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Table 4.1 Evaluation of Chinese External Trade
(Total and Shares of Agricultural Producls)
(Unit: US% billion )

. : 1990 1991 1992 1993
Export
Total- ' 62.1 719 85.0 91.4
Agricultural Products 9.5 10.9 15.3 15.5
Share of Agricultural Products (%) 15. 14.7 17.9 16.9
Import . . ‘ : .
Total 53.4 63.9 30.4 104.04
Agricultural Products : 5.5 6.1 8.7 7.9
_ Share of Agricultural Products (%) o 10.: 9.5 10.7 7.
[Balance ' ‘ ' . :
Total N 8.1 4.4 122
Agricultural Peoducis 4.] 4.5 6.9 7.9

Source: USDA, fnternational Agricniture and Trade Reports Chine (except 1993,
Trade Customs’ Statistics, China, 1993,

4.1.2 Characteristics of tlie Chinese market

(1) Tmport

China's degree of dependence upon foreign trade increased from 9.9% in 1978
10 30.4% in 1990. By a group-wise comparison of imported products, the share of
primary products decreased from 29.7% in 1978 to 13.7% in 1993 while manufactuied
products increased from 70.3% in 1978 to 86.3% in 1993. Recently, the import of
steel products and machinery increased greatly due to the intensified domestic
investment demand and increased foreign investment in China. Major import policies
and instilution are as follows:

a. External trade vights _

In China, extemal trade transaction is subject to the authorization of external
trade rights to be sanctioned by the government (the Ministry of Foreign Aftairs and
Economic Cooperation). Those enterprises which have authorized external trade rights
are mainly state owned eaterprises (corporations) and 3 categories of enterprises such
as joint manufacturer, joint venture and foreign capital enterprise. Recently,
govemment are expanding the sanction of such rights to private enterprises including
manufacturers. '

b. Import control |

In January, 1994, a new import system was implemented. There are two large
categories. Machinery and electrical products wilt be imported in accordance with "a
tentative rule of import c_ohtro_l for machinery and electrical products,” whilc
merchandise ofher than inachinery and electrical products that are subject to an import
quota will be imported in accordance with "a tentative rule of import quotas and control
for general merchandise.” ' | '
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As to the general merchandise subject to an import quota, an import license
should be obtained at corresponding issuing offices designated by the State Planning
Commission. Those are 26 itemss such as crude oil, wool, foodstuffs, vegetable oil,
sugar, and pulp. As to the specified merchandise subject to automated registration
(without a qudta), the import registration procedure should be taken at registration
offices designated by the State Planning Commission. Those are nine items such as
steel products, non-ferrous metals (copper, aluminum, ete.), raw materials for plastics,
and fruits. R |

¢. Import tarlf[‘

Minimum tanff rates arc applied to ltuns imported from those countries with
which China has reciprocal trade agreements, including Argentina. Common tariff
rates, which are higher than the minimum tariff rates by 5-30% for the same item, are
applied to items imported from other countries. In 1994, the impori tarilf for 234 items
such as cullleﬁsﬁ, soybean oif, leather, petroleum was unified to a singte tanff rate.
Value added tax is applied to imported goods as well as 1ocal manufactured goods.
Tariff rates arc 13% for foodstuffs, water, energy, fertitizers, etc. and 17% for other
items.

(2) Dis_tribulion

a. General _ :

Under the centrally planned economy, merchandise {consumer goods and
agricultural products by (he Chinese definition) and products (industrial products by the
Chinese definition) are controlled by the central government. However, reform is also
under way towards a market economy in these sectors. "

At present, China has a distribution system under the common market ¢conamiy
such as wholesalers and retail stores. However, most of them are state-owned ‘
wholesalers or retail stores controlied by the Ministry of Internal Trade. The
disteibution industry is a giant industry with two million of those wholesalers and retaif
stores, employing 18 million in total. Recently, department stores, supermarkels and
shoppmg centess in the form of joint vcnlurcs with foreign capital have begun
operation.

A rpduchon of the dislnbutzon channc! is adv'mcmg To purdmse hlgher
quality goods at lower pnces, major retail stores are mcreasmgly procunng
merchandise and products directly from manufacturess without tolai dc.pcndency on
wholesalers. On the part of manufacturers, many are mcn.asmgly making sales efforts
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and are increasing the number of direct managed sates outlets in order to establish an
aggressive sales system. '

Although payment terms of business transactions are "cash on delivery" in
principle, such terms differ depending on the relationship between the seller and the
buyer in practice. The distribution sector has the following problems:

1) Space bookirig on freight cars or the allocation of trucks is often unstable and,
therefore, delivery is not made on designated dates. Damage, robbery, and missing
freight ofien occur.

2) Capital and know-how needed for modernization in the distribution structure are
deficient.

3) There are cascs that negative effects stemming from the rigid vertical administration
and/or local protectionism will hinder the smooth distribution of products and -
merchandise.

4) The collection of accounts receivable is difficult, especially during financial
contraction. Therefore, in many cases, foreign affiliated companies are taking
countermeasures by selling products or merchandise to only foreign affiliated firms
from which an accounts receivable will be collected without difficulty.

b. Food distribution

~In Rbrmry 1993, as its pol:(,y for lhe reform of the food control system, the
State Council stated: "Separation between the Bureau (Age.ncy) of Food Procurement
and state food procurement enterpriscs shoutd be intensified. State food procurement
enterprises should participate in market competition as independent companies and exert
efforts to maintain the position as one of many major routes for food distribution.
F‘urlhermoré, the diversificd operation of state food procurement enterprises should be
encouraged and, for this purpose, financiai and taxation favors should be given to
them.”

In the meantime, food prices rose sharply by nearly 30% since October 1993 in
spltc of the fact that i in 1993 Chinese food production reached a record of 450 million
tons. Onc of lhe causes for this situation lies in the food distribution system.

First, there was a speculative movement among private distaibutors who have
recently participated in the food distribution process. Secondly, the state food
procurement sector includes the government and enterpriscs that are difficult in working

together. ‘There are more than a few cases where as "government” organizations, Stale
" Food Procurement Enterprises were responsible for indirectly controlling sharp sises in
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food prices, whilc on other occasions, they tend to profit by making speculations,
similarly to private distributors, at the lime of sharp rise in food prices. Thereis -
concerh that the contradiction of these two roles will be further intensificd.

Since July 1994, prices of rice and wheat increased by 60% and prices of meat
and vegetables rose by 50% over the previous year. Therefore, in December 1994, the
State Grain Storing Burcau decided to expand import (1.45 million tons of maize will
be urgently imported) to resteain the rises in prices of grains and vegetable oils as a
means of an indirect control of the food distribution based on the food storing systcin
that was notified by the State Council. While having supplied the above foodstulfs to
deficient regions, the State Grain Storing Bureau intensified expott control, prohibiiing
the export of rice and maize. At the same time, the State Grain Storing Bureau
purchased 80-90% of grains and vegetable oils and sold them off at pricesin =
accordance with the guidelines; strongly emphasizing that speculation on grains was
strictly prohibited.

As food production in 1994 is estimated to be Jower than that of the previous
year due to floods and drought in the sunmes, the State Grain Storing Bureaw has made
policies for 1995 to assist the agricultural sector as well as to intensify measures to.
counter inflation that will be caused mainly by the rise in food prices. Taking account
of the new situation of the food distribution system as described '{bove ‘Argentine
supphers should make multiple '\pprmchcs to state food procurenicnt enlelpnscs and
various private distributors. '

{3) Consumption

In China, the income level and life style _bctwcch citics and rpfal areas greatly
differ. In 1992, farmers accounted for 72% (848.0 million) and city dwellers
accounted for 28% (323.7 million} of the total population.

The level of food consumption in China has rﬁpidly improved. Chinese food
consumption is basically "grain-oriented” and, in general, the Chinese nutr‘ilivcv _
conditions arc still at low levels. With econginic development in the future, demand for
food will constantly increase. Under these conditions, the fo.l‘lowing conflicting |
phenomena are found in the scene of today's food consumption:

1) The consumption level of animal products or beans containing high (iuali&y protein
is tow and its rale of increase is stow. |
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2) Pork (the protein content of which is comparatively tow and requires the
| consumption of a farge quantity of feed grains for its production) accotnts for as
much as 80% of the consumption of animal products.
3} As for liquor consumption, the rate of increase for strong baijiu (kaoliang spirit}
made from large quantities of grains is extremcly high,
4) There exist ovcmulnnon and malaulrition, which shows an imbalance in the food
consumpuon pattern. '

" Figure 4.3 shows the evolution of the annual consumption of food per capita
from 1986 to 1992. Daily supply targets of essential nutritive clements per capité~ in the
year 2000 are 2,600 Kcal for the calorific volume, 72¢ for protein (high quality protein
accounts for 1/3 of total protein), and 72g for fat.

© Table 4.2 shows the annual actuat and estimated consumption of side dishes
(per capita, kg). At present, there exists a distinguished disparity regarding annuat per
capita consumption of side dish foods between city dwellers and farmers. In 1992 city
dwellers’ purchased quantities exceeded farmers’ consumption quantitics as follows:
1.99 times for meat, 3.32 time_é: for eggs, and 3.64 times for fish. In genceral, farmers’
consumption level of side dishes is extremely low. If economic development brings
favorable effects to rural areas in the future, demand for side dishes in rural areas, with
a buge number of residents, would explosively increase.

This would cause strong pressure in the production of geain feed. Therefore, in
China, where pork has traditionally occupied the dominant place in meat consumplion,
it is emphasized that production will be shifted from livestock {pork) that heavily
depends on feed grains to livestock {poultry, grass-fed beef or mutton) that depends
less on grain feed. In pamcuhr the share of pork in the total meat production will be
70% or less, that of pouliry will be 18% or more, and that of becf/mutton will be 12%
or more (in 1990, the shares of pork, beef and mutton were 82.8%, 8.6%, and 8.0%,
respectively).

Taking account of the forecast and the policy of the Chinese governient for the
production and consumption of foodstulfs as described above, there willbe a
possibility of expanding the Argentine export of agricultural products, in particular,
feed grains and meat.
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Figure 4.3 Evaluation of Annual Food Consumplion Per Capila (1986=1)
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Table 4.2 Actual and Estimated Consumplion of Side Dishes
: ‘{Annual, per capita, kg)

1990 1992 - 2000
Actual Actual | Target | Estinate
Meal 20.1 226 25.0 8.5
Egg 6.3 7.8 10.0 154
Marine Products 6.5 7.1 9.0 111
Milk 4.2 48 6.0 1.7
Vegetable oil 5.7 6.3 8.0 9.6
Sugar 5.0 54 8.0 7.0
Fruits 16.4 208 1 230 394

Source: Chinese Statistics Armanach, 1993,

4.2 Structure of Import and Argentine Export Offer
4.2.1 Chinese import of Argentine exporiable products

Table 4.3 shows the Chinese import of products for which Argentine has expont
potential in compelition with major exporting countries.
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Table 4.3 Argentine Export Offer in 1933

Country Yolume {lon) Value (US$ 1,000) lmport duty (%)
{HS_ Code) Commodity _ __ Shar (%) Sharc (%) Minimuped Commoen  Unilied
{7304) Scamlcss Pipo ] 2% } 7%

Japan 375,430 61.2% 307,705 63.0%

Germany 93,755 15.3% 76,138 15.6%

Argenling 82,379 1344 60,962 12.5%

Spain 2,723 0,4% 2,688 .69

Russia 8,585 1.4% 2,411 0.5%

Total 613,246 I00.0% 488,569 100.0%

(1507} Soybean Qil . 13%
Bravil 46,164 66.8% 20,862 66.0%

Argentina 22,250 32.2% 16,519 333%

Total 69,064 100,0% 31,592 100.0%

(4104) Hide and Skin Tannad Leather ‘ _ 22%
Taiwan 27,513 34.2% 270,841 45.6%

South Korca 13,150 16.3% 128,389 21.6%

USA. . 9,267 18.5% 20916 3.5%

Hong Kong 1,163 1.4% 10,316 1.7%

Argentina 774 1.0% 5,363 09%

Austialia 156 0.4% 158 0.0%

Total 80,484 100.0% 593,569 1H0.0%

(7207} Semi-finished iron or Non-allayed Stect 5% "%

Russia 498,629 45.7% 116,476 46.2%

Brazil 77,112 1.1% 16,703 6.6%

Argealing 2,952 0.3% 509 0.2%

Total 1,089,948 10.0% 252,011 100.0%

{7208) Hot Rolled Coil Q- 12% 14-17%

Japan 1,541,463 29.1% 496,696 311%

Brazil 372,841 T.0% 107,958 6.8%

North Korea 251,573 4.7% 62,288 39%

Russia 136,287 2.6% 40,195 2.5%

Argentina 67,7108 1.3% 18,732 1.2%

Toal 5,302,703 100.0% 1,597,402 100.0%

{7209) Cold Rolled Coil _ . 12% 17%

Japan 150,066 52 49 60,494 53.1%

South Korea 105,062 36.7% 41,634 36.6%

Brazil 6,604 2.3% 6,604 5.8%

Argening : 1,934 0.7% 859 0.8%

Totat 286,147 H0.0% {113,862 100.0%

(2709) Petroleum - . 1.5%
Indongsia 4,617,944 25.6% 594,918 25.6%

Omsn - ) 4,088,791 26.1% 587,235 24.0%

Yeomen 1,655,428 10.6% 254,129 10.9%

Gabon 1,224,482 1.8% 179,857 1.9%

Argentina 201,015 L.3% 29,649 L.3%

Total 15,671,205 W0.0% 2,323,412 100.0%

{0303} Fish, Frozen 0% 40%

Argeniina _ 49,634 224% 33,010 26.8% Cutttefish
Thailand 38,090 17.2% 22,561 18.3% (35%)
India 27,061 12.2% 12,658 10.3%

Russia 27,499 12.4% 9,173 7.5%

Japan _ 4,953 2.2% 3,720 0%

UK. ' 5,499 2.5% 1,653 1.3%

Spain _ 2,010 0.9% 589 0.5%

Tolal 221,884 100.0% 123,053 100.0% _
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Table 4.3  Asgentine Export Offer in 1993 (Continued)

Counlry Yolume {ton) Value (US$ 1,000) fmport duty (%) -
{liS§ Code) Commodily Share (%) Share (63 Minimum Common  Unilicd
{1} Wheat

Canads 3,058,574 47.6% 411,956 49.4¢

USA. 2,588,981 40.3% 3,457 I6.5%

Australia 618,712 Y.6% 90,288 IN.8%

Argentina 74,589 1.2% 11,799 1.4%

Total 6,423,919 100.0% 34,076 160.0%

(1201} Soybean ' 1% R
Australia 90,773 V21% 23,708 .59

US.A. 6,575 6.7% 2,178 8.3%

Total : 98,586 100.0% 26,194} 100.0%

(2304) Spybean Cake _ 20% 30%
India 43,210 78.8% 9,244 17.0% .
Austratia 10,290 18.8% 2,099 17.5%

Total 54,818 100.0% 12,001 10004

(2309) Composed Feed o

Taiwan 13,878 44, 1% ‘13,889 43.3%

Hong Kong 5,902 18.7% 7,624 23 8%

US.A. 4,376 13.9% 3,049 9.5%

Total 31,4718 10O0.0% 32,084 1000%

{0201) Chilled Beef - 0% 0 0%
Australia 275 51.5% 130 29 3%

U.SA. 69 14.4% 158 14.0%

New Zeatand a5 1.3% 149 13.2%

Hong Kong 43 9.0% 146 13.0%

Total 478 100.0% 1,127 100.0%

{0202) Frozen Beef CS0% 0%
Australia 960 62.2% 1,861 44.8%

U.S.A, 349 22.6% 241 2.7%

Neow Zealand 131 8.5%. 538 13.0%

Total 1,543 100.0% 4,152 100.0%

(0401, 0402, (:404) Milk, Cream, and Milk Products 0% 4%
Netherlands 4,560 13.6% 6,085 15.1%  (404) - .
Hong Keng 4,364 13.0% 3,631 9.0%  70% Y0%
New Zealand 1,278 13849 2,529 6.1%

UK. 1,416 4.2 2,299 5.7%

U.S.A. 3,195 10.1% 2,208 - 5.5%

Germany 1,989 5.9% 1,446 }6%

Austratia 686 2.0% 359 1.4%

Macaw 584 1.7% 335 1.3%

Telal 33,534 H0G.0% 40,223 100.0%:

(7019} Sugar 30% 40%
Korea (Asial} 11,458 65.69% 31,988 10.0%

Vietnam 2,890 16.6% 691 12.1%

Hong Kong 1,1i8 6.4% 116 5.9%

Tolal 17,460 160.0% 5,698 100.0%

{7402) Copper 6% H%
Chile 49,102 47.8% 92,132 50.3%

Yapan 9,205 9.0% 18,454 10.1%

U.S.A. 8,655 8.4% 17,028 9.3%

Tolal 102,635 1060.0% 183,326 100.0%

Souvrce: The Customs Statistics of China, 1994,
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4.2.2 Penetration of Argentine products in the Chinese market

(1) Beef

a. Demand ang supply

_ Total production of meat ih 1992 was 29.4 million tons, which consisted of
26.35 million tons of pork, 1.8 million tons of bcef, and 1.25 million tons of mutton.
The numbers of cattle, pigs, and poultry (fowls) were 102 million, 362 million and
2,430 million, respectively. Total production of meat in 1993 was 36.2 million tons,
23% lzirger than that of 1992. Beef is mainly produced in northem districts (Shangdon,
Henan, etc.). The majority of beef production is carried out by small-scale farmers and
there are a few large-scale stated-owned farms. The northern part of China is also a
major consumer of beef and mutton, while the southem part of China produces and
consumes a considerable amount of pork.. Meat consumption increased by 31% during
1986-92 and per capita consumption in 1992 was 7.8 kg. An overwhelmingly large
part of the Chinese meat consumption is pork, and then chicken, beef, and multon.

b. Import situalion

The demand for meat in m(cnnlloml standard hotels and restaurants is limited
to high quality beef which is not produced in China, and there exlsts little possibility
for a rapid i increase in import, The major suppliers are Australia, New Zeahnd, and the
U.S.A. Many Hong Kong firms import chilled and frozen beef from these countries
and distribute the products in China, hiring refrigerated warchouses in the mainland.

The import of meat is free and can be imported through trading companies
which have authorized import rights without restriction. Import duty for chilled and
frozen beel is 50% for minimum and 70% for common. The import duty is expected to
decrease to around 10% when China becomes a member of GATT/WTO. At present,
China does not import beef from Argentina due to the fool and mouth disease (FMD).
However, there is a possibility of iihpdrting a large quantity of Argentine meat when
FMD is eradicated. |

The Chinese government is planning to convert meat consumption from pork,
whose production is highly dependent on grain feed, to chicken and beef. An increase
in per capita income and the consequent diversification of life-style in the future will
cxpémcl demand for beef as a source of animal protein. It is thus highly possible for
China to impost beef from Argentina provided the sanitary conditions of Argentine
products meet the Chinese requirements, :
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(2) . Milk, creamy, and mitk products

a. Demand supply sifuation

The consumption of milk, cream, and milk products increased by ‘SS% dunng
1986-92 and per capita consumption was 4.8 kg in 1992, The totat production of milk,
cream, and mitk products was 6.6 million tons in 1993, in which milk occilpied 76%.
The majority of breeding farms of milk cow, as well as mixed fecd facloncs. are
located i in southcastem China (around Shangh11 Cily). The Chinese governiment has
been pro_motmg the consumption of milk, cream and milk products and is planning to
increase their produclio.n. -

b. Import situation

Major imported products arc concenteated milk, powdered milk, cream, ete. and
inajor suppliers are Hong Kong, Netherlands, New Zealand, and the US.A. 'Imporls
of butter and cheese are small since Chinese people do not have the habit of eating these
products. The demand for ice cream is rather big all the year round and is locally
produced mainly from imported raw-materials. Import of fresh milk from Argentina is
rather difficult due to the long distance. However, there will be a possibility for
Argentina's export of milk products, such as butter and raw-materials for ice cream,
through joint ventures with Chinese or Hong Kdng chtcrpriscs. Pacific Dunlop, an
Australian firm, has established :;joinf venture and prdducés ice cream in China.

{3) Fish products

a. Demand and supply s:lualmn

The total domestic sales for consumers were 4. 8 million tons in §992,
cquivalent to about 34, 1 billion yuans (approximately USS’% 7 billion). The tonl
consumption of fish products increased by 36.7% dunng 1986-92 and per mpua
consumption was 13,3 kg in 1992. The total production was 17 million tons in 1993,
of which 52% was produced in a fish farm. The main products are squid, scabbard
fish, and prawn. China is a net exporter of fish products and exports fresh/frozen fish
and prawns mainfy to Japan, Hong Kong, and the U.S.A. However, China is rélpidly
depleting the valuable natural resources because of recent reckless fishing and the sea
aud rivers polluted by industrial and living wastes.

b. Import situation ' _

Impost was about 221,000 tons in 1993 and the main products were codfish
and cuttlefish. The main suppliers are Thailand, India, and Russia. * As to the lmport
cuttlefish and dricd cuttlefish, Argentina raked as the top supplier. - o
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(4). Wheat -

a. Demand and supply situation

The consumption of rice and wheat for food increased vntil 1986 and therealter
it tended to decrease due to an increase in consumption of animal-based foods and fruits
and vegetables. The consumption of wheat was approximately 1.1 billion tons in
1993. The total production of cereals, edible oil and foodstuffs was 4.56 biltion tons in
1993, of which the production of wheat was around 1.0 bitlion tons.

b. Distribution channel

Daring 1992-93, the direct government control over the distiibution of cereals,
oil and foodstuffs in domestic markets was gradually abolished, and the shares of state
corporations in distribution remarkably declined, while the share of transactions
through private and free markets increased.

¢. Import situation S . _

The central government controls imporl bpcralion. That is to say, the Stale
Planning Comunission decides the total quantity of impott, the Ministry of Foreign
Trade and Economic Cooperation (MOFTEC) provides the foreign currency, China
National Cereals, Oils and Foodstu(fs Import and Export Corporation {CNCOF) makes
an import conteact and receives delivercd goods, and the Minisiry of Internal Trade
(MIT} is entitled to distribute them to the local market. The annual average import of
wheat had been around 8 million tons until 1992 and was 6.42 miltion tons in 1993, of
which 90% was imported from the U.S.A., Canada, and Australia under contracts
between the governmentts concemned.

_ In October 1992, under an agrecment with the U.S. government, the Chinese

government agreed to relax the controt over the import of major agriculturat products
from the U.S.A. and to take measures for abolishing import restrictions, various
standards, and necessary conditions of inspection. China then imported a large
quantity of wheat with U.S. export subsidies and,in consequéhcc, the import from
Argentina drastically decreased.

In 1993, import from Argentina was about 75,000 tons (US$12 miliion).
According to CNCOF, Argentine suppliess can never compele in the Chincse market
unless the Argentine government provide them with the same level of export subsidies
as its U.S. counterpart does. Since the specification of wheat required by China is not
$0 severe as by Jap:m, there is a possibility of increasing their import in the future. 1 is
necessary for Argentina to follow strictly the agreemeint of GATT Uruguay Round and
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keep negotiating wilh the U.S. and Canadian governments through its activities in the
new WTO to attain the climination of expont subsidies.

(5) Maize

a. Demand and supply situatmn

The total producuon was 84 million tons in 1991492, of wthh 40% was
| produced in the Northeast of China (Julin, Heilongiang, and L'lonmg) Chum was the
second largest producer/exporter of maize following the U.S.A. and exponed 9.3
million tons in 1991/92.

- The total production in 1992/93 was almost the saine as the previous year, but
in 1993/94 the production decreased by 4.6 million tons feom the previous year due to
the natural calamity that hit the country in the summer of 1994; Furthermore, an
increase in domestic demand for grain feed and a consequent rise in the price forced the
Chinese governinent to prohibit the export of maize and to impont niaize from the
U.S.A. in December 1994 as an emergency imeasure. _ '

 The Chinese goverment intends to strengthen the agricuitural sector, starting in
1995. However, a tendency for crop land to decrease due to industrialization and low
productivily with deficiency in high-bred sceds may change China {rom a net expoiting
country (o a net importing country. Therefore, there is a pOSSIblluy that China's
demand for Argentine maize WI" increase in the fulurc ’ '

b. Distribution channet

By the abolition of direct govemment control, domestic and export trade has
been liberatized in principle. However, China may tuen to tighten the price control over
the domestic market by CNCOFIEC and MIT in order to sesteain an increase in demand
and a consequent price hike.

(6) Oilsceds and vegetable oil

a. Demand and supply situation : :

The total production of oilseeds (mainly rapeseed, soybean, peanuts, and oil
pahn) was 16.4 mitlion tons in I992, of which capesced was 7.7 milkion tons, and
17.5 million tons in 1993. The annual average consumption of oilseeds is about 7
million tons and, according to CNCOF, it will increasc yearly by 9-10% with
amprovement in the infake of nutrition by people.
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b. Import situation :

. According to CNCOF, the annual import of oilseeds is about 0.6 to 1.0 million
tons, though it varies by year. Soybean oil is imported mainly from Brazil, Argentina,
and the U.S.A. and rapeseed oil from Canada. According to statistical data, the import
of soybean crude oil is 70,000 tons, of which 46,000 tons from Brazil and 22,000 tons
from Argentina. Also, soybean is imported from Brazil. In every May-July the price
offer of soybean oil becomes lower in international markets due to the scli-off of
Argentine and Brazitian soybean and soybean oil caused by a fack of storing capacity in
these countries.

c. Dnstrlbution channel

_ The abolition of direct govemment comroi of foods is also applied to vegetable
oil. CNCOF impotts vegetable oil and MIT is entitled to distribute it to state-owned
enterprises, such as composed feed makers, oil extractors, etc. Recently, joint
business groups (joint ventures of state/private companies and central/regional
companies) and joint ventures with foreign companies (specially with Hong Kong
companies) have eatered into various kinds of business from the import of raw
materials to the production of soils. After the autumn of 1994, import rights were
authorized to joint venture oil makers. However, China may turn to tighten the price
contro! of the domestic markel as in the maize sector.

(7) Feeding stuff for animals

a. Animal feed industry in China

According to the Annual Feed Statistics, the total production of animal feed was
about 40 million tons in 1993, of which 50% is for pig, 40% for pouliry (fowls), and
the rest for olhcr_an_imals. The production of composed feed is managed by the
Ministry of Agriculture. The total number of factories is about 14,000 but factories
with a production capacity of over 2,000 tons/month are only 4-5%. Recently, large-
scaled factories with a capacity of 10,000-20,000/month have been constructed in
coastal regions. The majority of such factories are joint ventures between Chinese and
foreign enterprises and independent foreign companies. For example, a joint venture
company wilth CP Group of Thailand participated in the operation of over 30 factories
in China. Composing techniques are being improved quickly but feed additives are still
less developed and totally imported. Foreign technologies of producing fecd additives
have been gradually inlroduced.‘ '

b, Distl |butmn aml lmport sntuatlon
Inline with the market-oriented economic policy, the conirol of feed stuff was
abolished and is in the process of liberalization. Principally, the government is laking
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self-sufficiency policy for feed stuff and permits import only 1-2% of totat
consumption. The actual annual production of sorghum is about § million tons but, as
the same as in the case of maize, there is a possibility of becoming a net impoit country
in the future due to the expansion of domestic demand. 55,000 tons of soybean cake:
were imported from India and Austratia in 1993, though it was rather small in quantity.
The situation of snaize is as discussed in (5).

(8) OCGD scamless pipe |

a. Markct and import situation :

The domestic production of scamless pipes was 280,000 tons in 199”{ while
720,000 tons were imported. China Petro-Merchandise Equlpmcnt Corporan_on
{CPMEQC), an affiliate corporation of China National Petroleum Corporation (CNPC),
used to be a sole import ﬁgency of searless pipes. In 1994, Metals and Minerals
Impost and Export Corporation (MINENCO), a joint venture of CPMEC and China
National Metals and Minerals Import and Export Corporation, was established and has
been acting as an isnporter of seamiess pipes for CNPC. o |

- The total consumption of iron and steel produtts of CNPC was about 2 miltion
tons in £993, in which 0.7 billion tons was QCGD. In £993, 0.6 million tons were
imported and 0.1 million tons were supplicd domestically. 0.3 million tons were
imported from Japan at 10,000 yuans (about US$120) per ton. '

The price of domestically supplied pipes is 6,000 ymns (about US$72), but the
quality is inferior to imported ones. Local pipes are pmduccd by three to four makers
located in Shanghai, Tianjing, and Chengdu Cities. The share of tocal supply pipes in
CNPC's consumption is gradually increasing. The lmpon of OCGD pipes from
Argentina is about 70, 000 tons and the price is lower but the quahly is mfenor in
comp'mson with a Japanese pipe. ‘

¢. Disiribution channel : :

As to the distribution channel of iron and steel products, state con.lrol over
purchase and distsibution was almost climinated. - The participation of trading
corporations enjoying import rights, supervised by Chinese National Metals and
Minerals I/E Corporation, decreased and import by joint business groups and barter:
deals on the frontier have expanded. As to OCGD pipes, the import deal will be split
from SPMEC/MINENCO to various joint business groups. Therefore, Argn,ntino .
supplicrs should inake multiple approaches to SPM EC, MINENCO, and various joint -
business groups.
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- China's views on Argentine producis and export aclivily

The foltowing arc some views on Argentine products and export activity
presented by government agencies during the interviews in China.

(1) - China Natienal Metals and Mincrals VE Corporation (CNMMI)

As to iron and steel products, Argunllm s sharc was 0.5% of China's total
~imponts in the past. In 1994 impont from Argentina was 0.1 million tons in
the total import of 20 million tons, but the volume of import from Argentina
has decreased in recent years. The reasons for lhlS decrease were a higher
pncc and a lack of Argcmlnas expoﬂ capacity.

- CNMMI has a representative office in Buenos Aires, where five
representatives are engaged in the export business of tight industrial goods.

They consider that Argentine agroindustrial products and transport

~ machinery like cranes arc competitive enough, though their evaluation is not

based on a detailed survey of the compemwcncss of Argentine industrial
products.

The principle of their import policy is to purchase good quality products ata
reasonable price.

(2) Miliistry of Foreign Trade and Economie Cooperation (MOFTEC)

For China Acgentina was once the biggest trading pariner among Latin
American countries. In the 19803 however, Brazil ranked first in value
terms and in 1993 the order was Bl"lle Chile, and Argentina. The main
reason for the decline in trade with Argentina is a remarkable decrease in the
import of foodstuffs, specially wheat, duc to the change of international

| lmrkct since 1992,

MOFTEC's trade poticy for Argentina is the “all directions policy.”
MOFRTEC plans to keep the spirit of “reciprocal and quality” and to continue
the “cxpms;on and balance.” '

The following was discussed in a recent meeting for bilateral trade:

', Argentina's concern was to increase the export of wheat, wool, and leather
~ to the past highest level and to promote the export of fruits.

China was concerned about Argentina’s recent study on possible measures
against China's dumping export of such goods as pencils, gas-lighters,
bicycles, motorcycles, and textile goods. MOFTEC denied the act of
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- dumping since Chinesc supplicrs arg exporting by their own risk and
account and the government no longer controls those activities.

- The biggest demerit for Argentina’s compelitiveness is the long distance,

- Argentine Embassy in China is active and kecps frequent contact with the
Chinese authoritics concemed.

- Two private companics, IMPSA and SIDERCA, have represcntative offices
in China and are doing business quite actively.

(3) China National Cereals, Olls and Foodstuffs lmport and Export
Corporation (CNCOF) -

- Afew years ago, they planned to make visils to the U.S.A., Brazil, and
Argentina to survey the possibility of purchasing soybean oil, but they had
difficulties in obtaining visas from Atgentina for some reason that was
riever inade clear. Such an evenl affects negatively the export promotion of
Argentina,

- Argentina and Brazil used o sell off their soybcan in May-July every year
due to an insufficient storage capacity for soybean and soybean oil.

- Argentina's wheat cannot compete with other major producing/exporting
countsics in the Chinese market unless the Argentine govemment provides
subsidies to praducers and exporters as the U.S. government docs.

4.2.4 Measures for export promotion

(1) Strategy for the Chinese market

According lo Lesier R. Brown in his The State of Hae World of 1994,, China’s
present population of 1.2 billion is estimated to reach 1.6 billion in the year 2030.
There will be a remarkable expansion in the consumplion of animal proteins like meat
and cggs and demand for feed grains; if China maintains the current fevel of high
economic growth, the increase in per capita income, and the consequent improvement
in the living standard.

Accofding to the China Scientific Académy, the import of grain is estimated 1o
be 50 to 100 miltion tons in the year 2000 and 400 miltion tons in the yéar 2030. On
the other hand, the annual geowih rate of production is estimated to be only around 1%
until the year 2030 due to the limited application and efficacy of chemiical festilizers and
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a decrease in agricaltural land and the production of beef, multton, and fish will remain
al the leved of 1990, -Argentina, one of leading food producing countries in the world,
could concentrate its export to China on agricultural products such as wheat, grain feed,
meat, and fish and agro-based products through establishing inslitutional suppost for
the improvement of quality and productivily and for the development of infrastructure
such as storage, loading, and transportation facilities.

(2) Institutional support and information scrvices

As pomted out by MOFTEC, Argentine Embassy staff members and the
representatives of !MPSNSIDERCA are very active but the total number of
representatives stationed i in China is too small (probably less than 10) as compared 10
the number of represeniatives of compctltom like the US.A., Canada, and Australia,

In the case of Australia, for example, the Ausiralian Trade Commission
(AUSTRADE), a governmental trade promotion organization, stations senior trade
commissioness in Beijing and Shanghai and a trade commissioner in Hong Kong who
also covers South China. They are equipped with information on market prospects, the
strength of market competition, import barrices, commercial laws, etc. to help
Australian exporters to explore the Chinese markel.

- Aside from such governmental activitics, there are many Australian business'
representalives and joint venture companies located in China. The registration record of
1989 indicates that there were 19 Australian representative offices in Beijing, 4 in
Shanghai, and 11 in South China (Zhangzhou, Xiamen, Shenzhen, Guangdon, and

- Guangzhou) and that there were 8 joint venture companics in Beijing and 4 in
Shanghai. The number of such representatives has been increasing considerably in
recent years.

For Argentina, it would be nccessary to establish a governmental export
promotion organization and an information seevice cenler, like AUSTRADE, since the
cost of export promotion activitics such as marketing and negotiating with Chinese
importers is too high for the majority of Argentine private companies to be burdencd
with individually.

3) Busihess_ networks with Chinese businessmen

China is the hoitest spot in the world market as a net capital importer, as well as
a potential giant importer of goods and services. Currently, Hong Kong occupies
almost 80% of total foreign investinent in China. East Asian countrics are establishing
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business bases in Hong Kong and Singapore and investing aclively in opening markets
and the construction of infrastructure in the regions behind the two global citics. The
impacts of rapid economic integration belween Hong Kong and China, even before the
reunion in 1997, are particularly aoticeable in the southern pait of China represented by
Guangdong. Trade statistics show that in 1993, 31.7% of Argentine exporis to China
and 64.5% of Argentine imports from China were made through Hong Kong. Hong
Kong enterprises have a lot of business know-how and information on how to dcal
with Chinese businessmen and utilize special netwotks among them,

In ordcr to be successful i in the Chmese markct Argcmma needs to establlsh
information services for polential exporters, have more representatives of export
promotion organizations, as well as of private companies, and seek the p_OSSIblhly of
making business tie-ups and/or joint ventures with Hong Kong enterprises.

{4) Participation in Japanecse ODA

The Japanese government is granting China a huge amount of ODA-based yen
credit to be allocated to national projects for industriatization, infrastructure
development, envirconment conscrvation, etc. The Fourth Yen Credit (o be allocated in
1995 is ¥580 billion (about US$5.8 bitlion), which is 48% up from the previous year.
A large part of yen credit is untied. Since Argentina’s export credit is not enough to
cover long-term finance for the export of competitive machinery and equipment like
cranes, construciion equipment, and electrical equipment, the inlemational tender of -
untied yen credit under equal conditions (practically “cash-based”) with competitors
will provide a good opportunity to Argentine suppliers. -

4.3 Chinese Foreign Direct Investment

4.3.1 China as a net capital importer

Foreign direct investment (FDI) to China increased drastically. l|_1 1993, total
FDI inflows reached over US$100 biltion on a contract basis and US$27.5 billion on
an executed basis, twice the amount in the previous year. Until recently, China had -
abundant labor but lacked capital :iecessary for economic growth. However, it does
not scem that the country any longer suffer from a shortage of capital, at least in coastal
zones, as indicated by investment concentrated on real estate. Since such invesiment
tends to overheat the economy, the Chinese governmcnl intends to start sirenglhemng
_ ils control over investment in 1995,
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4.3,2 Geographical distribulion of Chinese investment

According to China International Trust and avestment Corporation (CITIC),
their forcign investment was made for the purpose of securing natural resources short
in China, such as wood and pulp projects in Canada, Chile, and Russia and aluminum
projects in Australia. In Peru, China Mectropolitan Steel Mills, supervised by the
Ministry of Metallurgical Industry, purchased an iron ore mine and steel mills ir the
past. Negotiations were also made with Brazil for an iron ore minc and with Chile fora
copper mining projcct, but none of them have been materialized. CITIC has established
an affiliated company, CITIC Pacific, and purchased enterprises conceming satellite
communications, public utilities, etc.

CITIC Pacific is planning to continue to purchase enterprises in the high-tech
and metal nianufaciuﬁng sectors. In Australia, CITIC has made reinvestment in meat
processing factories, wtilizing retums from the aiuminum project. In Singapore, CITIC
has made a joint venture with Yaohan, a Japancse company, and is operating a
depariment store. MOFTEC has made about 200 joint ventures in neighboring Asian
countries, including China itself, in the fields of food, alcoholic beverages, farming,
transport, ports, highways, hotels, etc. |

 4.3.3  Major factors for investment decision-making

According to CITIC, the main issues which are common to Latin American
countries in the promotion of FDI ate language barriers and the long distance from
China, though they nced more study on the Argentine market. Their strategy for South
American markets is to establish a trade corporation and a business base in Brazil and
then expand their frade with Brazil, Argentina and Uruguay. As for investment, they
will focus on a reliable project to meet the purpose of securing natural resources such as
iron ore, copper, alwminum, weod pulp, etc. in a cautious manner.

4.3.4 Suggestions for attracting FDI from China

Since China is a net capital importer, it is not tikely that China will take an
action of FD1 in the immediate fu(ure. Froin a long-tcem perspective, however, there
will be a possibility of Chinese participation in some reliable projects, such as
mentioned in 4,3.3, through joint ventures with Japanese, U.S., and/or European
companies which have enough capital. In that case China could supply labor in
compensation for funds fequired.
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S. - Hong Kong
5.1 At_t_ractiveness to Argentiha
5.1.1 Introduction

Hong Kong has been administered for a long period as a British colony. Though
the Territory's adininisi_ration will be transferred to China in July 1997, the same practice
of the administration as today will be guaranteed for 50 years thereafter by the Chinese
government . The arca of the Territory is only 1,072 square kilometers and its population
was 5.9 million in 1992, The Territory is advan.ced in ¢economic and industdal activities
as being known as one of the four dragons of Asia's ncw industrialized economies. The
Hong Kong government has estimated that per capita GDP was US$ 20,600 in 1994,

Primary factors of the economic development are said to be as follows.
1) Thorough free trade; no imports tarifs, no import control in principle
2) Low tax; corporate tax 15%, personal business tax 16.5%, income tax 20%
3) Clean government al administration, exhaustive Tcnitofy under the sule of law
4) Diligent and qualificd tabor force
5) Highly advanced infrastructure (deep sea port, air port, communication system etc.)
6) Advanced and financial system

Major players in economic activities are, British "zaibatu," Hong Kong locat
"zaibatu," many a_clive local imponters, and distributors, branches and subsidiaries of
global business firms and international banks, financial institutions of North America,
Europe, Japan, East Asia and China.

QOutstanding économic performances of various ficlds were:

1) US$ 270 billion of the foreign trade (tenth largest in the world)

2) Handling volumes of sea containers and the air cargoes were the largest and the thicd
largest in the world, respectively. The nuimber of airplane passengers’ arrivals was
the third largest in the world. The number of telex machines equipped was the world
top. _

3) USS$ 43 billion of foreign reserves (the sixth largest in the world)

4) USS$ 69 billion of foreign exchange transaction (the sixth largest in the world)

5) US$ 313 billion of total stock in current prices (the second largest in Asia)

Recently, the progress of the economic interaction with China is a new engine of

the economic development. The degree of interrelations is as follows:
1) 40-50% of the China foreign trade was performed through Hong Kong re-export.
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2} 70% of the foreign direct investment in China was carsied out by Hong Kong
enterprises and/or by foreign companies in Hong Kong. o

3) The Chinese dircct investment into ang Kong atready amounted to more than US$
20 billion, and more than 4,000 Chinese enterprises (subsidiaries) established in the
Territory.

4) 30% of Hong Kong dollar was circufated in the sduthem part of China

5) More (hdn 25,000 Hong Kong cntérpfiscs were established in the Guandong
province of China and 3 million job opportunities were created by them.

Hong Kong is scen as the best location for an Argentinc overscas business base
with good accessibility to China and East and Southeast Asia countries.

5.1.2 Economic situation

Since 1983, the HK dollar has been tied to the US dollar. The depreciation of
HKS$ in propoition to the US$ had been realized brought rapid growth of exports and
GDP during the period from 1986 to 1988. In 1989, the GDP recorded only 2.8%
growth due to a slow increase of exports and Hong Kong suffered lower competitivencss
brought about by an inciease in wages and the difficult econoiny of China, From 1990,
Hong Kong's economy has been recovered gradually due to the foltowing factors: 1) the
progress in the horizontal division of labor with the Guandong province since 1990; 2) an
increase of the local demand and growth of re-exponts to China since 1991, The real
GDP giew by 4.1% in 1991, 5.3% in 1992, and 5.5% in 1993.

The Argentine expoit to Hong Kong has increased in proportion to the increase of

merchandise import indicated in table 1.1 since §990. Stable growth of the Hong Kong
econoiny would provide bigger pie for Argentine export in the near future. -
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Table 5.1  Evotution of Major Fconomic Indices

. (unit %

' i : . 1989 1990 1991 1992 1993 ()

Private Expenditure {60.9) 4.0 6.3 9.2 8.5 1.5
Government Expenditure . (8.8) 6.1 6.0 7.1 1.51 - 3.0
Fixed Capital Formation ' {27.8) 2.9 8.0 9.0 9.9 6.0
Mecchandise Expont ' {124.6) 10.2 9.2 16.6 19.2 §3.2
Domestic Lxport : (3L.9) 0.1 0.5 04 0.} -5.0
Re-export ' {93.0) 18.6 16.0 26.3 28.2 200
Merchandise Import (129.1}) 89] 114 19.0 223 13.6
Service Export : : {19.2) 4.3 3.9 3.6 10.3 10.0
Service lmport - (13.0) 5.9 10.7 8.0 6.4 3.5
Gbr : (100.0) 2.8 3.2 4.1 53 3.5
CPi 10.1 £.9 120, 94 ]
Unemployment Rates A 1.3 1.8 2.0 _ n.a.

Note:  (f) Estimation by the Hong Kong Government.
Figures in parentheses show the percentage to the GDP total.
Source; Estimate of Gross Domestic Product 1996 10 1992, Third Quarter Economic Report 1993,

5.1.3 Industrial structore

As Hong Kong was advanced in production, international irade, financial,
tourism centers of Asia region, 1) the manufacturing industry, 2) trade, distribution,’
restaurants and hotels, and 3) banking, insurance and real estate had played important

- roles in the economic development, producing about one fourth of total GDP,
respectively. The progress of service-oriented cconomy in the Territory has gradually
reduced the weight of the manufacturing sector, while banking, insurance and real estate
busincss have increased their contribution to the economy.

One of the characteristics of Hong Kong's industry was the remarkable presence
of "zatbatv.” While the British "zaibatu" has reduced its impoitance recently, overseas
Chinese capitals have grown through M&A, won in the stock boom competition in 1973
and real estale boom competition in 1980, and finally have became Chinese "zaibatu™ that
show their distinguished economic power in the Teeritory and China. The Chinese
"zaibatu®" plays dvnamic roles in the fields of (rade, finance, hotels and reat cstate and
invests aggressively into infrastructure projects in the Chinese continent today.

.- To accelerate Asgentine exports to China and Asia economies including Hong
Kong, Argentine enlity concerns should have business ties with major Chinese "zaibatu.”
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Table 5.2 Comgosition of Current GHP

. (unit: %

: 1985 1987 1988 1989 1990 1991
Agriculture, Fishery, Mining 0.7 0.5 - 04 0.3 0.3 0.2} .
Electricity, Gas, Water supply 2.7 2.8 2.5 2.3 2.3 2.2
Construction 5.0] - 4.7 - 43 5.3 5.6 53]
Manufacturing 21.9 217 20.1 18.9 17.2] - 155
Transport, Communication 8.1 8.7 9.2 8.9 9.4 9.7
Trade, Distribution 21.8 232 . 238 24.0 24.3 25.4
Rastaurant, Holels - 16.3 18.2 19.2 19.8 20.8 230
Finance, insurance, Real estate ' 17.3 15.0 146 14.6 15.0 154] -
Social, Personal setvices _ 6.2 5.2 54 6.0 5.7 14
Others '

Source: Estimate of Gross Domestic Product 1966 to 1992,

5.1.4 . Foreign trade

{1) Structure of the forcign trade

Hong' Kong had alrcady flourished as a port of entrepot trade before the second
world war.- Backed by the development of light industries such as textiles, toys and daily
necessities, processing trade had been developed and hadostwar period. In 1993, the
forcign trade in GDP accounted for 123.4% in exports and 126.9% in impotts.

While Hong Kong expots are classified into domestic exports and te-exports,
namely, processing trade and transit trade, respectively. The recent rapid growth of
foreign trade was brought about by a remarkable increase of re-exports as well as
imports. This trend was advantageous to Argentine exports, which are competitive in
raw materials for light industries. |

Though the domestic export, which recorded low growth in recent years and
negative growth in 1993, appears to have lost competitiveness, it still holds a competitive
edge when Hong Kong's processing on commission in China is considered
compleinentary measures with the processing teade., '

In fact, 78% of the re-export came from the processing on commission in China
in 1992. Based on its own analysis, a JETRO repost concluded that if the re-export of
merchandises of Chinese origin under the management of Hong Kong enterprises was
considered a processing trade, Hong Kong's processing trade had kepl 70% of total
expotts constantly.

(2) Economic and commercial policies

The Hong Kong government describes its economnic and industrial policies as:
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1) Hong Kong is comptetely faithful to liberal cconomic policics of free enterprise
and feee trade. There are no import tariffs, and revenue duties are levied only on lobacco,
alcoholic tiquors, methyl alcohol and some hydrocarbon oils. There is a tax imposed on
the first registration of motor vehicles.

2) Although the government provides infrastructure both through direct services
and by cooperation with pubhc utilitics enterprises, the govemmenl 's tnajor role is (o
prowde a suitable and stable l'mmework for commerce and industry to function efficiently
and effectively with mimmum interference. There remains no protection or subsidization
of manufactures in the Territory. ' | o

3) Hong Kong has been an active participant in the Uruguay Round of multilateral
trade negotiations. -Hong Kong also takes part in the Multi-Fibre Arrangement, which
aims at the orderly development and expansion of international trade in textiles. As these
policies are friendly to Argentine businesses, it is suggested that front-line bases of
Argentinc exporters be built in Hong Kong.

(3) Eveluniion of foi‘cign trade

a. Outlook

The value of whole trade was US$ 271.7 billion in 1993, increasing by 12.7%
compared with the previous year. The growth fate was the lowest since 1989. Domestic
exports decreased, and re-exports and imposts recorded the lowest growth rates in the
past five years. Conscquently, trade deficit reduced to US$ 3.3 billion. While Argentine
* total exports were US$ 13 billion in 993, even the annual increment of Hong Kong
exports and re- ucpons was US$ 15 billion and US$ 17 billion, respcchvely in that year.
By entcnug the entrepot trade business by itself or by coopemlwu with tocal ¢raders,
Argentine ¢ could expand export significantly.

Table 5.3 Evolution of Foreign Trade
: unit:_billion US$, %}

1989 1990 1991 1992 1993

Total 145.3 164.4 198.1 241.0 LN
{14.3) {13.2) {20.5) (21.7) (i2.7)

Import . 7.22 824 99.9 122.6 137.5
{12.8} (14.2) (2.2} (22.6) (12.3)

Domestic 28.7 29.0 29.6 30.0 © 286
{3.00 (0.8) (2.3) 1.3 (-4.7)

Re-export 44.4 a3l 68.6 88.6 105.5
- (23.8) (19.53) {29.2) (28.2) (19.2)

Trade Balance 2.3 0.4 -1.7 -3.8 3.3

Note: Figuresin parentheses show the growth rate with respect to previous year.

Source: Hong Kong trade sfatistics.
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Major export items were machinery and transport equipment (35.2%),
manufactured goods classified by metal (20.5%), textile yams, fabrics and made-up
articles (9.2%), clothing(8.5%), chemicals (6.2%), food stuffs (4.0%) and foolwear
(3.9%). The principal supplicrs were China (37.5%), Japan(16.6%), Taiwan (8.8%), .
the U.S.A. (7.4%), Republic of Korea (4.5%) 'md Singapore (4.5%).

b. Domestic exporls in 1993

' M'x]or |tems were clothing (32, 2%) electronic products (21 9%) texlile y’nrns
f'tbnc and made- up arhcles (1.4%), watchcs and clocks (5. 9%) The In'l_|0l' markcls were
Chlm (28‘4%), the U.S.A. (27.0%), Germany (6.3%), Singapore (S.I%);, UK.
(4.8%), Japan (4.3%), and Taiwan (2.8%). - o

¢. Re-exports in 1993

Principal items were toys and plastic products (13.1%), clothing (11.0%),
telecommunications and sound recording and reproducing apparatus (9.0%), textile
yams, fabrics and made-up ardicles (8.6%), electric machinery, apparatus and parts
(8.4%) and footwear (5.7% ). The major markets were China (33.4%), (he U.S.A.
(21.9%), Japan (5.4%), Germany (5.0%), the United Kingdom (3.0%), Taiwan {2.7%),
and Singapore (2.1%). ' |

Products of Chinese origin accounted for 57.5% of Hong Kong's total imports,
which were carried out mainly for a re-export purpose. Those products occupied more
than 90% of re-exports to the US.A. {e.g., clothing, plastic products and toys,
footwear) and 80% of re-exports to Japan. '

"Table 5.4 Re-export of China Ongm Producls in 1993

{uait: million US$)
USA{  Germany Japan U.K. Chinal - Tolal
Plastics, Toys 2,165 1.281 680 2,916] . 110 12,658
Clothing 3,590 1,268 1.615 823 227 11,402
Telccommunications and 2,043 T2 164 366 g2 6,145
Audio apparatus .
Foolwear 3,590 345 419 5874]
Textite . - : . 1,606 4,452
Elcctrical machines © 1,454 410 251 116 40451 -
Travel poods, Bags C . 262 226 3,164
Total 21,581 4,953 4,573 4,601 2,804 60,770

Source: Japanese consultate of Hong Kong.

Table 5.5 shows that Hong Kong's FE-CXPOTES t0 China. 58% of re 'exporls to
China were from Japan, Taiwan, and lhc US.A. White the main items of hpanese-
origin goods were autonobiles, telecommunications and audio apparatus and parts
machine tools, those of Taiwanese-origin goods were textile fiber and cloths. and U.S.-
origin goods were office equipment and electric machines and pats.
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Table 5.5 Re-exports to China by Origin Countries in 1993

{unit: million US$)
: Japan Taiwan USA Korcay  Germnay Total
Textiles/Yarn 2,287 - 853 5,785
Automobiles ' 2,298 ' 410 3424
Electric machines 933 583 273 211 2,519
Telecommunications and 1,160 ' §76 2,346
Audio appratus
Special machine 586 221 2,073
Machine lools, parts _..,..,743 1,639
Watches and Clocks/ 700 1,155
Optical machines .
Office machines ' ' 452 ‘ 1,207
Totsl 10,014 7,585 3,154 2,152 1,396 35,200

Source: Japanese consullate of Hong Kong.

(4) Distribution Industry

One of the characteristics of Hong Kong's distribution industries was the
dominant presence of traders in comparison to wholesalers and retailers in the local
consumer market. As Chinese habitants are dominant ¢lients, traditional terms of
transaclion were still alive; for example, the payiment and collection day for the deat of
marine products and Chinese food materials in Shan Kan District is set at the end of the
Chinese calendar year. There are many cases that trade companies combine three
business functions of import, wholesale and retail. The distribution channels is shoit and
simple in the Teritory. '

When local manufacturers shift their production sites to China, they work as
traders in Hong Kong, importing theic own products from China for re-expott to third
countries. Recently, taking advantage of the good international business enviconnents of
the Territory, many Japanese and European big enterprises have established their plants
in the Guandong province of China and settled their regional headquarters in Hong Kong
as their globél distribution sirategy. '

Along with a rise in the income level, the nuclear family and a new life style
appeared and came into fashion. Then, supermarkets and convenicnee stores are more
popular than teaditional retail stores. Two largest supermarkets have established 345
stores and hold a total share of about 50% in the market of food stuffs and daily
necéSsilies in the Tersitory. In office towns and shopping towns, about 300 convenience
stores with American-style marketing strategies have been intcoduced successfully inthe
past severat years, : ‘ '
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In the department store business, Japanese, local and Chinese department stores
compete fiercely. Eleven Japanese department stores have established 24 stores in the
Territory. As personal expenditures are diversified, sales of depastment stores have been
stagnant, while specialty stores and boutiques have increased significantly. '

Fable 5.6 Establishiments and Employees in Ist Quarfer 1993

: Number of Establishment Number of Employees
Wholasaler. 17,065 : - 18,120
Retailer 53,551 204,126
Trade o 78,356 ' 369,907
Total : 148,942 _ 682,303

Soutce: Hong Kong Monthly Digest of Statistics, Sept. 1993,

(5) Foreign Direct Investment

Official data on foreign direct investment are not available in Hdﬁg Kong. One of
the characteristics of Hong Kong's direct investment is short-term investment in which
investors require full returns from the investment within three yeafs in general. Hong.
Kong investors’ behavior in China is said 10 have been changing towards longer-term
investment such as investment in infrastructure dcvelop_mcni projects.

Hong Kong's foreign direct investment was concentrated in China, where they
take a dominant share in the whole foreign direct investment. Main fields of investment
in terms of vatue are real estate, hotels and service industrics. In the manufacturing |
sector, Hong Kong businessinen manage many plants, but the major part of their
activities are not in the form of direct investment but processing on cominission.

It is said that farge enterprises have a clear investment p.olicy to limit the foreign
direct investment amount within one forth of their assets. And host countries of
investinent are restricted to those in which they have Chinese networks with business
advantages warranted by the human connections. In recent years they have been
increasing dircet investment in Vietnam in ordet to avert their investment risks by regional
diversification.

Table 5.7 Hong Kong's Direcl Invesiment in Seleciive Area of China

Area "Number of]. Investment . Shareto
Projcct] - - Commitment Total Investment

(Million US$)| (Million US$) : o (%e)

Beijing 34671 - 10,162y - 549
Tenjing 2,992 3,233 : 48.6
Dalung * 1,289) i 4,085 ' - -46.6

- FShanghai 3,372 6,967 . 50.8
Amot 791 3,077 56.9
Shinsen 9,126 7,333 77.0

Source: Foreign Trade and Investment Commission of China.
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5.2 - Trade Between Hong Kong and Argentina

§.2.1 Evolution of trade between IHong Kong and Argentina

Trade between Hong Kong and Argentina has been developed very rapidly since
their bilateral relations were normalized again in 1989. Tabte 5.8 presents the evolution
of Hong Kong's trade with Argentina during the period from 1989 to August 1994,
Hong Kong expoited only US$ 5.6 million and imported US$ 105.2 million in 3989,
making deficit of US$ 99.5 miltion. While Hong Kong's exports had increased
remarkably, its imports had been stagnant, and the trade balance turned to surplus of US$
44.6 miltion in 1991. The growth rate of exports had excecded that of the imports
constantly, trade surplus had significantly increased every year thereafter,

Table 58 FEvolution of Hong Kong Foreign Trade with Argentina
. : ‘ : (unit: _million US$)

1989 1990f 1991 1992 1993 1994

' Jan.-Aug.
Todal Export ' o -0 5.6 2851 1387 3105 417.1 32291
Domestic Export 40| - 136 273 30.5 259 214
Re-cxport 7] 14.9 108.4 280.0]  391.2 3015
lmport 105.2 83.6 911 0821 1381} 7.5
{of which Re-exporl) 2.8 247 39.5 53.1 15.6 523
Total trade 110.8 117.2 2268 408.5 555.1 440.5
Trade balance -99.5 -60.0 44.6 2123 278.9 205.5
Source: Hong Kong trade statistics.
5.2.2 Main causes of export growth

" A primary factor of the rapid export growth was the competitiveness of Hong
Kong products as well as re-exports of Chinese-origin products. Their competitiveness
was demonstrated with Argentina's import liberalization, which was put into effect in
1990, The Hong Kong Trade Dcvelopméni Council , a representative (rade promotion
organization of the Teritory, carried out & market survey on the Argentine consumer
market and compiled "Market Report on Argentina” for Hong Kong businessmen in
Scptember 1992. Trade missions had been sent five times in 1992 and a Hong Kong
trade seminar was held in Buenos Aires in March 1993. The Trade Development Council
also established an office in Buenos Aires in April 1994, which was the thicd overseas
office located in Latin America, following lhé Panama {)f ficc and the Mexico City office.

* Main export items are light industrics’ products such as toys, watches and clocks,
consumer electronics, clothing ctc. As for the compelitiveness of Hong Kong export
mezchandises, "Market Report on Argentina” concluded as follows:

[1lmport liberatization has resulted in easy market access. With the elimination of
- import and foreign exchange controls, the Argentine markels is now wide apen to foreign
goods. Reduction in customs tariffs 10 22% for nearly all finished goods. In the tight
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consunicr goods sectors, Hong Kong exporters are likely to find that competition from
local producers is on the whole limited, though garment is one of Argentina's stronger
industries. ‘ - :

5.2.3  [Imports of Argentince products

‘Argentina ranked 33rd in Hong Kong's tofal imports in 1993. USS 138.1
million was only 0.1% of total imports. Among Latin American countries, however,
Argentina was the second largest exporter to Hong Kong, following Brazil. Imports -
were US$ 395.6 million from Brazil, US$ 98.5 millibn from Chile, and US$ 89.4
million from Mexico in 1993, '

Major import items from Argentina were raw materials for light industrics such as
leather, wool, cotton and so forth, mdinly impotted for re-export to China, and food
staffs such as meat, fish and so forth, mainly imported for local consumption. Those
raw materials are re-exported to China for processing on commission and processed
“goods are imported again from China in order (o sell in local market as well as to re-
export to third countrics. |

Table 5.9 shows the evolution of imports from Argemina.by item from 1991 to
August 1994. Peiroleum oil imports, which started in 1994, contributed to the increase
of total imports. While the imports of leather have kept growing, those of beef and
cotton decreased significantly. Total imports grew 'by 3%in 1991, 8% i_h' 1992, 4t% in
1993, and 38% in first 8 months of 1994 over the samic period of the previous year.

Table 5.9 Evolution Hong Kong's Imports from Argentina S
' . {unit: million JS$)

1991] 19921 . 1993 ' 1994

: . ' . : : - JancAug.

511 Leather . . 29.2 49.1 90.5 69.9
012 Other meat ' 12.7 4L 18.1 122
334 Peuoleunt oil - 4 - 11.8
57 Plastics ) 0.1 2.4 1.2 5.4
034 Fish 4.7 8.3 38 33
081 Meat of bovine animal : 108 . 1.8 221 - .. 22
263 Cotton _ 15.0 : 2.6 0.1 : 2.2
268 Wool o 4.0 54 a94] - 1.8
Others - 14.5 o 14200 0 2 127 - 8.7
Total 91.2 98.2 - 1381 1174

{of which re-export) 39.5 531 75.6 523

Source: Hong Kong trade stalistics.
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5.2.4 Magjor import items
(1) Leather (SITC 611)
From 1991 to August 1994, Argentine leather kept the fifth largest posilion in

Hong Kong's total imports and increased its share gradually; by 3.3% in 1991, 4.3% in
1992, 6.2% in 1993, and 6.4% in January - August 1994,

Table 5.10 Imports of Leather by Couniry '
: (unit; _million US$

1991 1992 1993 1994
Jan.-Aug.
Ranking
World 892.4 1,133.7 1,470.9 1,086.0
1 fealy o 1253 161.8 244.1 1949
2 Korca Republic 1183 200.9 251.7 190.9
3 Taiwan 158.2 161.0 180.6 136.2
4 USA 60.1 : 9441 125.1 88.7
5 Argentina : 29.2 49.1 90.6 69.9

Source: Hong Kong trade statislics.

(2) Beef, chilled or frozen (SITC 011)

In 1991 Argentina was the sixth largest beef supplicr in the world and hold 9.9%
of Hong Kong's beef impoits. Imports from Argeﬁtina reduced by 87% and supplied
only §.6% of the total beef imports in 1992, which slighily recovered since 1993. Brazil
and U.S A, had competed for the top rank in the past four years.

Table S.Ii Import of Bovine Animal by Country ’
(unit: million US$)

1991 1992 1993 1994

Jan.-Aug.

Ranking : B : ' '
Werld - . - 109.4 110.8 110.5 19.6

{ Brazil 17.3 259 23.5 i8.8
2 USA : 23.1 T 2801 30.2 i8.1
3 New Zealand 16.2 18.8 174 141
4 China 17.2 9.5 114 10.5
5 Ausiralia 11.8 158 158 7.4
6 United Kingdom 1.5 1.3 1.2 2.6
7 Netherlands 32 4.1 4.2 2.3
& Argentina 10.8 1.8 2.2 2.2

Source: Hong Kong trade stalistics.

(3 Other meat, edible meat (SITC 012)

The U.S.A, the most competitive in this item, increased its share in Hong
Kong's total meat imports from 30.0% in 1991 t0 47.6% in the first eight months of
1994. Argentina kept a sharc of more than 3% but reduced it slightly to 2.9% in the first
- eight months of 1994. Brazil exported four to five times more than Argentina in terms of
value.
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Table 5.12 Imports of OQther Meat, Edible Me'\t by Couniry

. {unit:_miltion US$)

1991 1992 1993 1994

Jan.-Aug.

Ranking

World 420.8 447.3 486.2 416.3

1 USA 128.1 1736 216.8 1979
2 China 107.6 76.7 516 6147

3 Brazil 5%.0 6%.6 15.1 554

4 Netherlands 19.5 24.1 244 235

5 Argentina 12.7 14.4 18.1 12.2

Source: Hong Kong trade statistics.

5.3 Opportunities for Argentme Exports and Hong Kong
Direct Investment in Argentma
5.3.1 Export opportunities

1) As there exists a correlation between cconomic growth and imports, abundant
market oppoitunities are provided by Hong Kong for a wide range of Argentine

products, theoretically and in principie. Though nnporls of the raw materials for !lght

industries and foodstuffs will both increase in proportion to the economic growth, the
market share of Argentine products will be based on the benefits which local importers
will enjoy through handling those products.

2) In any case, compcetitiveness is required in price, quality, the delivery of goods

in general, and the continvance of business based on mutual reliance is most desirable.
Sufficient business contacts with well provision and efficient business dialogue are
esseatial business manners to bpen the door for transactions with Hong Kong
businessmen. This point should be emphasized again when many Argentine
businessmen consider that they are not familiar with the competitiveness of Astan
markets, especially in Hong Kong.

3) The Study Team has preliminarily identified, through contact with local and
foreign businessmen in the Territory, the following ficlds and items as high potential
areas for export expansion to Hong Kong. While opportunities would be found in a
wide range of agro-based manufactures, few chances would bc offered for Argentine
industrial manufacturers due to their poor pr:,scncc and compcﬂlwcness in the Territory.

104



Vol. B (Chapter 5) <Hong Kong>

Actuat Possible
Foodstufls Beef (USH 10.8 million in [991) Vepelables fresh, provessed and canned
Other meat (USS 18.1 million in 1993) Froits fresh, processed and cannod
Fish (US$ 8.3 miltion in 1992} Mincral waler
Dairy producis
Confectionery
Pasta

Pharmaccutical prodagis

Raw materials | Leather {(US$ 90.5 million in 1993)

for light Ceiton (US$ 15.0 million in 1991)
industries Wool (US$ 9.4 million in 1991)
Plastics (US$ 5.4 million in Jan.-Aug.
. 15094)
Others Petroleuny oil (US$ 118 million in Jan.- Construction malterials
| Aug. 1994)

4) The establishment of regionat headquarters which promote, suppoit and assist
Argentine exports as well as Asian foreign direct investment to Argentina is highly
recommended. As for the tocation, Hong Kong is guite an attractive place to establish
such regional headquarters which work as information centers as well as distributing
centers to support and promote Argentine overseas business with China, East and
Southeast Asian economies.

Beside business infrastructure such as ports, airports, international
communication, legal and accounting facitities, etc., there are many front-line bases of
governmental and private organizations from abroad and a large number of officials and
businessmen live or stay in the Territory. The headquarters are therefore able to
comumunicate conveniently with each others. By employing skilled local workers,

- business opportunitics would be multiplied. Compeltitiveness would be improved
apposite logistics of cargoes.

5.3.2 Direct investment from Hong Kong

Unader existing conditions, it is hard for Argentina to increase direct investinent
from Hong Kong because Hong Kong capitals have a finn policy to invest inlo regions
wilh Chinese networks and profitable fields. If there were a sitvation in which a real
estate boom provided enough room to atteact foreign direct investment, then Hong Kong
capitals would come to Argenfina.
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6. - Singapore
6.-1. Profile of the Market

Singapore is a small island with a territory of 639 kin?, and 49.2% of its fand are
used for housing, commerciat and industrial purposes, and only 1.7% for agriculture. It
is a multi-national country with population of 2.82 miltion in 1992, consisting of Malays
(14.1), Chinese {17.7%) and Indians (7.1%). The poliiical situation is stable and the
country has been developed as a regional trade center. GDP per capita is US$17,133 in
1993, onc of the highest in Asia: Singapore GDP per capita excceded that of Hong Kong
since 1992. Singapore is vulnerable to economic conditions of industrialized countries
because of its heavy dependence on foreign markets. Singapore has very poor natural
resources, and the share of agriculture and mining in GDP is almost none (Table 6.1.2).
The manufacturing scctor accounts for 30% of GDP, foltowed by the financial sector for
26% and transport & communications for 15%. Electronics is the targest export industry
and accounts fo_r about one third of all manufacturing output. |

As the result of rapid growth, labor shortages emerged accompanied by rise in
real wage. On the other hand, inflation rate was well under control, recording not more
than 3.5% in past five years (Table 6.1). Reat GDP growth slowed dowa after its peak
in 1988. Mqrcovcr, being affected by recessions of the industrialized countries, the
growth rate dropped to 6% in 1992 in spite of the construction sector growing at the high
rate of 20%.'_Howcvcr, Singapore's cconomy picked up in 1993 showing a remarkable
growth of 9.9%. The source of recovery emanated from double-digit increase in financial
and services sectors. The growth of manufacturing depends on the advancement of
technology intensive industries. '

In order to overcome consirains such as limited land and labor supply in the
counlry, Stngapore is promoting a plan of "Growth Triangle Zone" comprising
Singﬁpom, State of Riau in Indonesia and State of Johor in Malaysia. In addition,
Singapore aims at being a major regional service center with indigenous research and
development capabilities. 1t will be possible for Singapore to develop further if it can
provide lhc‘jnosi up-to-dhte comnwnicétions, teansportation and other physical
infrastructure, as wcl]_ as upgrade industrial structure and improve human capital !

Evej_l' though the population of Singapore is small, the standard of tiving is very
high as cvidenced by.GDP per capita. With the increase of income, Singaporeans have
been changing their living style and their demand for consumption goods or durable
goods are changing. They tend to took for new or higher qualily goods, Westernization
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is going especially among young people and they now eat steak, hamburger, milk
products, pasta, mineral water, etc. This ln,nd could be cons:dercd asa hvorablc ﬁclor

for the export of Argentine producis.

On the other hand, asa result of the advancement of telecommunication network,

infrasteucture, financial system and so on, Singapore has a function as an Asian center for

trading, manufacturing and various services. This function will be maintained in the

future, and Argentina will be able to make use of this function for the expansmn of their

business in Asia.

Table 6.1 Major Economlic Indicafors
{5)
[ 1989 1990 199
[Poputation - 265 2.71 2.8
Nominal GDP per capita (USS) 9954 12200 15541
Real GDP growth I 8.8 6.0
Growth of GDP by origin
Manufacturing 9.8 9.5 2.5
|Construction 1.5 7.2 20.0
Trade 8.3 8.3 4.5
Transport & Communications 94 .1 8.7
Finance & Service 15.1 1.8 5.3
Unemployment rate 2.2 2.0 2.7
Inflation rate 24 3.4 2.3
. (% of GDP)
Budget surplus/deficit 4.4 2.8 50
Exchange rate (Singapore $ /US$) 2.0 1.8 1.6
(Mil. 3
Trade balance 21158 -4718 f.578Y
Exports 43571 51099 62067
Imports 64729 35814 67548
Current account balance 2785 2094 3748
Capital account balance 456 4658 5559
Qveral] balance 2735 54548 6114
p: Preliminary. :
Source: Ministry of Trade and lodustry, Economic Survey of Singapore.
ADB, Key Indicators of Developing Asian Pacific Countries, 1993,
Table 6,2 Sharce of GDP by adusirial Origin :
(%)
1930 1984 1989 1990] 1991 1992
Agdiculture i 1 0 0 -0 0
Mining 0 0 0 0 0 0
Manufacturing 29 25 29 29 29 28
Electricity, gas and water q - -2 2 -2 2 Y.
Construction 7 - .8 - 5 6| . 1
Teade i9 17 I j 18 18 17
Transport & communications 12 14 ] I4 14 15
Finance 21 20 29 26 26 26
Public administration & Others 9 G § - 5 § S
Gnp 100 100 100 100 i00] 100

Source: ADB, Key Indicators of Developmg Asian Pacific Countries, 1993.
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6.2 The Structure and General Trend of External Trade

Singapore has been implementing liberal trade policies that are very close to free
trade.

More than 95% of merchandise are free from import duty. Only some
commodities like cars, tobaccos, liquors are subject to import duty tarilfs. Therefore.
import tariffs arc not obstacle for foreign exporters to penetrate into Singapore market.

tn 1993, the volume of total trade increased significantly by 18% compared with a
6.8% growth in 1992, Both imports and exports grew at double-digit rates. The volume
of imports rose by 19% compared with a growth of 6.5% in 1992. Export volume
expanded by 18% compared with an increase of 7.2% in 1992, boosted by sirong growth
in both domestic exports and re}cx’pons. In value terms, total trade grew by 16% to
US$176 billion ($ 257 billion), compared with 2.2% increase amounted to US$151
billion (8$221 billion) in 1992 (Table 6.3). -

_ Re-exports grew strongly by 19% to $$44.1 biltion (US$30.1 billion} in 1993
compared with 3.3% sisc in 1992. There were significant increases in re-exporis of
electronics, computer parts, clectric appliances, cigarettes, etc. The Singapore’s main re-
export markets are Malaysia, the U.S.A., Hong Kong, Japan and other Asian countrics.
There is a high possibility for Argentina to export to other Asian countries through
Singapore's re-export channel.

External trade both exports and imports is expanded to increase again in 1994.
Major forces behind the renewed growth will be elecironics expotts to the U.S.A. and
petrochemical exporis which will have benefit from recent technical improvements and
higher global economic groivlh. The expansion of manufacturing sector and private
consumptidn increases will prompt the increase of imports.

_Although the current account in the balance of payments normally results in
surplus, the trade balance atways shows deficit that is offsct by revenues from
interpational finance and iranspoﬂalion services. The trade deficit is projected to increase
in 1994, despite improved tourisim earning and increased exports of other services
arising from Singapore’s role as a regional center for financial, teanspoit and
petrochemical services, the current account surplus will be narrowed in 1994,

The U.S.A., Malaysia, Hong Kong, and Japan were Singapore's top four export
markets in 1993. Inimports, Japan was the largest supplier accounting for 22% of
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Singapore's global imports in I991 The other major suppliess were Malaysia, the

U.S.A. and Thailand.

As for the kind of merchandise, the share of machines, transport equipment in

total tmports increased drastically from 1985 to 1992, indicating about 16% increase in its

share (Table 6.5). In 1992, machines, transport equipment accounts for 47.9% of the

total, and mineral fuels, basic manufactures and miscellaneous manufactured goods
account for 12.8%, 12.* and 10% respectively. '

Among impoits, capital goods and capital intensive intermediate goods are the
major impori components, the trend of import of capital goods is upward since 1980.
Impotts of durable consumer goods have been increasing since 1985.

Table 6.3 External Trade
' {US$ million conveted at 0. 683 per doltar) .
Period Totat Trade Expotts Imports . Trade Balance
{Re-exporis)
1989 125,658 39,500 66,226 4£6,726
(26,544)
1990 140,023 65,026 74,977 A5.971
(22,165)
1991 147,579 69,583 77994 A8.412
' (24,434) , -
1992 150,862 70,588 80,213 AD,685
(25,280) ' -
1993 175,583 81,784} - 93,987 Al2,198
- (30,106)
Souwrce: Ministry of Trade & Industry, Republic of Singapore.
Table 6.4 Top Five Export and Import Market (1993)
Export [mport
i US.A. 20.3%{Japan 21.9%
2 Malaysia 14.29:| Malaysia 16.5%
3 Hong Kong 8.7%{U.5.A. 16.2%
4 Japan 7.5%{ Thailand 4.1%
5 Thailand 5.7%| Taiwan 4.0%

Source: Same as Table 6.6.3
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Table 6.5 lmports, by SITC Section : :
{miltion US dollars)

19rsf 1u8e 1987 198 198Y l‘)‘)(j 199t 1992
Food & live animal 3539 386 3952 4667 4463 4314 464y 4837
Beversge & Tobacco s s42]  se§ 7ML BOLY 142¢1 1557 1652
crude materials oxcl, fuels 198 1909 2267 2999 2663 2371 2092 I857
Mincrul Fuels, €I, 17034 10994 12526 1242 13404 17399y - LensHy 14987
Animal, vegetable ofl & fals, {38 ry 792 941 g4 - 753 249 877
Chemicals 78000 2249 40R% sg09 741 844 207  RBSH
Bausic manufactures FORA 7614 9537 12994 13789 14167 14994 13046
Machines, transport cyuipment 18317] 20781] 27534 38299 42837 40065 53433 56330
Mise. manulaclured goods 4149 4887 6053 799 BEI 14500 107921 11718
Unvlassified goods w98l 991l 1077 1367 E547 1424 1473 1359
Total 57771] 5554 68415 88227 96864 109808 114194 117515

Source: ADB, “Key Indicators of Developing Asian and Pacific Countrics, 1993.

6.3

Singapore's Import from Argentine

In the past, the trade between Singapore and Atgentina were very fluctuating, the

trade batance was sometimes surplus and sometimes deficit (Table 6.6). This instability

mainly came from the discontinuity of trade of some merchandise that was caused by

price and supply problem.

Figure 6.1

Trade with Argeatina
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Table 6.6 ‘Trade with Argentina
{million US dollars)

[ 1988 1989 1990 1921 1992 1993
ftmport 43.1 31.0 40.4 54.7% 66.8 33.5
Export 233 537 14.3 5.3 167.4 152.0
Trade Badance -19.8 2277 -25.6 -19.4 100.6 118.5

Source: Same as Table 6.1,
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In 1993, Singapore's import from Argentine decreased to US$33.5 million from
US$66.8 million of 1992, and il remained at about one fifth of Singapore's export to
Argentine, namely, US$167.4 million, '

This impaort value of US$33.5 million was only 0.4% of total imports.
‘The main import items from Argentina were vegetable oil, iron & steel and leather goods.
High ranking Argentine goods in the i:hport_ af the same commodity were vegetable oit
(4.7% sccond place) and leather (2.9% 8th place). . o

As for other Latin American countries, Brazil was the largest exporter to
Singapore followed by Panama and Chile.

The amount of import _
$3% thousand (in US$ thousand)  The sharé of total import

Brazi! 486.717 (332.428) 15%
Panama 224.294 (153.193) ' 1.6%
Chile 142.656 (97432 1.0
Mexico - . 63732 {43.529) 0.5%
Argentina 54787 {37.420) ' 0.4%

The main connnedities imported during 1923 from Argentine, Brazil Chile and
Mexico. '

Argenting © 8% thousand  (in US$ thousand)  Market Share
VEG. OIL UNPROCESSED 15,585 (106,445) {4.7%)
IRON & STEEL 4,518 (3.086) {0.1%)
LEATIER PRODUCTS NES 4,164 {2,844) (2.9%)
GOLD NON-MONECTARY 2,356 {1,609} . {0.7%)
OIFICE DATA MACHINES 2,206 {1,507). {0.029%)
VEGETABLE & FRUIT 2,180 - (1,489) - ((.2%)
BRAZIL _

IRON & STEEL 136,885 {93492} {4.2%)
PHIOTOGRAPHIC APPARATUS - 83,060 {56,730} (2.9%)
ORGANIC CHEMICALS ' 38,380 (26,214) (2.4%)
MEAT & MEAT PREPS : 26,644 (18,198) (7.3%:)
GENERAL INDUSTRIAL MACHINERY 21,195 (14,476) (0.4%)
CHILE ’

NON-FERROUS METALS 93,554 (63,897) C(3.8%)
FiSH & FISY PREPS 18,617 (12,715) (2.198)
VEGETABLES & FRUIT ’ $1,075 {7.564) {0.9%)
PAPER MAKING MATERIAL 8,599 (5.873) (32.3%)
CRUDE MATERIALS NES 3,389 {2,315 {1.4%)
MEXICO

ELECTRICAL MACHINERY NES §2,484 (8,527) {0.1%})
PHOTOGRAPHIC APPARATUS 9,493 {6,484) (0.346)
IRON & STEEL _ 9,458 (6,460) {0.3%)
QFFICE & DATA MACHINES 6,973 . (4,763) (0.1%)

FISIE & FISH PREPS : 6,082 CRN) T Y

Source: Singapore Trade Statistic.
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Details of Commodities Imported from Argealina

DESCRIFTION OF PRODUCTS UNIT | QUANITIY ] USS$ (CIF) _I
HIGH SPEED DIESEL FUEL TNE 29,6811 5,821,8%
SUNFLOWER SEED Ol TNE 9,348 4,861,369
SOYA BEANOIL TNE 6,364 2,945 29(
BOVINE & EQUINE ANIMAL LEATHER KGM 148,979 2,576,431
TUBES PIPEES & HOLLOW PROFILES SEAMLESS OF IRON OR STEEL TNE 3,722 2,563,43¢
LINSEED 011, TNE 34508 1,515,658
GOLD UN WROUGHTAN SEMIMANUFACTURED FORMS/IN POWDER KGM 127 1,458,101
FORM
|GARLIC FRESH TRE 1,292 1,101,474
OTHER A CYCLIC Alwhols&TIiFlR DERIVATIVLS . LTR 876,180 1,041,580
PLYWOOD PLAIN MTO) 2,666 1,003,817
BLEF BONELESS FROZEN TNE 404 861,874
SOYABEAN CAKE INE 3,004 748,855
ELECIRICAL SWITCHING BOARD CONTROL PANELS & SIMILAR EQuIp. 748,236
PRINTERS NMB 117 657,260
OTHER VALVES COCKS TAPSETC, - NMB 1,551 615,175
TANNING EXTRACTS OF VEGETABLES ORIGIN TANNINS, DERIVATIVES  [KGM 6040008 565,664
TOBACCO UN MANUFACTURES STRIPPED FLUE-CURED VIRGINIA KGM 17,7008 531,625
OTHER COMPRIESSORS NMB 4,6 440,649
ALUMINUM UN WROUGHT TNE 30 - 341,624
GROLINDNUT OlI, 1NE 50( 323,67
CATTLE FISH & SQUID DRIED SALTED OR {N 8BRINE TNE 44 305,731
PARTS OF DATA PROCESSING MACHINE & PERIPHERALS 256,220
OTHER TUBES PIPE FITTING OF IRON OR STEEL 1NE 3500 232,081
TAPE DRIVES NMB 4 213,517
OTHER VEGHTABLE DRIED _ . TNE 233 207,328
|PISTONS, RINGS, PINS FOR ENGINES EXCI. DIESEI/AIRCRAFF ENGINE 2{H),5203
HORSES ASSES MULES & HINGES NMB 24 180,097
{NTERCHANGEABLE TOOLS FOR ROCK DRILLING & EARTH BORING NMB 69 141,725
MINICOMPUTERS NMB 4 127,491
FOOTWEAR UPPERS OF LEATHER TPR 61 110,162
DIGITAL CENTRAL STORAGE UNITS SEPARATELY CONSIGNED NMB 7 108,205
CORNED BEEF . KGM 28,396 89,1
IRON OXIDES & HYDROXIDES INCL EARTH COLORS KGM 88,814 73,648
PARTS FOR TAPS COCKS VALVES ETC. 67,459
FREPARED EXPLOSIVES EXC1, PROPELLANT POWDERS KGM 229 51,987
AC GCNERATORS OVER 125KVA NMB K 51,3168
PRESSURE REDUCING VALVES SAFETY VALVES CIC. NMB 200 54,749
OTHER PARTS FOR ENGINES EXCL AIRCRAFT ENGINES 46,417
BLACKBOARD ETC. PLAIN OR FACED WITH ANY OTHER MATERIAL MIQ 11 43,322
JUICE OF GTHER CITRUS FRUITS LR 15,039 37,752
SAFETY RAZOR BLADES INCL RAZOR BLLADE BLANKS IN STRIPS MiL 756 36,51
OTHER ARTICLES OF UN HARDENED VULCANIZED RUBBER 28,464
RAZORS & PARTS THEREQOF 28,464
SYNIHETIC ORGANIC COLORING MATTER KGAM 2,501 28,169
CATTLE FISH & SQUID FRESH CHILLED OR FROZEN TNE 4 24,137
UATENAY AMMONIUM SALTS HYDROXIDES LECITHIN KGM 25.00( 19,186
MECHANICAL APPLICANTS FOR TESTING PHYSICAL PROPERTIES 16,091
OTIER WINE TR 16,474 16,091
OTHER PRINTED MATTER INCL PICTURES & PHOTOGRAPHS 15,472
TOTALEXPORTS 33,532,617

Source: Embassy of Argentina in Singapore.
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(1) Meal & meal pieps
TOTAL

ARGENTINA
USA.

CIINA
DENMARK
AUSTRALIA
NEW ZEALAND
THAILAND
BRAZIL

(2) Vegetables & fruits
TOTAL

~ ARGENTINA
MALAYSIA
CHINA
US.A.
AUSTRALIA
THAILAND
NEW ZEALAND
INDIA

(3) Vegetable oil unprocessed
TOTAL

ARGENTINA
MALAYSIA

- US.A.
BRAZIL
CHINA

(4) Leather products nes,
TOTAL

ARGENTINA
ITALY
INDIA
GERMANY
THAILAND
PAKISTAN
KOREA

53 thousand
364,649

1,536
85,266
54,181
36,792
36,435
33,005
30,315
26,644

1,278,716

2,180
284,884
252,920
200,671
159,167

60,285
39,008

37,355

330,244

15,585

271,016
15,591
10,214
3,702

142,103

4,164
25,056
20,185
18,477
17,706
15,440

8,936

{in US$ thouéand)
(249,055)

(1,049}
{58,237
{37,006}
{25,129)
{24,885)
{22,542}

{20,705)
{18,198)

(873,363)

(1.489)
(194,576)
(172,744)
{137,058)
(108,711)

C@LITs)

' (26,642)

(25,513)

(225,557)

(185,104)
(10,649}
(6976)
(2,528)

(97,056}

(2,844)
(7,113
(13,786)
(12,620}

(12,093} -

(6,103}

(10645)

Share
100.00%

0.40%
23.40%
14.90%
10.10%
10.00% .
- 9.10%

8.30%

7.30% -

100.00%

0.20%
22.30%
19.80%
15.70%
12.40%
4.70%
3.10%
2.90%

100.00%

4.70%
82.10%
4.70%
3.10%
1:10%

100.00%

2.90%
17.60%
14.20%
13.00% .
12.50% -

10.90%
- 6.30%

Note: Most of the Argentine leather products are used for re-export from Singapore,
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{5) Wood & cork mfs.
TOTAL 142,103 (97,056) 100.00%
ARGENTINA 1,692 {1,156} 1.20%
MALDIVES 385,776 (270,315) 278.50%
NEW ZEALAND : 14,217 (9,710 10.00%
TAIWAN 12,659 - (8,640) 8.90%
U.S.A. 10,933 (7,467 1.70%
(6) Tron & steel o
TOTAL - 3,288,794 (2,246,244) 100.00%

. ARGENTINA 4,518 - (3.086) 0.10%
JAPAN 1,273,050 (869,493} 38.70%
MALAYSIA : 222,194 (1S81,759) 6.80% -
KOREA C213.244 {145,646) 6.50%
TURKEY 193,666 (132,274) 5.90%
UK. . 170,601 (116,520} 5.20%
U.S.A. ' 137,738 {94,075} 4.20%
BRAZIL T 136,885 {93,492} 4.20%
{7) Power generating
machinery _
TOTAL. 4488335 (3,065,540) 100.00%
ARGENTINA 513 (350) 0.00%
U.S.A. _ 1,760,581 (1,202477) 39.20%
JAPAN 983,570 {671,778) 21.90%
MALAYSIA _ 376,112 {256,884) 8.40%
FINLAND 248,889 (16%,991) 5.50%
GERMANY 235,780 (161,038} 5.30%
UK. . 222462 (151,942) 5.00%
TAIWAN 111,415 - {76,096) 2.50%
{8) General industrial
machinery : : _

. TOTAL 5,946,753 {4,0661,632) 100.00%

- ARGENTINA : : 1,642 (1,326) 0.00%
JAPAN : - 1,822,259 {1,244,603) 30.60%
U.S.A. £,110,761 (758,650) 18.70%
GERMANY 553,736 (378,202) 9.30%
MALAYSIA 546,879 (373,518) 9.20%

- UK. 267,607 {182,716} 4.50%
THAILAND : 216,808 (148,080} 3.60%
ITALY S212.217 - (144,944) 3.60%

" {9) Gold non-monetary

- TOTAL : . 353308 {241,651 ‘ 100.00%
ARGENTINA 2,356 S (L,609) 0.70%
JAPAN 167,040 © 0 {114,088) 471.20%
KOREA 120,419 {82,246) 34006
OC AFRICA . 25,360 {17,321} 7.20%
PHILIPPINES 17,707 {12,094) 5.00%
GERMANY ' 8,188 (5,729) 2.40%

Source; Singapore Trade Statistics.
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As seen in the above figures, the participation of Argentine goods in the
Singapore market is very smal and almost negligiblc for the market. Roughly speaking,
in the agriculture sector, the strong competitors ase those neighborhood couniries, the
US.A. and: Australia. In the manufacturing sector, the steong competitors arc the
U.S. A, Japan, and EU countries.

Table 6.8 The List of tﬁe Compelitive Commodities to

: Argentine Exporls in Singapore
{Those commodilics are exporlable from Argentina but ol yel penetrated inlo the market)

Commoditics Total amount of Main cxposting counlsics
. imporls ‘
. 5% matlion {US$ mitlion)
Live Animal 413 Malaysia, Austratia, New Zealand
(282) A
Dairy Produce & Eggs ' 441 Malaysia, Austratia, New Zealand,
| [&it])] Netherlands
Fish & Fish preps. 902 Malaysia, Thailand, Taiwan, Victnam,
- . (616) . Tipan o
Beverages 646 France, UK, Malaysia, Hong Kong
I - (441) -
Tobaceo & Manufactures 1,428 U.S.A., UK, China, Hong Kong’
(975} | :
Cork & Wood 37 Mataysia, Myammer, U.8.A., Thailand
(i
Crude fedtilizers & Minerals 197 U.S.A., Malaysta, Thailand, Istacl -
@m . -
Petroloum & Products 14,903  [Scychelies, UAE, Malaysia, Kuwail,
(10,179) Iran
Medical Products 701 Switzerland, Japan, China, Malaysia
L (479
Plastics in primary [orms 1,557 Japan, Germany, Netherlands,
_____ {1,063 Saudi Arabia B
Chemical Products 3,140 U.S.A., Japan, haly, Taiwan
» (2,145}
Tron & Steel 3,289 Japan, Malaysia, Korea, Turkey
(2,246) :
Metal manufactures : 2,602 . Japan, Malaysia, U.S.A., China~
(,777)
Industrial machinery 4,239 Japan, $.8.A., Germany, Malaysia
(2,895) ' o
Olfice & Data machines 12,160 U.S.A., Japan, Thailaod, Malaysia
. : (8,305} : ]
Telecommunications apparatus 12,301 Mataysia, Japan, U.8 A, Thailand
(8,402) B
Elcctrical machinery 23,616 kxpan, .S A., Germany, Malaysia,
(16,130) :
Road vehicles 3.407 Tapan, Germany, Malaysia, U.S.A.
SR (2,237) N :
Transport equipment 4,951 U.S.A,, Japan, France, Panama
L (3,382) . . .
Clothing 2,113 - Malaysia, Hong Kong, China, Thailand
{1,484) '
Foolwear : 380 Malaysia, ltaly, China, Hong Keng
{260} ' '

116



Vol. Il (Chapter 6) <Singapore>

6.4 ‘The Importer's Opinion

~ As amattey of fact, the penetration of Argentine commoditics in Singapore's
market is still at a primitive stage. The followings arc opinions of some of those
importers which we visited during our stay in Singapore.

(1) "A" trading company of general commodities (they are presently buying corned
beef, garlic, and cattle fish from Argentina)

Comed beef: Argentine brand "Libby” is well known in Singapore. Both quality

“and price are good and competilive. However the exposter is not so eager to make
sales promotion while other countries like Austratia, China are quile active in doing
promotion.

Garlic: Argentine garlic is better than that of Asian countries in the sense that they
have good quality and longer life. However, the transportation cost is high because
they use refrigerator container to carry a long distance. The company buys garlic
either from China or from Argeniina depending upon the sales price of each
couniry.

~ Other Argentine Goods: They never heard of Argentine wine, and never been
approached by Argentine exporters. (As for Tobacco leaf, they buy from
Indonesia, India and China and (hey re-expoit the blended tobacco to vartous
countries).

(2) "B" state owned trading company (one of the leading trading companies in
Singapore)

As far as the persons we miet to know, the company has never been approached by
Argentine exporters or manufacturers. They are mainly dedicated to import various
commodities and re-export them o the neighborhood countries.

From south American countrics, they import shellfish including abalone and
sardines from Chile. |

They are interested to buy crops, seafood, meat and fruits especially apples from
Argentina.
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(3) "C" Trading company

They are specialized in buying meat from various countries and sell in the domestic
market directly or re-export to other neighborhood countries.

They started to import meat from Argcmina-IO years ago and they are of opinion
that the quality of Argentine beefl is very g’odcl and the price is about 20% lower
than the Australian beef. However, they are selling it as a lower class beef because
the brand name of Argentine beef has not been established in Singapore (not known
to the public). Since the niarket is growing, they would like to buy more from
Argentina, bui, there is a problem of shortage of supply and they are unable to buy
sulficient meat from Argentina. They suppose that Argentina is exporting to the
neighborhood countrics like Brazil instead of increasing their sales in Asian
countries. Argentine exporters pay a visit to Singapore once a year while the
Australian exporters very frequently visit for sales proinotion purpose.

@) "D" Importer of steel, cement and building materials

The company has never been contacted by Argentine companies. They are buying
steel from Japan, Korea and Brazil and cement from Japan.

Quality, price and delivery are the most important elements for them to make
decision of buying. If those conditions are fulfilled, they arein a position to buy
those goods from Argentina. They are especially interested in building malerials.

(5) "E" Singapore shipping company

They used (o transport wool and resin from Asgentina to China but later on they
were substituted by Australian goods duc to the reason of transport cost. The cost
of freight beiween Singapore and Austealia is about half of the freight between
Singapore and Argentina. In recent years, Australia, New Zealand and South
Africaare actively contacting Singapore to promote their sales of goods like crops,
vegelables, fruits, imeat and even steel. They consider that the Argentine approach
to this market is not enough. ' o

(6) "F" Imposter of leather materials

They are buying semi-finished leather from an Argentine company with rather big
amount,
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They re-export those materiats mainly to China, Korea, Indonesia, Taiwan and
Hong Kong.

According to them, Argentine leather is medium grade in its quatity but beiter than
the products of other South American countries like Brazil. The price is reasonable
and competitive. ‘The problem they have in this trade is that the Argentine seller
does not follow or comply with the request of the order strictly.

Very often, the size, color and thickness differ from their order.

Since the demand for semi-finished leather has been increasing, they would like to
buy more from Asgentina but the supply of the comnpany, with which they are
dealing, is not enough.

They would like to find out other leather suppliers, but they are very much
worrying about their quality of gobds and trustworthiness. If someone could
introduce good and trustful supptiers, they certainly would buy more leather from
Argentina.

Our Suggestion to Promote Export from Argentina

In spite of the higher cost of freight due to the distance, some Argentine

commodities like beef, leather, vegetable oils, gastic and gold have been sold well and

therefore they are competitive in Singapore.

.Also those pr_oducls like, scamless tubes, stecl, construction materials, fruit, fresh

- vegetables, equipment for cargo movement have great possibilities for the export to

Singapore as long as price, quality and delivery are satisfactory to them. bmport duty is
not an obstacle for export, because 95% of all commodities are free from a custom duty in

Singapore as mentioned before.

Apart from the kind of promising commodities, we would like to make the

following suggestion in order to increase Argenting cxport.

(1) According to our survey not many people know about Argentina nor about it's
_ products. Itis absolutely necessary to make more advertisement of Argeatine

..-products effecting strong sales prdmotion which should be initiatcd by Argentine

exporters or manufacturers. At an carly stage, however, the govemmental initiative
will be very important. '

119



Vol. 1l (Chapter 6) <Singapare>

With an effort of the embassy of Argenlina, three teade missions visited Singapore
in 1993. In 1994, total number of missions reached seven which is the highest
record in the past. During our stay in Singapore, Cordoba mission came and it was
fruitful in the sense that they concluded special agreement with Singapore
Manufacturers Association for future trade and investment promotion in addition to
the concentrate negotiation of investment and promotion of banking business.
Trade missions or trade fairs are certainly one of the effective measures for such
purpose. : |

Not only promoting such missions from Argentina, it is also necessary to make an
effort to invite them from Singapore more frequently, since Singapore trade
development board send their mission to South Anmerica only every two years.

On the other hand, in order to overihrow the general ignofancc of Singaporeans
about Argentina, it will be uscful to introduce Argentine culture like "Tango”,
“Folklore" to the public, since they are now thirsty for culture once they reached a
satisfactory level of the standard of living.

(2} In Singapore there is a trade development board (STDB) which is a national
trade promotion Agency set up to develop the country's international trade. _

It provides assistance to both local and foreign companies which Singapore as a
trading base for all types of trading activities, including third-country trade, emrepol
trade, counter frade as well as regional warchousing and distribulion.

STDB promotes Singapore's export of both products and services through it's
network of overseas offices (total 27 office) and by orga'nizing the padicipation of
Singapore cbmpanics at interational exhibitions and trade missions. - For overseas
companics interested in sourcing products and services from Singapore or selling
up international trading operations in Singapore, the STDB world wide network of
office provide immediate and efficient information and assistance.

Many other Asian countries also have such world wide trade promolion
organization, take Hong Kong for instance, their Trade De\'elopment Council has a
nctwork of 36 offices in 25 countries throughout the world. In Argentina
Fundacién Exportar was established a few years ago for the same purpose. But the
enhancenent and amplification of their activity through the establishment of world
wide network, will be nccessary, since their is a limitation in the trade promohon
activily by Argentine embassies in abroad. : ' '
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(3) The Argentine exporters' or manufacturers’ constant and continuous effort of
sales is also essential.

Their visits to or business contacts with Singapore imparters have not been encugh
so far in compartison with those businessinen of other competing countries like
Austratita, New Zealand and the U.S.A.. Through the frequent contacts together
with the deep market research, Argentine business-men will have better
understanding about Asian market and Asian business practice. And as a result of
the formation and expansion of adequate sales channcls, they certainly can increase
their sales in Singapore. '

(4) Thereisa good sign of the increase of sales of Argentine meat, because just
recently Evropean Union approved to import fresh (chilled) meat from Argentina.
This led to the same approval of Singapore and fresh beef will go into the
Singapore tmarket in the near future. Argentine beef producers should take
advantage of this policy change, and théy should make cvery effort to implant the
image of the world best quality meat to those consuiners in Singapore. In this
connection, however, from the supplier’s side Argentina must take necessary steps
to cope with the increasing demand for export to the oricat.

(S) Singapore's lrading companies engage not only in domestic sales but also in re-
export of forcign commedities. In 1993 the Singapore re-exports amounted to 44
billion Singapore dollars, about 37% of total exporls. Asian countries occupy main
share for such re-export. - S

Even though the Singapore's domestic market is small with the population of less
than 3 millions, Argentina is able to expand their sales to other Asian counicies
through the hands of Singapore's traders. Therefore, it would be advisable for
Argentine exporters 1o have a business relationship with Chinese group companies
or merchants in Singapore, because most of them are eagerly expanding their
business to other Asian countries through their brother companies or family
residents in abroad.. B

(6) As mentioned in the section of "Profile of the Market", Singapore has a

" function as an Asian center for trading mémufaciuﬁng, various services and
information. Argentina will be able to utilize this function in order to expand their
business in Asia. Singapore could be considered as a gateway 1o other Asian

~ countries including Indochina.
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6.6

Analysis of Investment

(1) Singapore's total direct investment

In recent years the direct investiment by Singaporcan companics {0 ovegseas

countrics has been increasing tremendously as seen in the following table.

Table 6.9 Singapore's Tolal Dircct Envestment Abroad:

Year Amount Annual Growth . GNP - fAs Percentage of GNP
S$$ million (%) 5% million

1989 8,659.3 57.906.5 - 15.0

1990 16,8119 949 66,695.0 253

1991 18,6075 10.2 73,9434 252

1992 22,4425 20.6 80,455.5 219

1993 28,159.6 .25.5 (90,2324 312

Source;

The Survey of Singapore's Investment Abroad & WEIS.

By the end of 1993, the total direct invesiment assets of the pi'ivale non- financiat

sector reached $$28.2 biltion increasing by 25.5% in comparison with previous year.

Actually the amount of total investment has tripled dudng the past five years. The

number of companies established abroad also increased from 2,391 in 1990 to 3,174 in

1993. Such new venture in abroad was molivated by lower cost of production and

abundance of laborers in the host countries. The main sectors of their investment are,

financial, manufacturing, service and comimerce sectors.

{2) Singapere's direct investment abroad by recgions and countries '

The investment by Singapore companics is concentrated on Asian countries. As

of end of 1993, more than half of their direct equity inivestment abroad was effected in
Asia as seen in the following table. ' ' :

Source: Same as Table 6.10.

Table 6.1¢ Singapore's Direct Iavestment by Major Regions

. (8% million)
1990 19 1992 1993 Share in)

. , : 1993

ASIA 7,013 T.40! 9210 11430 54.08
{ASEAN) (3,567 {3,996 {4,897) 5,934y - (279
LUROPE 1,096 1,398 1,480 1,550 1.3
NORTH AMERICA COT16} . 1,32% 1,621 1,867 -8.8
OCEANIA . 1,994 _‘2'.068 2,102 . 2,016 9.6
'OTHERS 2,802 2,994 3,328 4,308| 203
TOTAL 13,621 15,184 12,741 21,241 100
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- In Asian countrics their investiment was mainly directed to Malaysia, Hong Kong,
Indonesia, China and Thailand. Today, atso India, Vietnam attract the interest of
Singapore investors.

As for Argentina, there is no record of investment from Singapore in the past
except the case of very small amount of investment in the financial sector. Also there is
no record of investment in other South American countries like Brazil, Chil.e and Mexico

in recent years, -

(3) The main reason why Singapore lnvestors have prefercnce in
Asian countries rather than Argentina

~ According to the opinions of various sources, the following poiats are main
reason of theie preference.

D Those neighborhood countries especm}iy ASEAN countrics and China are
growing very ﬁst together with the political and economical stability.

Under such rapid economic growth and expansio_n_of markel, their investment
opportunity has been growing year by year.

2) Asian market is easy to approach geographically, sufticient information is
available, common languages, commeon culture and common commercial practices
exist, and in many Asian countries there is a big community of Chinese residents
which strengthen the economical tie between countries.

3) In other Asian countries, labor cost is lower and there are abundant man power
and various incentives for foreign investors.

4) Singapdre is a small country with a small population.
Since the supply of labor force is fimited and the market is small, the government
| has been promoting the construction of new industrial parks in other countries like
Indonesia, Malaysia, China and India in éoopcfration with other governments. This
provides new investment opportunity.

Asa good example of this ldea, Singapore is promoling a plan of "Growth Triangle
Lone" involving lndone.sua and Mahysn In the case of Batam, Industeial park in
Indonesia whose conslructlon started five years ago, mon, than 50 companies have
already extended to operate there (15 Singapore companies, 21 Japanese companies
and 4 U.S. companies as of April 1994). Their total investment ':ccoums for more
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-than US$200 million and the export of their products reached US$600 million per
year. Under the govermment support including the preparation of necessary
infrastructure for such industsial zone, Singapore investors consider that thosc
regions are less risky in comparison with other distant countries.

In the case of South American countries including Argentina, the above mentioned
sitvation is different or sometimes on the contrary. In addition, investors'in Singapore -
are nol familiar with those countries at all, therefore those countries remain far from
Singaporeans both geographically and mentally.

(4) Suggestion (o promole investment in Argentina

As a matter of fact, for Argentina, to proinofe invesiment is more difficalt than to
promote trade with Singapore for the mentioned reason. For the timé being, Argentina
should concentrate on the promotion of teade, mainly export of Argentine commodities to
Singapore. By doing this, through the enlargement of trade, Argentina will become more
familiar to Singaporeans and it will bring them increasing interest in the country as an
next invesiment target. Meantime, it will be necessary for Argentina to create better
eavironment to attract foreign investment including incentives which most of the Asian
countries are actually providing. . ' '

6.7 ~ Suggestive Cases to Promote Investment and
Productivity '

(a) The ceaseless Japanesc investment in Singapore

Singapore is now very important manufacturer and exporter of electronics
equipment. The labor intensive industry is no more welcame in Singapore, The
government is inviting those companies of advanced high technology, like information
system, software, micro electronics, precision, biotechnology, R&D and so on.

In spite of the increase of labor cost in Singapore in recent years, new invgélment
of non-labor intensive and high value adding industry is flowing into Singapore from -
Japan. According to Japanese Chamber of Commerce and Industry in Singapore, the
number of Japanese companies as of October 1993 was 2,357, thirty or forty new
companies coime to Singapore every year. ‘The Japanese investment during 1993
amounted to $$779.4 million which represent 20% of all the FDI in Singapore during the
year. The main sectors of Japanese investment are, electronics, chemicals, transport
equipment, and machinery. There are a lot of companies which have a function as a
regional headquarters and a control céngc'r of logistics and human resources. o
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Just recently Sony display devices (Singapore) announced to invest $123 million
inanew plant to make cathode ray tubes {CRT) which wilt mect 40% f Sony's global
demand for CRTs. The Sony's decision in making such plan in Singapore is based on
the following advantage of the country from their point of view.

(1) Singapore's excellent physical infrastructure, excellent transport and
tclecoimmunication system,

(2) Free teade and almost negligible import tariffs.

(3) English spoken country.

@ High cducated laborers ¢specially abundant engineers graduated from university.
(5) Allowance for lhc.accelemted depreciation system of machinery. |

{6) Low cost of electricity.

{7) Various incentives for foreign investors such as tax incentives for the company
designated as regional opesation headquaiters and pioneer status company, and
even for expansion of factory and R&D expenses.

The main reason of the continuous investment of Japanese companies can be
found in the Sony's comments mentioned above. Their comments, therefore, give us
good suggestion how to promote foreign investment in Argentina.

(b) ‘T"he activity of the National Productivity Beard of Singapore (NI'B)

In 1972, Singapore governmnent established NPB, a statutory board by
registration in order to develop a word-class quality work force. NPB is governed by
Board of Dircctors, with representatives from employer groups, trade unions and the
government. The main activities of NPB are productivity promotion, teaining and skills
development, management guidance and assistance to companics, and produclivity
sesearch or measucement.

The Singapore economy expanded fairly rapidly at 6.7% per year over the last
decade leading to a 60% rise in the average income of each pcfson. Two-thirds of this
strong economic performance came from the average annual 4,4% growth in labor
productivity. In the last decade, higher capilal intensity contributed 86% to Singapore's
labor productivity growth, with the remaining 14% coming from Total Factor
Productivity (TFP) growth. Their goal is to double the conteibution of TFP by the year
2000. They have also the target of doubling the productivity of selected domestic
industries, QCC (Q_ualily Control Circles) participation rate in the private sector and
- training investment by the year 1995. ‘ ‘
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On the base of the idea that TEP can be achieved through the restructuring of
business taking advantage of modern management system and technotogical
developments, they have led small busingss to form franchises.

Through this franchising or grouping of small business, many of them attained 80
- 100 percent increases in sales implementing better computerized cashiering system.
This is one of the successful examples of the activity of NPB. |

They are especially focusing on the targets --- good management, skills upgrading
of work force, worker participation at the workplace (QCCs), and as a fina$ end, world-
class quality products and services. Their activities or organization, even partially, could
be introduced to Argentina to altain a long term produclivity growth of industey which
wili lead to the strong competiliveness of Argentine goods in the world market.

Figure 6.2 The Growth of the Producltivity of the Selected Countries
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Figure 6.3 The Level of the Productivity of Selected Ceunlries
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1. Malaysia
71 Profile of the Market

~ Malaysia has a land area of 329,758 km? and population of 19 million in (993
with about 37% of its population in 0-14 age group. The population consists of Malay

{58%), Chinese (31%), Indian and others (139%). Chinese, although they are a minor
race in population, control the economy and the distribution chaanels, and native

Malays have retatively low cconomic status. Morcover, difference in income per

person is very wide depending on race, occupation and region. The government has

been undertaking various measures to support and strengthen Malays.

Malaysia is categorized by the World Bank as the upper middle income country

with US$3,392 of GDP per capita in 1993. Its economy has enjoyed the world's highest

average annual growth rates in GDP over past two decades, indicating 6.8% increase

per year between 1971 and 1990. The high growth continued in the carly 1990s,
indicating 7.8%-9.7% until 1993, and inflation remained less than 5% (Table 7.1).
Strong growth of manufacturing and construction are the main factors of econormic

growth, although agriculture, forestry and ﬁshi'ng, and mining have been remained low.

The share of the manufacturing scctor in GDP increased by almost 10% in the 1990s

while the share of agriculture fell by 6% (Table 7.2). The expansion of the

manufacturing sector is accounted for by growth of the domestic market-oriented

industries (3 1. l%) and expoit-oriented industries (14.2%).

Tab!e‘l 1 Major Econonuc Indicators

' (%)
1939 1990 199§ 1952 1923
Fo {Million}
Popu!ahon 174 §7.8 18.2 18.6 &)
GDF per capila (US$) 2,151 2,391 2,589 31,119 1,352
Real GDP growih 9.2 97 871 1.8 8.5
Growih of GDP by origin
Agriculiure, foresley and ﬁsh-ng 6.0 0.3 (] 4.3 39
Mining 8.6 49 2.3 1.7 -1.3
Manulactucing 141 15.7 i3y 10.5 13
Construction - S 19.1 14.6 1.2 11.5
Scrvice 8.6 1.5 10.4 9 932
Unemployment rate 11 5.6 43 19 10
Inflation ralc 28 il 44 4.7 3.6
. {F ol GOP)
Goyernment surplusidedivil na -2.9 -0.5 0.4 -0.5
Exchange ratcs (RM 7 USE) T JORE PRI 500 T 25731
] (ML, dollars)
Trade balance 3913 - 1,910 527 1316 3409
Expoils 24,661 PN 33,513 19611 45912
Tinpons -20,754 -16,967 33,006 36,237 -42,5013
Cortent aceount halance =212 -1,630 -4,184 -1,650 2,103
Capilal accounl balance 574 2,542 6,220 8067 9,414
verall balance 230 1,953 1,246 6,573 13,359
Source: ~ Bank Negara Malaysia, Annual Report 1993; and ADB, Key Indicators of Developing Asian’

and Pacific Counmes 1993.
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Table 7.2 Share of GDP by Industrial Origin

- (%)
: 1930 1986 1008] . 1992]  1993n 1994f
Agriculture, forestry and fishery 23 1| S X1 I ¥ 16 15
Mining quanrying 10 11 9 9 8 7
Manufacturing _ 20 21 28 29 .30 31
Construction ) 4 4 4 4 4
Electricity, gas and water . i 2 -2 2 2 2
Transpotl, storage and communpications] . 6 7 7l - 7 L I
Wholesale and retail trade, hotels 12 11 12 12 12 12
Finance, insurance and real estate - | 8| 9| 10 1] - 1 11
Government services 10 12 0] - 10 w10
Other services (less imputed bank : 5 2 1 2 2y 2
charges plus import duly) ' N - ‘ L. '
GDP - 100 II}O ~ 100 190] 100 100

p: Preliminary; f: Forecast.
Source:  Computed from Bank Negara Malays:a Annnal Report 1993; and E1U, Couniry Profile-
Ma!msm and Burnei 199 ?/94

The strong domestic deinand and continuing expansion of éxpan has been
contributing to the economic growth, The high rate of growth, though lower than in the
recent past, is expected to be continued in the longer tesm, while the short term growth
will depend on the performance of industrialized countries such as Japan and_the United
States, which are the major trading partners as well as investors.

In the1960s, Malaysia's economy depended largely on the production of primary
commedities like agricultural products, rubber, tin, etc. In the 1970s, there wasa
growth of oil industry, and in the 1980s, industrialization (ook place. Contrary to the
primary industry, manufacturing sector has been becaming more and more important
since then. Especially electric 1ppliancés and electronics industey have been growing
rapidly. Take VTR for instance, M'xlaysm now produc»s 20% of all the world VTR
products.

Construction sector has been becoming boom in recent years especially in big -
cities tike Kuala Lumpur, [poh, and Johor due to the hrmy of government and private
sector infrastructure projects, as well as a rapid expansion in office, housmg and
industrial facilities. '

The Malaysia's population has been increasing at about 2.3% per year. Total
population is supposed to reach 20 millions in 1995, As slated,: the young gencration up
to 14 years old occupies 37% of the Lotal population. Although Malay's tend to respect
tradition, the westernization has been going on. Now theic consumption demands
extend to lasge variety of commodities including foodstuff, some of which Argeatina is
in a position to expost. |
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The biggest issue which Malaysia is now facing is labor and wage problem.
“Unemployment rate fell to an all-time low of 3% in 1993, and the plantation,
construction, manufacturing and services sectors suffer froin labor shortages. From ihe
mediun and long term point of view, there is possibility that this labor shortage will
* become bottleneck for cconomic growth, and there is a risk of general hike of wage at
the pace more than the increase of produuwnty

7.2 International Relations

Malaysia has been promoting ties wilh its Far Eastern neighbors. [t stressed the
importance of establishing an Bast Asia Economic Caucus (EAEC) to counteract to the
emerging trade blocs in Europe and North America. 1t was proposcd in 1993 that
membership would comprise the six ASEAN countries and China, Japan, South Korea,
Taiwan and Hong Kong excluding the U.S.A,, Canada, Australia and New Zealand.
The U.S.A., which was the largest importer of Malaysian goods, shows negative
attitude against the EAEC's objeclives. '

It is unknowa at present what kind of impact will generate this caucus on
regional economy in the future. However, this new movement of regional integeation
should be carefully watched, since it may affect the export of Argentine goods directly

or indirectly.
7.3 “Trend of Malaysia's Imports and Those with Argentina
731 Trénd of imports

The trade batance showed a surplus throughout most of the 1970s, the 1980s,
and the early 1990s.. As stated, Malaysia succeeded in reducing dependence of expoits
of ageiculturat and mining goods in the 1980s and has strengthencd the export of
manufactused goods such as electrical appliances and other clectrical machinery. Atthe
same time, imports of capital and intermediate goods such as machines and transport
equipmient and basic manufactures have been increasing; such imported goods were
registered a double-digit increase between 1986 and 1990,
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Fable 7.3 lmports, by SITC Section

USE Million .
1985 {UR6 1987 {988 1989 1994) 1991 I 1992
Food and live animal 3064 2914 2065 3826 46091 4551 5,139 5,468
Beverage and tobacco 229 210 192 208 237 293 424 399
Crude materials exc.. luels 1,036 1017 1,286 1,815 2,495 2,548 2,810 2,633
Mincral fuels, ele. 3,722 2,388 2,181 2,318 2,908 4,021 4,253 4,243
Animal, vegelable ol and fats g1 68 205 267 270 218 | 131
Chemicals 2,640 2,687 1281 4,782 sAI9f.  66u1] . 7663 8235
Basic manufaciures 4419 4,038 40952 7,167 9,501 12,421 15,924] 16,275
Machines, transport equipment 13,2621 12,5791 " l400] 19,522 20080f 39,588 54,165 - 55886
Misc. manulaclured goods [,674 1,701 1,954 2467 327 4,434 5,650) 5884
Hnclassiticd goods 2 2 37 921 2,480 4,357 4,409] 2,350
Totl 304391 27923] 31,933 43203] 60.859] - 791190 100,832 99,354
Compaosition (%)
1985 1986 1987 1958 1989 19904 - 1981 1992
Food and live animal 10,1 1.4 9.3 8.8 7.6 58 5.1 55
Beverage and tobacco 0.8 {).8 0.6 0.5 0.4 - 04 0.4 4
Crude materials exe,. fuels 34 16 40 4.2 4.1 A2 28 2.7
Minerat fucls, eic, 12,2 8.0 1.5 54 4.8 5.1 4.2 4.3
Animal, vegetable oil and fats 0.2 0.2 0.6 0.6 - 0.4] 0.3 0.4 0.3
Chemicals 87 9.6 10.3 {1.0 8.9 8.5]. 7.6 8.1
Basic manufacturcs 14.5 14.5 13.5 16.6 164 15.7 158 16.4
Machines, (ransporl cquipmical 43.6 45.0] . 451 45.1 479 00] 537 56.2
Mise. manufaciured goods 3.5 6.1 6.1 5.7 5.4 5.6 5.6 39
Unclassilied goods 10 1.1 [Ki] 2.1 4.1 5.5 - 4.4 na
Total 100.0 100.0) 1.0 100.0 100.0! 1.0 ]00.()' 10
Growth Rate . N
198RS 1986 1987 1088 1989 1990 1991]
Food and five animal -49 L8 24 20.5 -1.3 129 " 6.4
Beverage and tobacco -8.A -8.6 83 119 216 44.7 59
Crude materials exe.. fuels - 1.8 26.5 41.1 37.5 2.1 {03 -6.3
Mincral foels, cte. -35.38 -0.3 -2.6 25.5 38.3 5.8 -0.2
Animal, vegetable oil and fals -16.0} 201.3 0.2 1.1 -19.3 81.2 -16.2
Chemicals 1.8 22.1 45.7 13.3 235 14.5 7.5
Basic manufaclurcs -B6| 0 226 447 394 24.3 28.2 22
Machines, transport cquipment -5.2 14.5 156 49.5 35.7 36.8 3.2
Misc. manufaciured goods 1.6 14.9 263 32.6 35.6 274 1.1
Urclassified goods 29 -1.2 1900.5 169.3 157 1.2 na

Source: ADB, Key fndicators of Developing Asian and Pacific Counntries, 1993.

The characteristics of the imported goods are as follows (Table 7.3). -
1y The share of food and live animal halved from 1985 to 1992, and mineral fuels fell

by 3 times.

2) The share of beverage and tobacco shows a declining frend. .

3) The share of machines and transport equipment, the major component of impots,

rose moderately, accounting for 56.2% in 1992,

4) Basic manufactures remained between 14%-16%.

a

Three major suppliers of impoits to Malaysia arc Japan, the United States, and

Singapore, comn’buling more than a half of Malaysia's total imports. Among major

partners, Japan in particular steadily increased its share from 1987 to 1993, and
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remained a top supplicr (27.4% in total imports in 1993 followed by the United States
and Singapore with 16.9% and 15.7%. Overall, ASEAN countries are the important
trading partners to Malaysia. Australia, compcetitor to Argentina, ranked among the top
ten suppliers to Malaysia. The Argentine shate of total imports has been remaining less
than 1% except 1988 and 1990 with 2.1% and 1.9%, respectively. The share of Canada,
another competitor to Argentina, has been more than Argentina (Table 7.4).

Although the share of Argentine is very small at present, Argentina has
- possibility to increase its export of some conunodities such as construction nmchmery,
transport equipment as well as various kind of foodstuffs.

Table 7.4 Supply of Competitors :
{US$ mitlion)

1987 1988 1989 1990 1091
Canada 120.2 2054 216 258.3 288.3
Australia 5264 683.1 7119 §95.6 960.6
Argentina 235 83.1 l 1312 84.5

Source: UN, fnternational Trade Statistics, 1993,

"Figure 7.1 Supply of Competitors
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7.3.2 | Mataysia's bilateral trade with Argentina

Mataysia's bilateral trade balance with Acgentina has continuously been import
surplus as is shown in Table 7.5. Malaysia's import items from Argentina are mainly
agriculiure-based commodilies such as oil sceds, feeding stulf for animals, maize,
vcgctablebils and fats, etc.. Other industrial products such as tubes and pipes of iron
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and steel, mechanical handling equipment are also exported, but their amounts are not

yct so big.

Malaysia's main export items to Argentina are resource-based commodities and

manufacturing products of electric and electronic equipment, which are Malaysia's -

major export items including natural rubber and fatex, radio-broadcast reccivers, sound

recorders and reproducers, television reccivers, and telecommunication equipment.

“Table 7.5 Mala}sia‘s Bilateral Trade with Argentina

__(US3 million

Year Bx_porls llﬁpmﬁ. ‘Balance of Trade
1991 16.4 84.7 -68.3
1992 24.7 84.3 -59.6
1993 30.7 99.0 -68.3

Source: Depariment of Statistics, Malaysia..

733

Trends of imports from Argentina by commodity

Table 7.6 (1)-(8) indicates trends of imports for selected commoditics from

Argenlina and its major competitors {or the period 1990-1992.

Table 7.6 Malaysia's Imports (19%0-1992)

(1) Wheat _ (US$, %)
Counlry 1990 1991 - 1992
value share value share value share
Argen‘lina 2467413 L71%] 5,053,966 2.71% 1,661 0.00%
Australia 99,617,041 69.00%7 78,945,794 C43.33%) 78,122,736 43.19%
Canada 21,090,495 14.61%] 31,260,142 17.16% 36,851,125 2213%
Saudi Arabia 4,455,191 3.09%] 42,613,261 23.39%| 27,504,829 16.97%
US.A. 13,877,169 92.61% 13,326,791 1.31% 12,664,160 181%
India 4,824,973 3.34% 7,188,803 3.95%| - 6,860,877 4.23%
Total 144,366,638 100.00%] 182,191,681 100.00%]| 162,098,854 100.00%

(2) Frozen Beef (Boneless) (USS, %)
Country 1990 o 1991 1992
value share value share value share
Argentina 1,693,627 347% ERIERIK] 1.77% 724,439 1.19%
India 34,035,275 69.72%| 46,428,512 7364%] 42,622,183 70.14%
Australia 3,159,294 16.71% 8,324,903 13.20%] 8,820,493 14.52%
New Zeatand 2,911,897 5.96% 4,634,283 7.35% 4.813,011 T192%
US.A, 1,422,615 291%| 1,996,465 3.17% 1,783,862 2.94%
China 24,229 0.05% 0 0.00% 891,878 1.47%
Total 48,818,865 ©  100.00%] 63,044,843 100.00%] 60,767,742 100.00%
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(3) Soy bean (US$, %}
Country 1990 1991 1992
_ value share value share value share
Argentina 37,165,351 3045%| 28677414 20.30%] 23,838,642 18.20%
China 15,104,600 12.37% 60,001,521 42.47%) 46,959,432 3581%
U.S.A. 42,268,212 J4.63%| 31,401,534 2222%1 30,879,141 23.55%
‘|Brazil 10,385,102 8.51% 2,631,274 1.87% 19,372,367 14,774
Canada 0,354,328 5.21% 6,110,910 4.32% 6,067,176 4.63%
Vietnam 5421,79} 4 .44% 4,654,317 3.29% 2,290,638 1.75%
Total 122,065,807 100.00%]| 141,296,086 100,005} 131,127,020 100.00%

(4) Soy bean Gil Cake _ (USS, %)
Couniry 7950 1991 1993
' value . share value share value share
Argentina 0 0.00% 5921 002%] 23816114 33.28%
_ India 1,984,415 6.719%| - 5,691,215 15.69%] 26892813 37.58%
China 25,988,087 88.96%| 29,992,314 82.68% 13,402,666 18.73%
Brazil - 114,590 0.39% 9,241 0.03%] - 6,881,715 9.62%
Taiwan 916,980 3.14% 446,320 1.23% 0 - 0.00%
0 0.00% 0 0.00% 0 0.00%
Total - 29214447 100.00%| 36,276,884 100.00%) 71,569,825 100.00%

(5) Maize for Animal Feeding (USS, %)
Country 1990 1991 1992
value share value share value share
Argcﬂli na 2,385,369 14.74% 74,078 0.59% 9,971 0.05%
China 3,451,887 21.34% - 1,573,768 60.53% 12,475,518 60.93%
Thaitand 7,721,338 42.77%| 4,859,108 38.84%|  3.878,390 18.94%
Indonesia 101,565 0.63% 0 0.00% 2,267,919 11.08%
US.A. 483,486 2.99% it 0.00% 892857 4.36%
Kenya 1,869,466 11.56% i - 0.00% 0 0.00%
T_Dlai 16,177,586 100.00% 12,511,969 100.00%] 20,476,588 100.00%

(6) Vegetable Oils {US%, %)
Country 1990] - 1991 1992
value . share value share value share
Argenlina 28,135,308 6293% 13,244,770 45.31% 15,633,412 54.75%
Brazil - 2,728.876 6.10% 4,991,250 17.07% 5,850,526 20.63%
U_.S.A. 5,020,486 11.23% 4,027,962 13.78% 3,907,525 - 13.68%
Singapore 2,577,028 S76%F  3.010,177 10.30%f  2,111418 7.30%
Total 44,711,313 100.00% 29,234,667 100.00%] 28,556,408 100,005
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{7) Leather _ (US$ %)
Country 1990 - 1991 : £962
value share value share] value share
Argentina - 66,204 0.45% 289,424 1.19% 73360  0.22%
Germany 2,652,984 17.88% 5,964,419 24.58% 8,208,204 24.13%
Thailand 1,145,908 1.72% 2,357.473 972% 5,924 538 17.41%
ll{lly 1,690,194 11.39% 3,453,162 14.23% 5416,957 15.92%
India 3,868,454 2607% 4,511,836 18.59%| 3,890,736 - 1.44%
Brazil 223,962 1.51% 1,542,016 6.35% 2026422 - 5.96%
Total 14,838,367 100.00% 24265798 - 100.00% 34,020,285 100.00%

(8) Seamless Pipe (US$, %)

- Country 1990 _ §991 1992
value share value - share value share
Argemina 9,599,291 4.61% 4,847,843 2.37% 3,491,847 © 3.08%
Japan 90,806,190 43.60%| 107,556,821 52.55%| 74,191,387 - 65.53%
Belgium 7,678,758 3.69% 7,889,272 3.85¢% 9,454,402 8.35%
U.S.A. 1.110912 3419 21425612 10.47% 57121115 © 5.06%
Germany 27,530,883 13.22%| 23,382,556 1142 5067490 4.43%
Sin gapore 4,463,579 2.14% 7,398,152 3.61% 4,523,718 4.00%
Total . 208,253,530 100.00%] 204,667,200 100.00%] 113,222,747 - 100.00%

Source: Depariment of Statistics, Malaysia.

(1) Wheat

The basic staple food for Malaystan peoplé is rice. Until the early 1980s, the-

production of rice is maintaincd the level of 2miltion tons per year and self-sufficiency

level of about 90 %. Since then, gradual outflow of farmers from raral areas to urban

arcas caused decline of rice production volumes up 1o less than 70 % of the self-

sufficiency level, which forced to import rice from Thatland, Pakistan, and Myainmar.

The consumption of wheat in Malaysia is recently increasing. The total volume
of wheat import is 840,000-1,310,000 tons in the period 1990-1992. Malaysia imports
wheat mainly from Australia (48 % of Malaysia's total wheat import in 1992), followed

by Canada (23%). The import of wheat from Argentina is almost negligible partit:_ularly

in 1992,

(2) Frozen beef (boneless}

In the 19603, almost all supply of animal protein had relied upon imports from

foreign countrics. Since the 1970s, however, domestic production of chicken, chicken

cggs and pork has increased substantially and is now exported to neighboring countries,

particutarly to Singapore, Present livestock productions in Malaysia are approximately
560,000 tons of chicken, 290,000 tons of pork, 20,000 tons of beef, 1,000 tons of
mutton, 6 billion of eggs, and 70 million liters of cow milk,
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Malaysia's animat protein has traditionally been obtained froin chicken and pork.
Recently, consumption of beef is increasing and imported from various countrics,
mostly by frozen and boneless shape. Among imported beef, high quality beef is
mainty supplied from Australia (3,700 tons in 1992), New Zealand (1,000 tons) and the
U.S.A. (200 tons), and is sold at department stores or high standard restavrants
indicating in the showcases or menus that they are imported from those countries of
origin. Low quality and cheaply priced beef is supplied mostly from India (39,000
tons) and they are sold at small shopping centers, markets, smali restaurants and food
shops on the street, Imporls from Argentina accounts for 300 tons in 1992 and less than
{ % of Malaysia's total frozen beef imports in volume. Tmported beef is disteibuted by |
importers directly to department stores, shopping centers and gestaurants.

_ According to Malaysian importers' comments on frozen beef from Argentina,
they consider that the quality of Argentine beef is good but its presence in the market is
still very weak and, therefore, sold in the lower priced side. They consider much more
publicity of Argentine beef and of Argentina by the country is required, for which beef
importers cannot do anything and requested to be done by Argentine government or
Argentine exportess. '

(3)_Soy bcan

For the period 1990- 1991, Malaysia imports soy bean for the volune of
470,000-550,000 tons from mainly China, the U.S.A., and Argentina. Thesc four
countries supply about 80 % of Malaysia's total import of soy beans. The average unit
price of import was 650 RMS$/ton in 1992 and .p.riccs of each suppliers were aot so
much differesnt. '

(4) Soy bean oil cake

In 1990-1991 period, Malaysia imported soy bean oil cake mainly from China,
more than 80 % of its volume and value of imports. In 1992, Argentina’s share of
imports jumped to 33 % from previous years' 0 %. This is duc to the shortage of supply
from China, v}hiqh is made up by imports from India and Argentina.

.(S) Maize for animal feeding -

Imports of maize for animal feeding from Acgentina has been decreasing year by
year for the period 1990-1992. In 1990, Argentina’s share for the value of import of
maize for animal feéding was 15 %, which became almost negligible in 1992. This is
due (o the competitiveness of offered price of Chinese maize.
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(6) Vegelable oils

Malaysia is the world lcading producer and exporter of paln oil, Production of
crude palm oil is 6.38 million tons in 1992 and 7.40 million tons in 1993, and 5.56
milfion tons were cxported in 1992 and 5.98 million tons in 1993. Its share in the world
market is 59 % of production and 60 % of trade. Pakistan and China are major
importers of palm oils and Japan, Korea and Taiwan are also stable markets of
Malaysnn paim oils. Malaysn'm palm oil subsector is faced with the problem of excess
refining capacity. Due to this excess capacily problem, the government has imposed an
administrative freeze on the issuance of new licenses for refining activities sincc 1989
for Peninsular Malaysia and refiners are encouraged to import crude palm oils for
processing. For the tong-term basis, however, demand for palm oils are expanding and
used not only for edible oils bat for raw materials of chemical products.

Palm oils are corisumed as basic edible oils in the country. But the future
production of crude palm oil is nol expected to increase sub'stantially-in Peninsular
Malaysia due to linited land availability for new oil palm cultivation. Also, palm oi!
faces competition from other oils and fats. The rapid increase in the international
production of cdible oils and fats, and the increasing dominance of palm oil in the
export market have made other oils and fats producers adopt an aggressive attitude.
The consumption of other vegetable oils in Malaysia is also gradually expanding and'
diversifying. Malaysia impoits vegetable oils in 1992 as follows:

Soy bean oil ' 25,000 tons
Ground nut oil 4,600 tons
Sunflower oil 10,500 tons
Maize oil £.900 tons
Total 49,000 tons

Argentina is the major supplier of all of those vegetable oils. Pasticularly, -
almost all volume of sunflower oils were imported from Argentina.

(7} Leather

Lealher is anothes prom:smg export goods from Argenttm But the pn,sent
share of Argentina’s leather in Malaysia's market is less than | % for the pcrlod 1990-
1992. Major suppliers are Germany, Thailand, ltaly and India. Although the size of -
Malaysian markel is not big, il is expanding year by year.
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(8) Scamless pipe

lron and Steel indusiry in Malaysia was developed in the 1960s in order to
minimize the import of products necessary for the infrastructure development of the
country, It has started from the production of galvanized iron sheets for roofs.
Particularly in 1967, Malayawata Steel of Japan-Malkaysia joint venture started its
operation, which is a first and real steel mill in Malaysia. Since then ; various steel and
iron related industries including secondary products of iron and steel have inushroomned
in Malaysia. Malaysia now produces and exports wirc and wire products, steel pipes,
tubes and fittings, secondary sheet producis, iron and stecl castings, and engineesing
and fabricated products. However, scamless pipes are mostly imported. The volume of
scamless pipe imports are fluctuating year by year and its total volume of impoits are
240,000 tons in 1990,200,000 tons in 1991 and 120,000 tons in 1992.

Major supplier of scamless pipes to Malaysia is Japan and its share is geadually
increasing. Japan's share now accounts for 66 % as is shown in Table 7.6.(8). Other
suppliers are Germany, the U.S.A., and Belgium but their shares are not stable year by
year. The shares of Argentina in recent 3 years are 2-5 % and Argentina have nol yel
established its market in Malaysia.

7.34 Suggestions for promoting export to Malaysia

Malaysia's population is 18.6 million and, although they are consisted of three
different peoples of Malays, Chinese and Indians, al} of their cul_luré and preference for
consumplion'are predominantly based on Asiatic tradition. As far as the basic food is
concerned, their staple food is rice and their major source of protein is chicken.
Ther_cfofg;, not favorable perspectives can be made for importing !ﬁrgc' amount of
Argentine major exf)o_rt products such as grains and beef.

However, the recent change of life-styles, which can be called "westernization”,
is approaching even to this country and multi-racial society. You can sce that many
Malay_siari shoppers are purchasiﬁg such non-traditional foods like breads, meats and
meat products at ﬁé\#lbe;ii!t department stores and shopping centers in Kuala Lumpur
and other major cities. Pariicuhrly, ybung generations of peoplé are leading the new
market and consumption pracnces It may be possible to foresce that Argentina can
supply their major export producls to cmergmg and expanding but not s0 big markel
like Malaysn
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The political and diplomatic climate is also favorable since the recent exclmngC '
of both countries' head of states. Malaysian Airlines started to operate regutar (lwo
flights a week) and direct flight between Buenos Aires and Kuala Lumpur by way of
Johannesburg and Cape Town, which is the first direct regular ﬂlghl connecting East
Asia and Asgentina.

In order to proceed this dircction successfully, following suggestions arc made
- by Malaysian importers and business people during the Study Team's visit to Malaysia :

1) Many Malaysians are pointing out that the Argentina's presence in Malaysia is

~ very weak. Some Asgentine products’ quality ¢.g. frozen beef are, from impoiters’
points of view, very good. Nevertheless, the fame of Argenline products has ot
yet penctrated into the market, and the prices of Argentine products are valued -
and tagged in the cheaper side or not specifically named as an Argentine product.
In order to change this situation, the Argentine government and private sector.
should put more emphasis on the publicity of Argentine products and even
Argeantina itself to East Asian consumers through TV or any other channels of
publicity, because East Asian viewers listen to the same programs of TV
throughout the tegion. '

2) Some teaders who are handling Argentine products expressed to the Study Team
that Argentine exporters seem to be considering the Malaysian market as &
marginal one and not much cimphasis is put to do business with it. Someﬁmes
orders made by the Malaysian importers were neglected or canceled or goods of
different specification were sent when, they claim, bigger orders were made from
their traditional customers. it is the case, and such conducts are continued it
may lose a telatively small but good-wishing market in East Asia. East Asian
traders and businessmen are particularly conscious to the timely and orderly '
delivery of products.

3) Malaysia has successfully transformed its mduslnal structure from primary
products-based economy to secondary onc and promoted expon of non-traditional
and lmnuhctunng produets through strengthening collaboration bcmeen publlc
and private sectors. Although the situations of Argenum and Mahysm are
completely different, there may be some cxpmences whu,h Argentina may cxtract
alternative policy measures for reference of encouraging industrial reorg'uuzauon
and promoting trade and invesiment,

The public sector of Malaysia promotes trade and foreign direct invesiments
applying various measures. It aims to expand the market share of Malaysia's
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exports, attract foreign direct investments and promote Mataysian investment
abroad. Ministey of International Trade and Industry (MITI) organized 9 trade
and investmient missions (o various countries and continents, in 1993,

These trade missions include not only leading manufacturers and cxporters but
also those from small and medium industeies and companies from the services
sector. MITV's support arrangements for those delegations include inaking
appointments with their caunterparts, arrangement for businessmen forum and
factory visits. | '

In 1993, former trade pramotion institution, Mal'aysian Export Trade Center
(MEXPO), was reorganized and new institution called MATRADE was
established. The planning and organization of all trade fairs and exhibitions were
taken over by MATRADE while the fnternational Trade Division of MITI only
handle trade policy, trade negotiation, bilateral and multilateral trade mattess.
Such experience of organizational restructuring for proinotion of trade will be
“useful for Argentina.

7.4 FDI from Malaysia
741 Current situation of FDI from Malaysia

Malaysia has continued to encourage a policy of attracting the foreign direct
mves!mcnt (EDI) from industrialized countries to Malaysm in order to promote ils
industrialization and diversification of expont since the early. 19805 Fhe policy was
successfully implemented and Malaysia is now one of the most successful
industrializing countries in Hast Asia. Therefore, it has so far not promoted its FDI to
other countrics. Rcccntly; as the economy expands, econontic growth through
industrial developmént in the country is constrained by the shortage of labor force,

“because the poptilaiion of Malaysia is not so big. It is now ncarly reaching to the point
that its aliractioux of FDI in industry from other indusirialized countries is gradually
becoming difficult becausé of its high wage rate for workers compared with other less
industrialized countries such as Indonesia, Vietnam, etc.

Faced wuh tlns labor situation, lhc Mahysmn government has slightly changed
its stance on FDI from Ma!ayua to other countries that it will encourage Malaysian
private sector's FD1 to other countries. The government is now expeeting that
Malaysian private sector will look outside and gradua!ly start to invest in other
countries. Their lnveslment will based on their own experience of business operations
and their knowledge on lhe country to be invested, This means that they will primacily
mvcst in nelghbormg couniries mcludmg Smgqpom Thmland Indonesia and Indochina
countries, where the Malaysian investors and entrepreneurs know the region, culture
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and people's ways of thinking well and Malaysian industrics are closely linked each
other. The target sectors of their investment will include palm ol and rubber-related
industrics and tourism,

Since the Malaysian FDI to other countries are not yet generalized, the Study
Team could not obtain any statistical or analytical data and information related on this
issuc. But it is alrcady reported that a huge tourism investment project to Vietnam is
now under discussion with Vietnamese authoritics concerned, Such movement of FDI
related with Malaysia and surrounding countries in East Asia will gradually increase
from now on. Although some amount of FDI fromn Malaysia to Argentina i_nclud,ing
tourism: investment in fguazu have already been made, it may not become massive at
least in short period since both countries’ industrics arc not yct ctosely linked each
other.

7.4.2 FDI promotion policics of Malaysian government as an example
of East Asian expericnce

(1) Relevance of Malaysia's experience in promoting FDI

Although possibilities of FDI from Malaysia to Argentina in short {crm
perspectives are yet to be seen, there seem to be many refevant Malaysian experience to
promote FDI from other industrialized countries, from which Argentina might be able
to draw out some useful examples. In the remaining part of this Section, Mahysns '
FI31 promotion systems and policies are suummrlzgd

The Malaysian government has launc_hed both the Second Outline Perspective
Plan (1991-2000) and the Sixth Malaysia Five Year Plan (1991-1995). Thcse’pléns are
aiming to make Malaysia a fully industdalized nation. Toward this national goal', the
manufacturing sector is expected to lead the nation's economic growth and, therefore,
private sector invesiment in manufaciuring seclor is strategically important and strongly
encouraged. A package of fiscal and non-fiscal incentives has been drawnupte
encourage investment, particularly FDI, into the targeted sectors and activities, given
priorily to the human resources and infrastructure development in order to ensurc that
they will support the needs of exisling entreprencurs and potential investors.

As supporting for these purposes, Malaysia has prepared the tndustrial
Coordination Act (ICA), 1975, which objective is basically 1o issue licenses (o pérsons
who are going to engage in manufacturing activities in Malaysia with shaféhglders' :
funds of RM 2.5 million and above or engaging 75 or more full-time emplbyée's in
order to,ensure orderly dcvclopnienl and growth in the mahufacmﬁng sector. Under
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this Act, any ticensed company can undertake following expansion of production
capacity for its approved products:

1) Expansion of production capacity for cxporst

2) Undertaking divessification for export

3} Expansion of production capacity for domestic market

4) Undertaking diversification for domestic market

(2) Guidelines on foreign investment

In keeping with the objectives of ensuring to increase Malaysian padicipation in
manufacturing activities, it is the policy of the Malaysian government to encourage
projects to be undertaken on a joint-venture basis. Foreign equily participation in
manufacturing sector is implemented by the following guidelines:

1) No equity condition is imposed on projects that export 80% or miore of their
produclion
- 2) The level of equity participation for other export-oricnted projects are as follows:
- For projects exporting 51-79 % of their produclidn, foreign equity ownership
of up to 79 % may be allowed, depending on level of technology, spin-off
effects, size of investnient, location, value-added and the utilization of raw
materials and components.

- For projects exporting 20-50 % of their production, foreign equity ownership

of 30-51 % will be altowed, depending upon above-mentioned factors.

- For projects exporting less than 20 % of their production, foreign cquity

ownership is allowed up to 30 %.

Concerning high technology-related or priority products for the domestic market-

related projects, foreign equily ownership of up to 100 % may be allowed.

Malaysia had concluded Investment Guarantee Agreements with various
countries. It provides the foreign investor with the following:

1) Protection against nationatization
2) Prompt and adequate compensation in the event of nationalization or exportation

3) Free iransfer of profits, capital and other fees
4) Seitlcment of investment disputes under the Convention on the Scttlement of

Investment Disputes

(3) Incentives measures for the manufacturing sector development through DI

The major inceatives for the manufacturing sector are contained in the
Promotion of Invesiment Act, 1986 and the Income Tax Act, 1967. Those incentives
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include relief from income tax. The general incentives are consisted of following three
allowances:
t) Pioneer Status
A Pioncer Status company will be granted partial exemption from the paymem of
income tax. It witl have to pay tax on 30 % of its statutory income and tax
exemption period for 5 years, commencing from the production date. Companies
located in certain priority arcas in the country will have to pay tax on 15 7o of
their statutory income for S years. The government imay grant a 100 % Exem'p{ibn
Lo strategic projects of national importance.

2) Inveslmenl Tax Allowance (ITA)
A company given I'TA will be granted 60 % qllowance on capital expundnlurc
incurred within § years from the date of approvat of the project. Companies
located in certain priority areas will be granted 80 % altowance on the capital
expenditure incursed.

3) Reinvestment Allowance (RA) _ .
The RA, which is 50 % allowance of capital expenditure incurred, is granted to
manufacturing companies which incur capital expenditure for exemption of
praduction capacity, modernization and upgrading of production capacities, and
diversification into related products. |

Other incentive measures of various conditions are also available for
manufacturers and exporters for the promotion of FDI lo Malaysia. They include the
foltowing:

1) Incentives for manu faclurers producing for expornt lmrkel in Ime wuh the
government's objective to promote the growth of exports of manufactured goods

2) Incentives for encouraging research and development in industry

3) Incentives for upgrading skills and improving productivity and quality

4) Incentives for industrial adjustment of particular sectors witha viewto
strengthening the basis for sclf-sufficiency, improving industrial technology,
increasing productivity, enhancing the efficient use of natural resources, etc.

5) Incentives for small-scate companics

6) Incentives for the storage, treatment and disposal of toxic 'md h1zard0us wastes (o
encourage the seiting up of proper facilities -

7) Incentives for the setting up of operational headquarters in Malaysia

8) Infrastruciure allowance for projects located in ceriain less developed areas and
required capital expenditure on infrastructure f’lClllltCS
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9) Exemplion for export goods from import duty on raw materials which are not
manufactured tocally '

10)Excmplion from import duty and sales tax on machinery and equipment which
ar¢ not produced locally

1 1)Drawbacks of excise duly, sales tax, and import duty in various cases

“@) _Organizétional asi)ccls

Malaysian Industrial Development Authority (MIDAY) is operating for the
promotion of FDI to Malaysia, headquarters of which is consisted of 9 Divisions and a
Center for Advisory Seivice under the teadesshi p of Chairman, Director-General and
two Deputy Director-Generals in charge of operation and development respectively.
Divisions are divided into: three divisions of operation including (1) planning, research
and interational cooperation, (2) tariff, and (3) industrial promotion,; five divisions of
industrial sectors including (4) resource-based industrics, (5) engineering industries, (6)
electrical and electronics industries, (7) building materials, textiles and miscellancous
industries, and (8) food, beverages and chemicals industries, and on¢ administrative
division of (9) administration, finance and ceniral services; and Advisory Service
Center.

There are also 13 state offtces in each State of Malaysia and 15 overseas offices
in Burope (5 offices), Noith America (3), East Asia (6) and Australia (1). Other than
state offices and overseas offices, Malaysia Trade Missions are stationed in many cilies
in Europe (8), North America (4), Asia ( i2), Africa (1), South America (Sao Paulo and
Caracas) and Australia (1).

743 Suggestions for attracting FD1 from Malaysia

As slated in Section 7.3.1 above, the Malaysian government has recently
changed its stance on FDI from Malaysia to other countries that it is now encouraging
Malaysian private sector {0 invest in other countries. Although FDI from Malaysia to
other countries is not yet made in many cases, the Malaysian private sector is certainly
starting to look outside of the country as possible target area for its direct investment.
When ihcy decide 1o invest , their criteria for FDI may include the following:

1) The country or region where they know well through their curcent business links;

2) The sector, the business or the technology that they have their own expericnce of
operations;

3) The labor-intensive sectors which are now becoming non-competitive in
Mataysia; '
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From the viewpoints of above criteria, oil palm-retated or rubber-related
industrics and tourism-related businesses in East Asian countries may be most
promising, at least for the near future,

In order to attract FDI in Argenting, it is advisable for Argenline government to
look medium-term future and formulate well-prepared steategics to peneleate into
Malaysia. In any case, the present business links between Argentina and Malaysia is
too weak. Therefore, the first priority action for Argentine private sector to establish
business links with Malaysian counterpart may start from strengthening them in trade
relations, and gradually extend to investmeats for both directions.

Another suggestion for Argentina, which is not a measure to attract FDI directly
{rom Malaysia, is to study Malaysia's institutional framework for atlracting FDL
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8. Indonesia
81 QOutline of the Indonesian Market

- 811 Attractiveness of the Indonesian market

Argentine exports to Indonesia amounted to US$107 million (f.0.b.) in 1993,
while its imports from Indonesia were US$28 million (c.i.f.). Net exports were around
US$80 million. Indonesia is a good trading partner for Argentina, though the
importance of the Indonesian market to Argentina is only 0.8% in its total exports and
the size of trade is still small. Indonesia is an altractive market for Argentine exporters

for the following three reasons.
(1) Grewth potential of the market

Indonesia, with an estimated population of 189 million in 1993, is the fourth
~ most populous country in the world. The monetary-based size of the Indonesian market
is not so large because of its still low per capita income.

- Its market size is Rp298,104 billion or US$141 billion in 1993 in terms of GDP.
This figure is around 51% of the Argentine market size, US$279 billion. Indonesia's
per capita income is around US$770, while Argentina's is US$8,600. However, its
potential for growth is, needless to say, very large due to its abundant natural resources,
low per capita income, and good economic management,

: ] The Indonesian market expanded with a steady and high growth rate of 9% to
14% per annum in the period of 1988-1993 in terms of GDP at current price. The real
growth rate of the economy posted 6% to 7% per annum.

Table 8.1 Size of the Market and Its Growth
(Unit: US$ billion; %)

1938 1989 1990 1991 1992 1993
GDP{current price) - 82.1 92.9 102.9 114.2 126.5 1413
Nominal growih rate -89 11.4 10.8 110 10.7 14.3
Real gprowthrate 5.8 1.5 7.2 6.9 6.4 6.7

-+ Source: Central Bureau of Stalistics.

(2) Stability of the market

The stability of the Indonesian economy is an important positive factor in the
assessment of its attractiveness. The Indenesian economy used to be vulnerable to
- international prices of such natural resources as crude oil and natural gas because the
economy was heavily dependent on the export performance of these natural resources.
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When prices of these natural tesources went down, Indonesia's export bills
declined drastically and it was forced to reschedule national development projects
which were necessary to sustain its economic grthh' because most of the projects were
financed by exports bills of crude oil and natural gas. Such rescheduling of projects |
yielded a setback in the growth of the economy.

However, as a result of great efforts to increase the export of non-oil and gas
products, the country's export structure became more divessified. Actually, the export
of non-oil and gas products accounted for 73% in 1993, while it was oily 27% in 1984
and 60% in 1988. Diversification in expori structure made it possible for Indonesia to
pursue stable economic growth. | ' :

Table 8.2 Ratio of Non-oil and Gas Export

(Unit: US$ million, %)

1984 1986 1988 1990 1993
Non-oi! and gas export{a) 5,870 6,528 11,537 14,604 21077
Hxpout total(b) 21,888 14,805 19,219 25,615 36,823
(a)¥(b) - 26.8 60.0 - 569 735

Source: Central Burcau of Statistics.

44.1

The increase in the stability of the Indonesian economy is clear from some of its

main ecoriomic indicators. First, the real economic growth fate is stable with a range
from 6% to 7%, while inflation is 5% to 10% in terms of consumer price index.

1ooking at its international economic indicators, cursent account deficit is in a
manageable range of US$1 billion to US$4 billion and the rupiah exchange rate is going
down against US$ with a moderate of 4% to 5 % per annum. Indonesia’s external debt
stood at US$52,462 million at the end of 1993, though it is still expanding at a pacé
which needs to be carefully watched. '

Table 8.3 Main Economic Indicators

: 1938 1939 1990 1991 1992 1993
Real growth rate(%) 5.8 2.5 1.2 6.9 - 64 6.7
Consumer price index {9} 5.6 6.1 - 99 9.9 5.0 9.3
Current account (US$ mill.) -1,707 -1,859 -1,599 -3,741 -4,352 2,561
Exchange rate(Rp/US$) 1,729 1,800 1,901 1,992 2,062 2,510
External debt {US$ million) 38,386 40,520 44,876 44,484 52,462

40,354
Source: Dank of Indonesia, Central Bureau of Statistics. :

The economic stabilily has been achieved by cautious economic manageiment by
excellent technocrats in the government and Bank of Indonesia. -As shown in the above
table, current deficit js in a trend of increase and external debt is at a high level, but the
country's stance for econontic management is deliberate and cautious. Therefore, there
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will be no concern about the future direction of the economy as long as current political
stability is maintained.

3) Market-opening {rade policy

The Indonesian market used to be considered closed and non transparent. Since
1985, however, the Indonesian government has made greal efforts to open the market
and increase transparency in trade by reducing import protection and simplifying import
operation procedures. ‘The government still maintains some trade restrictions in
strategically imporiant areas, such as foodstuffs, explaihing that it is neccssary to secure
basic and important commodities for the big population. Major important policies taken
since 1985 are summarized as follow. |

- Reduction in import duty

- Abolition of imporl surcharge

- Simplification of customs operation procedures

- Reduction in non-tariff barriers such as import licenses

- Replacement of quantitative import restrictions with import duty

In the latest reduction in import duty, 18 items whose import is controlled by the
national logistics board, Badan Urusan Logistic (BULCGG), have become exempted
from import duty. The duty on other agricultural products was also reduced by a 5%
point.

8.1.2 Characteristics of the Indonesian market
Characteristics of the Indonesian market can be summarized as follows.
(1) Trade-oriented market

The Indonesian economy has expanded up to now with a gear to expott.
Especially, the export of oil and natural gas played a crucial role in its growth in the
initial stage of economic developinent.

- The importance of export in the economic growth will not change, but the
increase of export is only feasible with an increase of import in Indonesia, where
industrial dé_Velopnwnt is still in a pre-matured stage. In other words, the expansion of
expori is-sup'por{'cd by the cxpansion of import. ‘This is clear from Table 8.4, As well
as expor, import is inCtéaSing’ its share in domestic demand, though it declined by a 3%
point in 1993 reflecting the decrease in domestic demand and export.
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Table 8.4 Percentage Contribution to GDP

(Unit: S8

1988 1989 1990 1991 - 1992 1593

GDP 100.0 100.0 100.0 100.0 100.0 100.0
Additionat Import 21.9 23.1 260 270 26.9 238
Total Supply i21.9 123.1 126.0 127.0 1269} 123.8
Less Export 24.4 254 26.6 2741 201 212
Total Domestic Expenditure 97.5 91.7 99.4 99.6 9181 = 966
(Privaie consumption) (57.0) {53.1} (54.3) (55.hH) (52.7) {(53.D)
Public consumplion) {9.0) (9.4) 9.0) (9.1 {9.5) (9.5)

{Fixed investment) . . {3L.5) (352 (@b (354) {35.6) “(33.4)
Source: Cenlrai_quc_au of Statistics. : .

Table 8.5 Shares of Import in Domestic Demand and of Export in Production

Unil: %) -
1988 1989 1990 . . 1991 1992 - 1993
Import in Domeslic Demand | - 225 23.6 26.2 21.1 21.5 24.6
Export in Production 244 254 26.6 274 20.1 27.2

{2) Market still highly dependent on import

Due toits big populatioh demand for products is growing at a high pace. In
order to achieve self-sufficiency in basic materials, the government promotes
investment in the production of those basic materials. However, there is always atime
lag in matching domestic production with the fast growing demand because it takes
some time for investment plans to be m'aterial'ized, especially ina developing country _
like Indonesia. Therefore, import is indispensable as a measure for bridging the gap.
This tendency will probably remain unchanged, at least in the foreseeable future.

(3) Pre-matured but developing market with low per capita income

The size of the lndones.ian market is big, but the market itself _is still pre- o
matured. This is because per capita income is still very low and the big market size is
attributable mainly to the large population. This characteristic is not favorable to
Argentine exporters when they are secking to expand the expén of high valve-added
manufacturing products.

Argentine products are not fit for the market because they are produced at a
relatively high labor cost and tend to be quite expensive for the Indonesian peoplc
Only high quality products which have demand but can not be supphed locally have a
market potential in Indonesia. In the markcts of those products, however, Argcntma has
1o comgpete with highly industriatized countries such as Japan and the U.S.A.
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The characteristics of the inarket with low per capita income are reflected in the
houschold expenditure pattern as shown in Table 8.6. The Engel coefficient was still
high at 60 in 1990, |

Table 8.6 Household Expenditure in Urban and Rural Areas

(Unit: %)
1981 1984 1987 1991
Food 61.5 63.2 61.2 60.4
Housing, fuel, tight and water 144 17.4 17.1 16.2
Miscellaneous goods and services ‘ 8.5 8.3 100} . 10.8
Clothing, foot-wear and head-wear 6.5 4.6 3.1 5.6
Durable goods ' o 4.6 3.1 3.0 3.2
Consumption taxes and insurance premiums 1.1 : 09 1.1 1.2
Parties and ceremonics . 3.4 2.5 2.5 2.6
‘Total ' 100 100 100 100

Source: Central Bureau of Statistics, Statistical Yearbook of Indonesia,

Inequality in income disteibution is another characteristic which comnionly
exists in developing countries. The latest data on income distribution in Indonesia are
available only for 1990. According to the data, in spite of the economic development in
the last few decades, there was no remarkable improvement in the paltern of income
distribution.

Th'ough pet capita income of the country as a whole is still low, it is said that per
capita income in the Jakarta metropolitan area is already near US$1,500-2,000. The
total population of Jakarta and the country's other five major cities, i.e., Surabaya,
Bandung, Medan, Semarang, and Palembang, where per capita incame is far higher than
the national average, amounts to 17 million. This is comparable with Malaysia's whole
population. The Indonesian market is not so small in terms of purchasing power.

(4) Market blessed with abundant natural resources

Like Argentina, Indonesia is endowed with abundant natural resources, which
range from oil and gas to agricultural and forest resources. In this sense, Indonesia has
industrial structure similar to Argentina's. The two countries are rather competitive than
complementary as far as trade is _concemed. However, in the production of agricultural
products that require advanced technology and/or vast land, the Indonesian
competitiveness is not always strong due to low productivity resulting from labor-
intensive farming practices and insufficient advanced technology. There will be a
_ possibility for Argentina to expand the export of those agricultural products.
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(5) Mavket growing by the implementation of project

The market has cxpandcd with the implementation of national projects. This
characteristic yielded heavy demand for capital goods and construction activity. Since
maost of capital goods are not produced locally, the import of capital goods increased.
This situation is similar to Argentina.

A substantial part of national projects were financed by official devé_iopmcm aid
and foreign investment in priva'te sector. Foreign investment was especially aélive in
the manufacmring sector and it made a great contribution to achieving self-sufficiency
in basic materials such as aluminum, petrochemicals, cement, and pulp and paper. It
also contributed to the development of export-oriented industries such as the textile and
footwear industries.

Table 8.7 Foreign Investment Projects o :
{Unit: US$ million, %

1988 1989 1990 1991 1992 1993 | % of total
. cumulative

investment

Agriculture, forestry, and fishery 638 753 789 833]. 843] - 873 36
Mining and quarrying 2086] 2908 3,142 32761 3072 4365]. 178
Manufaciuring 3072 8994] 10445] 12947] 13,9433 14974 6l.1
Trade and hotels 595 686 901 1,215] 1,452] 1,835 1.5
Real estate and services 302 331 394 445 470 430 - 1.9
Others 159 434 542 636 820 1,982 8.1

Total - : 11,9031 14,1291 16213 19,353§ 20,599 | 24,508 100.0
Source: Bank of Indonesia. o

(6) Growih led by Japanese_iﬁvestment

The Indonesian market has expandéd with an influx of foreign capital as stated
above. Inter alia, the role of Japanese capital, both as official development aid and
private investment, has been very big. With respect to official development aid, yearly
total conmnitments amount to around USS$S billion. Among them, Japan's commitment
is about 28% as shown in Table 8.8. This is the biggest except IBRD's commitment, -

In foreign invesiment by the private sector, Japanese ente:rprises play a key role.
Japanese investment has been concentrating in the areas of textiles, pe'lrochemicals, and
motor vehicles. It is no exaggeration to say that the development of export-oriented
industries in Indonesia would not be possible without Japanese investment,” The high
presence of Japan both in official development aid and private investment implies that:
Indonesia's trade relationship with Japap tends to be stronger than that with any other
country, though untied official aid shows a remarkable increase. '
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Table 8.8 Commitment by bonor on an IGGI Basis

{Unit: US$ million)

1989 1990 1991 1992 1993
Multilateral 2,156 2,545 2,848 1,034 2,978
1BRD 1,350 1,550 1,630 1,600 1,600
ADB 700 900 1,100 1,219 1,200
1bB - - . 30 40
Bilateral 2,122 1,971 1,891 1,903 2,133
Japan 1,460 1,310 1,320 1,320 1,440
U.8.A. 20 145 133 94 90
Netherlands 30 96 91 - -
France 139 167 112 177 123
Australia 36 38 40 73 40
Germany - 72 89 76 136 139
Total - 4,298 4,546 4,755 4,937 5,111
Japan's share M.0% 29.0% 28.8% 26.7% 28.2%

Source: OECF, Japan.

Table 8.9 Foreigu Direct Investment

(Unit: US$ million)

: No. of projects Value No. of projects Value
1967-1985 639 - - 12,689 19940 432 8,751
1986 93 848 1991 376 - 8,778
1987 133 1,520 1992 305 10,323
1988 145 4,411 1993 329 8,144
1939 294 4,714
Source: BKPM.
- Table 810 Cumulative of Foreign Direct Investment Approvals
Country INumber of |- Value - % Country Number of Value %
| Projects | (US$ mill.) Projects | (US$ mill)
Japan 575 13,937 20,6 | United Kingdom 132 2,159 4.1
Hong Kong 261 5,683 8.4 | Netherlands 111 2,51 18
Taiwan 266 4,035 6.0 | Germany 61 1,957 2.9
Singapore 250 3,895 5.8 | Australia 140 1,501 2.2
U.S.A. - 16l 3,701 5.5 | Laxembourg 2 818 1.2
South Korea 296 3,622 54
Source: BKPM.
Table 8,11 Share of Major Suppliers
. (Unit: %)
Counlry 1988 1989 1990 1991 1992
Japan 25.6 23.0 24.3 24.4 220
U.S.A. 13.1 13.6 11.5 13.1 14.0
Germany 6.7 5.6 6.9 8.0 7.8
Singapore 6.8 6.9 5.8 6.0 6.1
Ausiralia 4.4 57 54 5.3 5.2
Korea 2.8 3.4 4.5 5.6 6.9
China - . 3.3 32 30 3.2 2.8
France 3.5 2.5 29}%. "2l 3.0
Saudi Arabia 4.3 1.4 1.7 3.2 3.1
UK. 2.6 22 2.0 2.3 2.6
Argentina 04 0.1 0.5 0.4 05

Source: UN Intemalional Trade Statistics 1993,
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¥)) Res(ricﬂons on wholesale and retait business

" In Indonesia, thexe still exist restrictions on wholesalte and retail business, A
foreign company is not allowed to do retail business even by using a joint venture. It is
altowed to do wholesale business by forniing a joint venture with local partners whose
share should be raised to more than 51% in five years.

This regulation implies that foreign exporters can not sell their products through
their own sales networks in Indonesia. In order to sell their products in the domestic _
market, they have to sell directly to users or to depend on local distributors. A good
local partner is indispensable for the expansion of export, especially of consumer _
products, to the Indonesian niarkct. |

8.1.3 Future prospects of the market

As indicated by its low per capita income, the Indonesian market is not yet fully
developed. The growth of the market still depends on its éxport performance.
However, the market has begun to show an expansion led by domestic demand.
Though it is still partial, the increase in the sales of automobiles and other durable
goods is onc of clear signs of such growth. |

The year 1994 was when Indonesia started the Sixth Five-Year Econonic - .
Development Plan and the Twenty Five-Year Development Plan. In the Five-Year
Plan, the targeted real economic growth rate is 6.2% per ansium for 1994/95-1998/99
and per capita income in the final year of the plan is expected to increase to US$1,000. j
Whether these targets can be achieved depends upon the continuity of political stabitity -
and improvement in infrastructure such as electricity and telecoﬁlmunicalipns. When
per capita income reaches US$1,000, the Indonesian economy will grow by its own
domestic demand. In the Twenty Five-Year Plan, per capila income in the final year of
the plan is expected to reach US$2,600. '

8.2 Structure of ]mpbrt and Argentine Expoi’t Offer

8.2.1 Indonesia's import of Arge.ntinle exportable products

Table 8.12 shows Indonesia’s import of products which Argentina has an export
potential in competition with major competitors all over the world. '
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