2) Most of them consider that Latin America is the third 'mpontant region for
their investment after North America and East Asia. Among Latin American countries,
Brazil, Argentina, and Mexico are the top three important countries as an investment
targets.

3) They fully understand that the South American market is expandin'g asa
result of the establishment of MERCOSUR. Many of them would like to study their .
future investment either in Brazil or in Argentina, taking full consideration of the
MERCOSUR market and the Chilean market. The economic integration will be a
factor very important to Japanese companies in m'tkmg new investiment decisions for
Argentina.

4) Some of the companies have an interest in a joint venture, combining
Argentine companies’ excellent know-how of sales, fund-raising, and accounting and
Japanese companies’ advanced industrial lechnoldgy. Toyota has decided to cstablish a
factory with an Argenline company, investing about US$100 million as a new joint
venture. They are going to manufacture about 18,000 Hirex Trucks per year and they
are planning to export a part of their products to other MERCOSUR countries and
Chile. They will have a close linkage with Toyota do Brasil in the sales of cars and the
supply of raw materials, Their investment was therefore motivated by the economic
integration of (he region as well as the utilization of their partner's resources..

5). Concerning Asian investment in Asgentina and the seclors to be invested in, .
they consider that there is high possibility of investment from Japan, Korea and Faiwan
in agriculture and fishery, mining, automeobiles, and electyic appliances. There is also
possibility of investment in the privatized fields such as hydroelectric power phnts,
petrochemicals, hlghways, subways, pons natural gqs etc. ‘
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¢. Suggestions to promote investment

Compared with other Latin American countries, Argentina has an advantage in
its location as a center of MERCOSUR. When Japanese coimpanies make a strategic
plan for their new establishments in South America, Argentina will be one of the
foremost candidates among countries in the region. In November 1994, an investment
seminar was hold in Japan by the Argentine government, which turned out to be quite
effective in making Japanese businessmen understand correctly the present investment
environment of Argentina. Also influcnced by Toyota's decision, their views on
Argentina have been changing toward more favorable ones. In order to draw more
investment from Japan, Japanese companies' opinions are important. Taking them into
consideration, the Study Team could make the following suggestions to promote
Japanese FDL.

1) Maintain consistent economic policy, keeping the present good economic
fundamentals

2) Maintain political and social stability

3) Improve infrastructure such as ports, highways, railways, airporis, warehouses,
telecommunications, etc.

4) Prompt the reform of the labor law

5) Enhance supporting industries and improve the quality of their products

6) Promote training and education of the English language

7) Decrease financial costs through the reduction of interest rates

8) Keep closc contact with Japancse business circles and have dialogues with them in
order to make effective investment promotion strafegies

9) Hold investment seininars periodically
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3. The Republic of Korea
3.1  Overview of the Korean Market
3.1.1 - ‘Major economic indicators

As of 1993, the Republic of Korea had a population of 44 million. Seoul’s
population stood at 10,672,000, 24.2% of the national total. GNP measured U5$328.7
billion, or US$7,466 in'per—capila 1erms, a 3.7-fold increase from US$2,002 in 1983,

~ 1In 1992, nominal GNP climbed a relatively subdued 4.7% on its level the year
before. In-1993, however, it regained momentum and expanded 7.5%. The first half of
1994, moreover, witnessed a growth pace of 8.5%, leading to forecasts that GNP will
widen 8% in 1994 overall. Given expectations of sustained growih, the country is
aiming for a 6% pace over the medium and longer term. Though there is some concemn
aboul overheating, considering conditions in the global economy, medium- and long-term
prospects for the Korean economy currently look bright.

The consumer price index, however, measured 6.0% in August 1994 and 5.3%
in October 1994, thus showing signs of moving up year-on-year. Given that price
stability is a goal of top priority in the Republic of Korea now, attention is sharply

- focused on price trends., The goal is to hotd the inflation rate under 4%. Although the
unemployment rate pursued a geadual upirend in 1993, by the second half of 1994 ithad
leveled off somewhat.

Table 3.1 Major Economic Indicators

3 1989 1999 1591 1992 1993 |
Population {million) 42.45 4287 43.27 43.66] 44036
GNP per capita (US$) 5,210 5,883 6,157 2,007 7,466
Real GDP prowth{%)} : 6.4 95 9.1 S| S‘_:_'-1
Unemployment rate (%) I 2.6] 2.4 2.3} 2.4 23
Inflation rate (%} 57 8.6 9.3 6.2 4.8

Source: Nationa) Statisticat Office, The Republic of Korea.

From 1990 to 1992, the Republic of Korea recorded a deficit in its trade balance,
but in 1993 achieved a éurplus. Trade with Japan has proved the exception to the general
rule, however; in 1993 the Republic Korea had a trade deficit of over US$8.0 billion with
Japan, and in 1994 it appears that gap will climb beyond the US$10.0 billion mark. The
chief reason is that imports of capital gOods from Japan have cxpanded steeply since
1990.

The shift to a trade surplus in 1993 also enabled the country to post a surplus in
its current account, ending a deficit trend that had extended from §990. In the first nine
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months of 1994, though, the Republic Korea was running a c_umulalivc deficit of US$4.4
billion in its current account, and projections are that the deficit will total US$6.0 billion
for the year as a whole. Several developments factor behind this reversal, First, echoing
the active pace of corporate capital investment, impoits of capitat goods have jumped
sharply. Second, expanded levels of consumer spending are fueling a surge in imports
of consumer durables. ' '

Table 3.2 Balance of Payment
' B (US$ million)

1989 1990 1991 1992 1993
Trade Balance 45972 200360 -6979.8] © -2,1464] - 1,860.2
- Exports 61,408.7 63,123.6] 69,581.5 75,169.4 80,9499
Imports 56,811.5 65,127.2 76,561.3 77,3158 79,089.7
Current Account Balance 5,654.6 -2,179.4 -8.721.7 74,52_8.5 I84.6 _
Capital Acciount Balance |  -3,302.2 3.881.2 42270 33426 68788 -
Dver_ail Balance 2,453.1 -273.9 -3,740.8 4,898.1 6,542.2

Source: Economic Statistics Yéarbook, The Bank of Korea.

3.1.2 Industrial structure

Among the industrial sectors that accounted for an expanding share of GDP in the
five-year span to 1993, construction, finance, producers of government services, and
other testiary industries demonstrated the most-pronounced growth. In contrast,
agriculture, mining, and other pnimary industries as well as manufacturing and other
secondary industrics accounted for a dwindling share. This pattern emerged chiefly
because manufacturing-led oulput contributed to GDP growth, enabling industries in the
tertiary sector to teap strong gains as a result. o

Table 3.3 GDP By Type of Economic Activily

| 1988 | 1989 1 199G | 1991 [ 1992 | 1993
industries 90.5] 9071 90.t] 90.5] 9071 904
Agriculture, forestry and fisheries 10.2 96| 3.7 1.7 74 7.1
Mining and quarcying - 08 071 06 0.5 0.4 03
Manufaciuring 32,8 30| 292 285 27.8) 272
Electricity, gas and water : 2.7 2.5 22 2.1 2.2 23
Construction . 1.6 9.0 115|139 137 13.6
Wholesale and retai! trade, restavrants and hotels 13.8 B33 1290 1221 120] L9
Transpori, storage and communication services 6.9 6.9 6.7 6.7 6.8 7.0
Finance, insurance, real estate and business 13.3 i42 14.9 13.3 16.6 12.1
Community, social and personal services 321 3.5 35 3.0 39 4.0
Producers of government services ‘ 66] . 1.2 73] 74} 18 8.0
Others : . 9.2 9.6 9.8 2.1 9.7 9.0
GDP 100.0f 100.0{ 100.0] 1000, 100.0] 100.0

Source: Economic Statistics Yearbook, The Bank of Korea.
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3.2
3.2.1

Trading Patterns

An export-driven economy

Aside from farm goods, the Republic Korea is an extremely tesource-poor nation.
Latgely for that reason, it has become heavily reliant on international trade.

The country depends on imports for its supplies of energy and other raw
materials; its exposts, moreover, consist primarily of processed goods produced with
imported raw matcriats, capilal goods, and pasts.

- Ameng the categories of impotts {excluding cereal grains and crude oil),
consumer goods, capital goods, and raw materials accounted for 10.5%, 36.5%, and
53.0% in 1993, Of these categories, 84.4% of the conswner goods, 72.6% of the capital
goods, and 59.3% of the raw malterials imported in §993 were destined for domestic use,
and the semainder, for re-cxportation. The Republic of Korea is essentially a country that
expéns finished goods produced with imported raw materials. For that reason, as its -
single largest supplier of raw materials, Argentina could conceivably heighten its export
potential provided it devoles some effort to that end.

Table 3.4 Korea's Import Struclure
' {US$ million)

| 1989 1990 1991 1992 1991 |
Consumer goods 6,125 6,739 8,075 8,575 8,719
(Domeslic Usey | (4,860) (5,568) (6,799) (1.216) (7,410}
Capital goods _ 22370 25,451 30,092 30,581 30,604
{Domestic Use) (15:436) 18,418 (22203 (22,228)]  (22,210)]
Industrial materials and fuels 32910 37,653 43,357 42,620 43,417
(Domeslic Use) {18,786) {23,416} {27,803} {26,554 {26,319)

Source: National Statistical Office, The Republic of Korea.

3.2.2

Markct-opening efforts

In the early 1980s, the Republic Korea had its hands fuli teying to accommodate
U.S. pressure for new policics on trade and commerce. In the late 1980, it
demonstrated substantial headway in opening its markets under pressure to liberalize its
non-trade sectors and after designation by the U.S.A. as a target for Super 301 trade
sanctions.

Since the early 1990s, the Republic of Korea has been shilling its (rade focus to

the markets of the developing world; trade has accordingly increased with countries in
Southeast and Southwest Asia and Eastern Europe.
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Among the trading blocs emerging under the NAFTA, MERCOSOUR, and
APEC banners, it appears that the Republic of Korea intends to strengthen its economic
policics under the APEC fiamework. ‘

After assuming the helm of governnient in February 1993, the Kim Young-sam
administration hammered out a new "100-day economic plan” comprising tangible steps
toward six key objectives: - {) interest-rate cuts and refaxed monetary policies aimed at
- providing fresh economic stimulus; 2) structural reforms in the small-business sector; 3)
the promotion of technological research and development; 4) improvements in the
capacily of private corporations to operate on their own, and steps in economic
deregulation aimed at fostesing such improvements; 5) a gradual shift from govermment-
ted to private-scctor-led mianagement of programs designed to structurally overhaul
agricultural and fishing districts; and 6), the stabilization of prices for basic necessities.
After its special 100-day program ended in June, the government moved the following
month to implement its revised five-year economic plan (1993-1997), the main objectives
of which are 1) refomis in the tax code and financial systemy; 2) administrative
deregutation; 3) strengthened industrial compelitiveness; and 4) steps to intermationalize
the economy and widen foreign access to domestic mackets.

Furthermore, in August 1994 the government instituted a framework banning the
use of aliases in financial transactions. '

In its bid to meet terms and conditions for OECD entry by 1996, the Republic of
Korea has shown steady progress in pursuing the fourth set 0fobjecﬁv¢s. namely,
economic internationalization and niarket-opening actions. Steps to open the market for
farm goods, lower custoins duties, and alleviate unfair trading practices amount to the
central challenges in that particular undertaking.

3.2.3 Trade by commodity

Among the key items comprising Korean expoits in 1993, electric and electronic
products accounted for a 29.5% share in value lerms; (extiles, 19.3%; steel products,
8.0%; and footwear, 2.8%. Anong key imports, machinery accounted fora 22.1%
share; chemical industry products, 19.1%; electric and electronic products, 17 0%,
mincral products, 16.0%; and steel and other inetals, 15.0%.
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3.2.4 . Trade by region

As of 1993, Asia, North America, and Europé counted as the first-, second-, and
thied-Yargest regions of trade with the Republic of Korea, in imports and exporis alike.
Though South America was the fourth-largest regional matket for Korean goods, exports
to and imports from that region dcclin_cd in dollar terms from their §992 levels.

Table 3.5 Exporls and Imporis by Region
(US$ million)

1980 1985 1999 1992 1993

Asia Exports 5,617 8,734 24,639 32,906 38,667
B Imports 7,852 11,808]  28515] 33,163 34,415
Middle East Expots 2,540 2.870 2,619 3,500 3,704
Imports 5,762 3,947 6,188 8,631 8,187

Europe Lixports 3,131 4470 12,034 11,817 12,331
Imports 1,905 4,190 10,512 12,3874 . 13,193

North America | Exports 4,950 11,983 21,091 19,698 19,512
Impoils 6,269 7,129 18,408 19,861 19,623

Scuth America | Exporis 492 1,079 2,104 4,962 4,922
Imports 369§ 1,859 1,726 2,521 2,384

Oceanta Exports 282 438 1,214 1,347 1,404
Imporis _ 1781 1L,310) 3201 33816 4,360

Alrica Exports 416 614 915 1,786 1,462
_ [mports 97 395 363 340 787
Total Exports 17,505 30,283 65,016 76,632 82,236
Inmports 22,292 31,136 69,844 81,775 83,800

Source: Korea Foreign Trade Association.

3.2.5 Economic relations between Korea and Japan

Though the Republic of Korea and Japan arc separated by a sea strait, their
history as ncighboring countries extends back thousands of years. In cumulative terms
on a basis of approvals, Japan is the largest source of direct investment in the Repubtic of
Korea. It is second to the U.S.A., however, tn annual terms. '

Japan is also second to the U.S.A. in two-way trade. In 1993, ils two-way trade
wilh the Republic of Korea was valued at US$31.58 billion, a figure cquivalent to 19%
of the total in Korcan trade that year.

Local frameworks for the supply of raw materials, capital goods, and parts have
not kept pace with the surgé in Korean exports of finished goods. - Accordingly, such
export growth has fueled heightened imports from Japan, which, in tumn, is one reason’
the country has run a persistent trade deficit with Japan.

To rectify that situation, the Korean govémment has been working with Japanese
assistance to widen the flow of exports to Japan. In 1993, it designated 37 items it
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considered 1o have potential in the Japanese market, and fumished financial backing for °
such exports from its overseas marketing fund.

The forcgoing should serve Lo highlight the close ties the Republic of Korea and
Japan have nurtured in the field of trade. Should Argentina face difficulty in striving to
boost exports (o the Republic of Korea on its own, it will probably find it necessary to
team up with Japanese companies and work to cultivate Korean markets for its goods.
’ Table 3.6 Trends in Korean Trade with Japan

{(Korean Customs-Clearance Basis) _
' ' {US$ million)

T 1989 1990 1991 1992 1993

Exports to Japan 13457 12,638 12,356 11,600 11,564
Imponts from fapan 17449 18,5741 23,1201 19458| 20016
[ Trade Deficit 3,992 5.936] 8764 7,858 8,452

Source: The Bank of Korea Monthly Bulletin.

Tablc 3.7 Japanese Direct Investment in the Republic of Korea
{(Japanese Data, Reported FY Amounis)
{US$ million}

1989 1990 1991 1992 1993 - 1951-1953,

N L Cunulative
Amount 606 284 260 225 245/ 4,868
Share {%) 09 058 0.6 0.7 0.7 1.2

Source: International Business Annuafliepon, Bureau of Finance, Ministry of Finance.

3.3
3.3.1

The Korean Standard of Living

Labor conditions

The Republic of Korea's labor force stood at about 19 million in 1993, or 61% of
the population aged 15 and over. Of all men aged 15 and vp, 76% were pziﬁ of the labor
force, as were 47% of all women in that age bracket. Further, the percentage of women
in the labor force is expanding.

The number of ofticec employces, technicians, public servants, managers, and
other white-collar workers totaled 4.9 mitlion nationwide in 1993, Though factory
employees, drivers, and other blue-collar workers together totaled a corresponding 6.1
million, the labor force overall is becoming increasingly white-collar in its composition.

Workers became steadily more outspoken in their insistence on improved _
conditions and benefits after President-elect Roh Tac-woo issued his democratization
pledge in 1987. As labor-management disputes proliferated, wage growth outpaced
gains in labor productivity. '
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Tabl¢ 3.8 Nalional Labor Force

e . (1,000)
1989 1990 | 199f ] 1992 1993
Population aged ¥ 501 over . 30217 30,801 C3L367| - 3LBS) 32,361
National labor force 17,971 18,487 19,012 19,385 19,754
Men 10,716 11,013 11,355 11,615 11,867
- Women - 1,255 1474 7,657 1.770 7,887
Employed labor force 17,518 18,036 18,576 18,921 19,203
Population outside labor force 12,246 12,314 12,355 12,466 12,667
Employment rate (%) 59.5 60.0 60.6 60.9 6.0
Men 733 73.9 4.7 753 75.8
Women 46.5 47.0 47.3 473 - 472
Unemployment rate (%) 26 2.4 23 24 2.8
Men o 30 29 2.5 2.6 31
Women : _ 1.9 L8 2.0 2.1 23
Source: National Statistical Office, The Republic of Korea.
Table 3.9 Workers by Occupalional Category (Averages)
' (1,600)
1989 [ 1990 | 1991 1992 1993 |
Specialists, technicians, administrators, managers £,452 1,568 §, 712 1,893 1,982
. Men R 933 1,005 1,076] - 1,168 1,232
Office workers 2,180 2,337 2,467 2,718 2,883
Men _ 1,331 1,400 1,435) _ L61Y 1,688
Workers in service trades 1.883 2,007 2,125 2,177 2.366
Men . 729 784 327 §32 917
Farm, forestry, and fishery workers 3,388 3,270 3,018 3,000 2,318
Men 1,8520 L7l6 1,687 1,620 1,512
Factory workers and transport equipment operators | 6,046] 6,238 6,474 6,316 6,100
Men 4,170F  4,356] 4,612 4,592 4,532

Source: National Statistical Office, The Republic of Korea,

3.3.2 "~ ‘Market siructure

As mentioned above, the government's democratization pledgé of 1987 served as
an impetus for wage growth. That in turn motivated the public to consume more, and
* thus led to a sharp ihcrease in spending on consumer durables and leisure-related
products and services. '

- As one consumer trend, interest in North American and European products has
climbed; however, well-known brands and luxury merchandise tend to sell better than do
low-priced items.

Rice is the key food staple for over 80% of the population. Nonetheless, an
increasing share of young people tend to eat bread with their breakfast. Demand for dairy
prodlicis, moreover, will likely rise in the years ahead.
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As it happens, the ranks of young people who do not eat the traditional Korean
dish, kimchi, are beginning to swell. Given their choice, many would rather dine on
Korean barbecue fare or grilled squid (dried squid in particular).

~ Recent years have witnessed an increase in the number of Koreans who consume
beef. Rising wage levels have spurred a shift in patterns of consumption and in
lifestyles. Sales of luxury goods and leisure-related items are up, and consumers are
1dopt|ng increasingly westernized dietary habits. Demand for butter, cheese, ham,
sausage, and other meat products is wrdemng, and with that, the prospect that the
Republic of Korea will become an even-bigger cpstomcr for Argentine goods.

Table 3.10 Breakdown of Total Household Expenditure by Item

e (%)
' : 1989 1990 1991 | - 1992 1993
Food, beverages, tobacco products 33.3 3.6 30.9 29.9 29.4]
Health care, foolwear 5.4 5.3 4.9 4.6 4.2
Rent, utility fees ' _ 110 11.8 11.8 12.2 12.5
Fumiture, consumables, fixtures ' 11 .14 1.3 1.9 6.9
 medical treatment, hygiene 6.6 6.6 6.5] 64 6.5
Transportation, communications ' 118 11.9 12.3 12.8 13.0
Cultural expenses (1) ' 2.3 12.2 120 123 123
Final consumption {including others} (2) 100.0 100.0 100.0 100.0 1000
(Billion won in cugrent price) 78,0751 94,722 113,162f 127.492f 141,223
Notes:  ¢8) Cultural expenses including spending on leisure, educauon recee ahon and cultural
aclivities.

(2) Final consumption includes direct purchasés from overseas and direct purchases made by
Korean citizens overseas.
Expenditures for services rendered by prwate nonprofit organizations are not included.
Source: The Bank of Korea Monthly Bulletin.

Table 3.11 Breakdown of Totfal Household Expendilure by Calegory

%)
' L 1989 1 1990 1991 1992 - 1993

Consumer durables 10.2 . 102 99! 9.4 9.2
Consumer semi-durables 10.6 10.5 10.1 9.7 9.3
Consumer nondurables ‘ 41.6 39.8 39.0 - 38.0| 31.5
Services 385 o8 408 42.7 43.6
Domeslic final consumption 100.0 100.0 180.0 13001 100.¢
{Billion won in current price) 787191 - 94970 112,979 127,288 140,775
Final consumpnon _ ' 1 o

(Billion won in current price) - 78,075 947721 113,162 127,492 141,223

Note: The same as Table 3.10.
Source: The same as Table 3.10.
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Table 3.12 Economic Situation of Typical Urban Wage Easrner Houschold

(Monthly averages, per-houschold basis)

(1,000 Won, Pessons)

1989 1950 1991 1992 1993
Household size 398 3.97 3.96 390 384
No, of wage-earers 1.42 1.43 1.47 1.43 1.45,
Average age of head of houschold 36.86 372.44 372.91 33.31 38.37
Total revenue. 1,349 1,608 1,920 2,335 2,556
Income (1) 805 943 1,159 1,356 1,478
Salary income 695 809 980/ 1,157 1,276
Other revenue (2) 195 483 543 721 811
Carry-over-form previous term 149( . 182 219 258 2617
Total expeaditure 1,349 1,609 1,921 2,335 2,552
Househo!d expenditure 031 723 859 1,008 1,106
Consumption expenditure {3) 562 650 - 180 903 986
- Food 182 211 248 24 289
Shelter 24 30 35 k'] 43
Utilities 26 29 32 37 42
Furnitote, fixtures - 33 8 46 49 51
Clothing, footwear 48 55 63 72 76
{Outer-gasrments) 23 32 37 42 44t -
Health care 31 4 42 49 53
Fducation, recreation 67 17 26 120 133
Transportation, communicalions 46 55 69 83 101
Non-consumption expenditure (4) 70 73 79 105 119
| Othec expenditure (3) 565 696 329 1,057 1,164
| Term-end cash balance 153 191 233 271 247
Notes; (1) Includes business and interest income.
(2) Deposit account withdrawals, etc., not included in “income”.
(3} Includes “Other expenditures™
{4) Taxes, social insurance, etc.
(5) Deposits, loan payments, ele.
{All amounts have been sounded off to néarest 1,000-Won tik.)
Source: Momhly Statistics of Korea, Economic Planning Board.
3.3.3  Seclf-sufficiency in selected farm producis

Between 1988 and. 1993, the share of agricuiture, forestry, and fishery in total
GDP shrank from 10.2% to 7.1% (Table 3.3). The pcri:en!ag:: of the national work force
employed in these scctors also fell (Table 3.9). Arable land area is also on the decling
(Table 3.13). Imports of cereal grains are twice as many as the domestic output in
volume terms, and maize accounts for about a half of those imporis. While the number
of cattle is on the decline, chicken broiler output is on an expansion track (Table 3.14).

Table 3.15 illustrates the degree of Korean self-sufficiency in selected farm
- products. Though self-sulficiency rates are above 80% in rice, barley, and polatoes, they
are lower for wheat, inaize, and soybean. In fact, the level in wheat is only 0.02%,
mairgindl enough to consider the'country tolally dependent on imports for all intents and
purposcs In effect, the ﬁgurcs suggest Argentina has a window of opportumly in the
markets for wheat, maize, and soybean. However, if will be necessqry to meet Korean
terms on shtppmg dates, quality, and price {with shlppmg costs factored in). As
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demonstrated by grain exports by the U.S.A. and Australia, government-level
negotiations ar¢ crucial since that these items are subject to government controls in Korea.

Table 3.13 Korea's Agriculfurat Sector

1989 1990 1991 - 1992 1993
No. of farm households (thousands) 1,772 1,767 1,702 1,641 1,592].
Farm population (thousands) 6,786 6,661 6,068 © 8,707 5,407
Percentage in total population 16.0 15.5 14.¢ 13.1 123
Arable land (1,000 ha) 2,127 2,109 2,091 2,070 2,055
Paddy land {1,000 ha) 1,353 1,345 1,335 1,315 1,298
Atable land per farm houschold (ha) 1.20 1.19 1.23 1.26 1.29
Grain imports (1,000 tons} 9,536 10,070 11,184 12,173 12,274
Maize imports (1,000 tons) 5,528 6,198 5438 6,386 6,418
- Fertilizer consuniption {1,000 tons) 954 1,104 813 236/ 974
Grain output (1,000 tons} 7,160 0,635 6,236 6,206 5,574
Rice 5,898 5,606 5,384 5,331 4,750
Basley 5l6 416 340 315 319
Soybean 252 . 233 183 176 170
Chinese cabbage output {1,000 tons} 2,796 3,383 2,731 2,406 3,730
Apple output (1,000 tons) 676 629 542 695 616
Source: National Statistical Office, The Republic of Korea.
Table 314 Livestock and Pouliry Populalion :
: {1,000)
- 1939 1950 1991 1992 . 1993
Farm work catlle and beef cattle 1,536 1,622 1,773 2,019 2,260
Dairy catile 515 S04 4961 508 553
Pigs 4,801 4,528]  5,046] 5463 5,928
Chicken brailers 61,689 74,461 ?3,855 73,324 72,945
Sheep -} 157 211 346 501 558
Rabbits 166 156 158 180 158
Source: National Statistical Office, The Republic of Korea.
Table 3.15 Demand and Supply of Grains (Rice Year 1992)
(1,000 tons}
Rice -] Barley | Wheat | - Com | Soybean) Potatoas] Others | Tolal
[Demand " | 5526 378f  40s56] 6,209] 1,503 22 nasl 18250
Food 4930 6f 1,015 0 9 85 - 42 6,230
| Processing 251 2m 944] 1,642 268 103 gs] 3573
Fegd 0 2014 4.524] 1115 25 196 7.934{
Others sl on 43 M EY R O &
Supply 7,528 814 4,551 6,927 1,597 259 451 20124
Carry-over from Tast yoar 2,141 365 694 466].0 1 S SO 383
Production 5384] 305 1 75 183 245 s 6257
Inporls L 134 3,856 6,386 1,304 9 M7 12036
Carry-over (o next year 1,999 436;  495] 718 94 M 115) 384
Consumplion per Capita (ke) 1129 ls 326 39 . B2 38 27 163.8
Sell-Supporling Ratio (%) 91.5 LA .02 1.2 12.2 97.2] ' 16.6 ' 34.3]

Note:

Source: Ministry of Agncu!ture Foresity and Fisheries.
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3.4 Trade Structure and Argentine Products

3.4.1 Trade between Korea and Argentina

Electrical goods cusrently account for the vast bulk of Korean exposts to
‘Argentina, followed by textile products. Marine and fivestock products are the chicf
- Korean impoits from Argentina, followed by leather goods. In 1993, Korean exports 10
" Argentina were worth US$535 million, white imports totaled a relatively diminulive
US$65.5 million. Indecd, Korean imports from Argentina scein especially meager.

Table 3.16 illusirates data supplied by the Korean Embassy in Argentina on trade
with Argentina,

3.4.2 Argentine products not yet imported by Korea and its impor(s

_Table 3.17 prowdcs dala on the sources of :mponed goods that not yet imported
by the Repubhc of Korea from Argcnllm

Maize, wheat, beef, chicken, and mutton are among those Korean imports that are
worth more than US$10 million per annum. In volume terms, the Republic of Korea
imports 80% of its maize from China, and stightly over (0% fromthe U.S.A. It obtains

close to 40% of its imported wheat from Canada, and almost as much from the U.S.A.
The U.S.A. and Australia together supply about 90% of its imported beef. The US.A.
supplies about 60% of its imported chicken, and New Zealand, 60% of its imported
- mutton.

¥ Argcnt'in'a is to export commodities such as those cited above to the Republic of
' Korea, it will likely find it essential to either draw on the strengths of Korean imponters,

- or work together with marketers toward developing processed goods that are better suited
to the Korean marketplace. '
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“fable 3,16 Trade Between Argentina and the Republic of Korea
in 1992 and 1993

(US$ miltion

1993

1593
Import Export Import Export
Seclion Value % Value K3 Value % Value %
[ |Crude Animal, 95.6] 0.02] 436609 13773 2.21 0.001 43,130.1] 64.79
Materials nes ' '
0 JCrude 133.9F 0.03 934.2; - 0.8 214.8] - 0.04 1,003.9 1.51
Vegetable,
Materials nes '
Ht | Animals, Oil - - 31,5428 - - - -2589] . 0.39
IV |Food, - 9128 0.20] 33,105.8| 28.61 1,237.2] 023 1,129.0 1.70
Manufactured,
ele.
¥ | Minerals, . - - - - - -
Related Products
nes
VI [Chemicals, 4.269.9] 092 31,8350 132 3.433.1 0.64 3,75298] 564
Related Products i : Do
nes
VH {Rubber, Plastic 10,837.1 2.34 - - 9,622.4 1.80 26| 000
Products nes : . )
VI jLeather, Related 9937 0.28] 19,110.0] 16.52 513.8] Q.10 9.499.0{ 14.27
Products nes : '
X |Wood, Coeal, 46.3] 0.01 - - 6.9] 000 - -
Related Products
nes R
X {Paper, Related 752.9] 0.16 789.91 - 0.68 14304 0.27 2,522.6] - 3.79
Products nes : )
X1 | Textile Fibers, 49,1373 10.6% 487501 4.21] 55,689.9] 104!} 1,812.7 2.2
Related Products | - . o .
nes :
XU [Footwear 26,619.2 5.75 - -+ 1842021 344 - -
X1l [Stone, Cement, 231.9] 0.05 - - 60.3| © 0.01 96] 0.0t
Related Products
nes .
XIV |Pearls, Precious 5613 0.11 - - 37727 0711 36 0.01
Jewelry _
XV | Metal 293781 0063 671.1 0.58 4,446.7 .83 . 96.1 0.14
Manufactures
nes :
XVI |Electric 325,122.5] 70.19] - 50382  4.35] 367472.6] 68.69] 3,2226] 434
Machinery nes
elc. y
XVII | Vehicles 25.426.1 5.49 0 -] 5296200 990 6.6/ 001
XVili]Precision 5,666.2 .22 90.6] 0.08 6,539.4 i 796 0.12
Instraments nes '
XiX | War Firearms, - - - 4804 0.09 - -
Ammunition
XX [Other 94788 2.05 31.) 0.03 8,636.7 1.61 21.2] 003
Manufactured :
Goods
Others 2431 90.01 2201 002 3341 001 17.1 0.03
TOTAL 463,1872.7| 100.00] 115,707.4] 100.00] 534,980.3] 100.00] 66,568.1] 100.00]

Source: Elaborated by Argentine Embassy in Seou! Korea based on data obtained from Office of

Customs Administration Korea). -
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.Table 3,17  Argentine Exporis and - Korean Imporsls in 1993

(US$ 1,000

Argentine Korea Import
Lxport
. - Total - 2 3 4 5 Oiher
Meat of bovine U.S.A. Australia NZ Canada Japan
animals, freshor | -
chilled, lroven 674,391.0] 329,698.3] 179,901.4] 116,749.7] 132,087.5 9127 36.3 10.7
Prepared or USA. Australia
preseeved meat : P _
of bovine 257.895.9 238.6 2193 19.3
animals : )
Meat of swine, Japan Denmark
fresh,
chilled or frozen 87.8 361.2 114.9 7.9
Preparcd or France Swiss Australia
prescrved meat of ‘ N
swine
.- 1,780.4 139.5 126.5 11.2 1.8
Meal of sheep of NZ Australia USA
goats, fresh,
chilked of frozen 5,664.00 17,968.6] 11.155.0 4,546.5]. 231.8
Meat of horses, China :
mules or hinnies,
fresh, chillked or | 67,097.7 9.3 9.3
frozen :
Mcal and cdible US.A. France Thailand China Victnam
offal of poultry,
fresh, chilled, 59571 32,934.2] 20,9515 3.884.0 3,443.6 1,309.43 1,479.9] 1,313.7
frozen .
Cuttlclish o - Argenting NZ Japan Taiwan Indonesia
162,004.9] 42,441.0] 238,686.7 2,080.4 1,053.7 253.5¢. 161.5 192.7
Extracts and ' Thatland
juices of meat,
fish or
crustaceans,
motluscs or other 14,620.9 i3.9 13.9
aguatic :
invertebrales ) L .
Othe prepared or PR China |Hong Kong|  Japan Australia
preserved fish . : S : : .
' 55,543.2 2,699.5 2,601.6 51.3 24.3 20.3
Oranges o USA '
18,688.6 1,116.1 1,116.1
Lenon ' USA NZ
_12,209.6) - 2,671.0 2,6631.6 7.4
Grapelruit USA
9,8717.3 4,810.4 4,810.4
Grape : USA S. Africa | Awusiralia Iran
8.345.7] 5,213.5 3,995.5 1,192.5 17.1 8.4
71,686.4 0
Pear o
78,2231 0
Wheat Canada USA Austratia | PR China Austria
:734,865.4] 673,928.6] 254,676.6] 248,894.1] 156.516.4] 11,7259 21156
Maize ; . . PR China USA Taiwan ] Philippines]  Japan
. 525,341.1} 702,320.0] 570,801.8] ¢1,085.9 2994 78.5 36.3 18.5
Sorghum ‘ . .| PR China USA Canada
' ' 73,8059  5,064.5]  4,986.7 59.1 18.7
Sunllower R ‘ USA PR China Japan Australia
41,(14.2 1,161.9 944.6 202.4 2.8 7.1

Sousce: Argemtine Foreign Trade Statistics 1993 (INDEC), Stalistical Yéarbook of
Foreign Trade 1993 (Korea Customs Research Institute).
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3.4.3 The potential for Korean imports of Argenline products

(1) The government's position

According to the Korean government, draWing on the expanded level of bilateral
trade and commeroe with Argcntina the Argentine economic minister visited the Republic
of Korea in May 1994 to seal a new bilateral uwesimcnl accord. The following October
occasioned a visit by a special Argentine government mission, which prcscntcd alist of
Argemmc goods it wanted the Republic of Korea to import.

In return, the Korean govcrhment instructed its Ministry of Trade and Industry (o
explore the possibility of imposting Argentine industrial goods on a sectoral basis. Asof
November, though, the response was that nothing of interest had been found. The farm,
forestry, and fishery agency, morcover, has been mslructud to m,xplou, the pOSSIbIllly of
importing more Argentine farm, forestry, and fishery products. .

In effect, the Korean government position was as follows concerning beef, fruit,
leather, and vegetable oil, the expost products Argentina has pushed the hardest.

First of all, it declared that impotts of beef would be virtually out of the question
unfess and until Argentina took steps to resolve problens stemming from hoof-and-
mouth disease. As to fruit, it stated that it was in the process of investigating pesticide
residues.

The Republic of Korea already imports fishery prbducis from Argentina, and
chances are that volume will widen in the years ahead. Until recently, it relied chiefly on
the U.S.A. for its imports of grain and feed, but is now shifting to China as its chief
supplier. Given the comparatively close geographical proximity {which translates into _
lower shipping costs), Korean impoits of other fann_products from China are growing as
well.

The Republic of Korea has shown considerable headway in work to open up its
markets. Hence, there is potential for heightened imports, provided they satisfy Korean
expectations toward quality and price. However, in view of the intense level of
competition for Korean market share, stepping up'imports will demand a considerable
amount of marketing clout. The government position is that Argentina could bolster
imports of canned beef if it became more aggressive in its marketing efforts.
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{2) Business's views

Duc to problems cited with the foot and mouth discase, beef imports are curzently
out of the question. Imports of scrap meat (horsemeat, beef) for use in pet foods ot
fedtilizer are considered feasible. Howeves, on one occasion, Argenting processed mieat
imported for pet food arrived in a decomposed state. That problem probably would not
have emesged had meat processors in Argentina been suitably mechanized. Asto beef
and mutton, the country could conceivably import supplies of canned beef for usc as ficld
rations for 700,000 soldiers, and supplies of mutton for regular meals. The Republic of
Korea currently il]\poné 100,000 tons of beef; 50,0600 tons of grain-fed beef from the
U.S.A. and 50,000 tons of pastu_rc—fed beef from New Zealand and Australia.

‘The industrial organizations engaged in those imporis point out that the
govcnimenl sets quolas on volume, and from time to time stipulates which countries they
can impott from. Beef impoits pass through the following organizations (1994 volume
in parentheses):

Livestock Production Market Organization (84,800 tons)
Nalional Livestock Corporation Federation (3,300 tons)
Kerea Cold Storage Company (3,300 tons)

Korea Tourist Supply Hotel Center (4,664 tons)

Korea Meat Industry Association (4,676 tons)

Koreca Super Chain Association (3,200 tons)

Korea Restaurant Supply Center (2,000 tons)

While the NLCF also handles chicken meat, it should be noted that only the
market for _lhé chilled varicty has been opened; frozen chicken meat products are still
regulated. Three big oil makers import about 1 million tons of soy oif a year, and almost
all of that from China. The U.S.A. and Australia account for the bulk of wheat imports,
although Canada supplies most of the wheal used in livestock feed. |

Most imporied maize is from the U.S.A. or Chira, and is imported through the
Korea Feed Association or the NLCF. Since it has been deregulated, maize for human
consummption is imported by a number of fims. Broilers and concentrated juice count as
additional items with import potential. Also, Argenlina could conceivably cxpand its
exponis of squid to the Republic of Korea, given the Korean fondness for that particular
seafood delicacy.
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3.5 Korea's Foreign Dircet Investiment

Korea's direct investment abroad began increasing around 1987 and theri took of [
sharply in the early 1990s. Southeast Asia has been the biggest recipicnt of the '
investments, followed by North America. The levels of investment in Latin Amcnca.
Afrlca, and Oceanta all remain mhu\ cly low :

‘Korean investments in Argentina totaled US$34.2 million in 1993. Accordmg o
the Korean Ministry of Trade and Industry, in 1994, 32 investment projects totaling
around US$56.00 million had been approved as of October; of which US$36.00 milfion
was focused in the marine fishery sector. That heavy emphasis on the fishery sector
stems from the fact that investments to date have been largely aimed at harvesting,
freezing, and processmg Argenting's wealth of marine resources for lmportahon into lhe
Republlc KOR.R ‘

~Incidentally, Korean investments in South America have beea strongly colored by
an interest in selting up for business in countries eligible for most-favored-nation trading
status with the U.S.A. Nonetheless, it should be noted that three major houschold -
appliances manufactures and other company will invest in Arge:ilim and Brazil in the
future growth potential of markets comprising the nascent MERCOSUR (r’tdmg bloc.

Table 3,18 Korea's Foreign Direct by Region

_ {US$ million)

Total SE Asia | Mid. Asia {N. America | L. Americal Eurgpe |  Africa_ | Oceania

1983 108.9 285 2.6 48.7 0.3 12,6 04F 15.8
1984 50.2 1.3 6.7 190) 0.7 1.0 0.6 11.9
1985 115.6 178 10.3 29.6 29 388 0.2 16.0
1986 1839 1.0 80.2 80.6 21 56 0.0 1.7
1987 410.5] 1324 709 189.4 4.2 - 6.8 0.0 6.1
1988 2238 45.3 41.2 9% . 142 19.3 1.5 .30
1989 569.6 129.6 k3 I 2829 554 19.6 "84 41.9
1990 959.4 3005 40.3 435.0| . 357 95.2] - 26.5] - 26.2
1991 1,125.3 431.3| 58.6 463.3 41.5 924 18.0 20.2
1992 1,218.4 5193 753 3916 35.7 144.2 20.0 1234
1993 1,256.3 484.8 §5.7 3306.1 - 444 - 189.6 30.9 347

Source: Economic Statistics Yearbook 1994, The Bank of Korea.
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4, - China
4.1 Outline of the Chinese Market
4.1.1+, Characteristics of the Chinese econoiy

With an enormous popu!aﬁon of 1.2 billion, vast tand area (9.6 million km?),
rich underground resources of various kinds, and diversified agricultural resources,
China has built up the basic foundation for development under the flag of a socialist
nation. Since 1978, when reform and open market bolicics were implemented, China
has achieved economic development on an unparalleled scale. As NIEs {South Korea,
Taiwan, Hong Kong, and Sing’aporé} in East Asia have been called the "four dragons,”
China is now called the “giant dragon”. The image of China is greatly changing due to
its great potential for cconomic development, the economic growth over the past three
years which was faster than expected, and the improvement of its domestic market.

The GDP of China, which went through ccoxloallic adjustment in 1989 and
1990, has grown by 3.9% in 1990, 8.0% in 1991, 13.2% in 1992, and 13.4% in
§993. The GDP for 1994, when economic adjustimient was implemented, is cxpected to
grow at a double digit percentage. The engine of China's economic growth is the high
growth of its manufacturing sector. Secondary industry's contribution to the GNP
rapidly increased from 43.6% in 1990 to 51.8% in 1993.

In 1992, the Chinese government defined the Chinese economy as a "socialist
market economy.” Thus, the portion of the centrally planncd economy shrank while
that of the market ecbnomy expimdcd. At the same time, a downward transfer of
authority, on a large scale, has been made to local governments and subordinate
organizations of the central govemment, which resulted in less control from the central
government.

_ Figure 4.1 shows the organization of the central government, local goverminents
and each subordinate organizations. In order to promote exports to China, the
ﬁi-:gcntine side should contact trade-related organizations such as various Import and
Expoit (I/E) Corporalions, which belong to the Ministry of Foreign Trade and
Bconom_ic Cooperation of the centeal government, and Agencies for Foreign Trade and
Economic Coopcralion:of local governments. '
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Figure 4.1
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During the course of economic development, both strong and weak points
surfaced on the Chinese economy. The strong points are: 1) the size of the economy
as a whote; 2) a vast number of industrious workers; and 3) the vigorous
entrepreneurship of the Chinese people and organizations.

Although China's per capita GDP is as low as US$370 (as of 1992; World
Bank), its per capila GDP would be much higher by an evaluation through the
purchasing power parity. The World Bank estimated that the reevaluated per capita
GDP of China on a purchasing power parity basis would be US$1,910 in 1992,
Foreign manufacturers have been strongly impressed by the vast size of the Chinese
market and the strong competitiveness of Chinese products based on the lower labor
cost. Thus, a great amount of foreign capital has been invested in China. Actually,
direct foreign investment in 1993 exceeded US$100 billion on a contract basis while the
investment amounted to US$25.8 billion on a disburseinent basis that would place
China in the second place in the world (the U.S.A. ranks first).

© Foreign capital is already playing a pad in the cconomic development of China
today. In 1993, value added production in the industrial sector increased by 21.1%
over the previous year, while that of foreign capital expanded by 46.2%. Furthermore,
foreign affiliated companies accounted for 27.5% of the total export and 40.2% of the
totat f:npori. The globalization of Chinese firms is greatly advancing. Major
government-run companies are now actively doing business in Hong Kong, New
York, London, etc. With FDIin China and activities of Chinese international
enterprises, the Chinese econoimy is now closely linked to the world economy. 1l
China could succeed in pasticipating in GATT, which is the supreme task of Ching, the
potential competitiveness of China would be fully exhibited.

The weak points of China arc: 1) the emerging infiation that is regarded as a
problem for the time being; 2) financial difficulties of state enterprises; 3)
unemployment; 4} the expanding disparily among regions or among social classes; and
5) environmental pollation due to the rapid industrialization.

The inflation is caused mainly by the following reasons: 1) budgetary deficits
of central and local governiments; 2) financial shoitfalls of state enterprises that ar¢
financed by bank loans; and 3) lack of cffective mcasures (o restrain overheated
investiment.

The number of state-run enterpriscs in the red is reported to have reached 50%
of the total state enterprises. However, in reality from the standpoint of the
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maintenance of employment and welfare, the liquidation of state emcrpﬁscs woutd not
be so casily implemented. In China, state enterprises assume responsibilities for
medical carc and welfare for their employees which are administered by the government
in many countries. Such costs amounts to as much as 40% of the personnel expense as
a direct cost of statc enterprises.

It will take some time for China to overcome its weak points because
deregulation and structural improveinents such as distribution, financing, foreign -
exchange rates, taxation and laws are still in a transitional stage. - '

It is still unclear whether the deficiency in infrastructure, especially roads,
railway and ports, and in energy and food supply will adversely affect China's
economic developinent. However, import in the sectors of energy rcsburces, mineral
products, industrial raw materials, and foodstuffs will undoubtedly grow from now on
in the medium- and long-term perspective. It is worth noting that the trade balance in
1993 resulted in big deficit and it will be a great question for China how to maintain its
trade balance by increasing exports of industrial producis to pay for the increased
impoits. Figure 4.2 shows Chinese extemnal trade by éach suppliers in 1993 and Table
4.1 shows the evolulior of Chinese external trade from 1990 to 1993.

Figure 4.2 Chinese External Trade 1993 (US$ Billion)
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