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Couniry - Currency Average BExchange Rate
Argentina . Argentine Peso ¥1 Us$1.00
Australia Australian Dollar A$10 - US$14s
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Canada Canadian Dollar 810 | US$7.36
Chile Chilean Peso Ch$1,000 Us$238
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Mexico Mexican Peso N$10 US$L.33
Singapore Singapore Dollar S510 Us$7.09
South Africa Rando - R.10 Us$2.73

Above exchange rate figures were calcutated from the actual purchases of the currencies

made by the Study Team members during the visits to those countrics concerned
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Summary and Recommendations

1. Purpose of the Study

This study attempts to suggest how to solve the problems which the Argentine
exporters are likely to face when they try to begin or expand exports to the East Asian
market. Pour products were selected for case studies. They are beef, fresh fruits and
fruit juices, tomato-based products and squid-based products. The East Asian economies
covered in this study are Japan, Korea, Taiwan and Indonesia.

While the problems vary from one product to the other, the following threc arcas
were specially studied. They are market access problems which agricultural and fishery
products often face, marketing strategies which ate key for the Argentine exporters that
are new or late comers to the market, and problems conceming productivity and quality
which the Argentine exporters should improve to meet the requirements of the market.

These four products have a common characteristic that they are based on natural
resources which Argentina is blessed with. However, each has its own uniqueness
when assessed from the viewpoint of access to the East Asian market.

Beef Argehtina is highly competitive in the world market, but due to foot-and-
mouth disease problems, Argentina has not yet materialized an export in major East Asian
economics. Fresh fruits are also susceptible to phytosanitary problems. Therefore, the
key issue for export of these two products is how to solve such problems.

Fruit juices The Argentine juice manufacturing industry is also competitive and
already exports 10 Japan, although the market share is marginal. Therefore, the key is to
develop sophisticated and deliberate marketing strategics to expand this share.

Tomato-based products  Argentina has potential for export since Argentina is
endowed with ecological and climatic conditions suitable for tomalo production.
However, al this moment, the Argentine industry can not compete due to the high
production cost of tomatoes for industrial use. Therefore, the key issue for an export of
the product is how to reactivate the primary industry that produces tomatoes as well as the
tomato processing indusiry. The reactivation of the industry is essential to enhance
compelitiveness, Unless the productivily and quality of the primary and processing
industries are improved, export of the product will not be materialized.
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Squid-based products The Argentine fishing industry (ties to export squid as
higher value-added products. Argentina has been supplying its fresh squid, an abundant
natural resource, (o the East Asian market, but now wishes to ¢xport it with higher value
added. Therefore, a key for export is how Lo design a strategy for new markels as well as
how to produce the product with competitive prices and qlual ity:

The variety of the four products renders the results of this study widely applicable
to other products that have similar characteristics. For example, when Argéntina faces a
new market access problem on diffcrént products, e.g. vegetables, the results of this
study wil provide some hints on how to solve it. When one Argentine industry holds
some share of the Japanese market but it wants to increase it, the indust_ry_ will have some
ideas how to realize the target from this study. When an Argentine industry is forced to
restructure itself to regain its compeﬁliven_ess in the Japanese market, the industry will
have some ideas how to deal with it. When Argentina wants to export a higher value
added product instead of a raw material, this study will also provide some useful
information.

2. Characteristics of the Japanese Market

The East Asian market is expanding. Rapid economic growth has increased the
number of people at the middle-income level who have significant purchasing power.
Diversification of demand and the introduction of westemized lifestyles also contribute to
the demand for food. Among the East Asian ¢conomies, the Japanese m_afket is
particularly important. The volume of import of the sclected producis is the largéSt in
Japan. As the Japanese market is the most quality conscious, when Argéﬁline pdeucis
are able to meet the quality requirements of the Japanese market, their access to the other

'East Asian markets is facilitated. Thus, special attention has been paid to how the
Japanese market can be penetrated. - - -

For the cxpansion of exports to the Japanese market, (wo requirements should be .
met. The first is, needless to say, price compclltweness Japan is baswally a market of
free compcunon, though some traditional and unique business practices cx;st a_nd they
may work as iﬁ]pediments for foreign exporters. In addition, since Japan is surrbtmded
by many low-wage countries like China, Vletnam Indonesia and Thalland the Japancsc
importers can manufacture products in these countries and bring them tothe) apanese '
market (so-called "outsourcmg") Exporters to the Japanese market are always forced to
face fierce price competition. Itis cspecna]iy trie of labor mtenswe producls wluch are
difficult to differentiate from the others.
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The other requirement is qualily. The Japanese consumers are said to be very
sensitive to the quality of products. Quality here means not only the various quality
features of the product itself, such as physical condition and taste, but also its appearance,
packaging style and delivery service and so on. In this sense, it is possible to call it total
quality and this total guality matters Japanese consumer market,

However, while price and quality play an important role, another factor seems to
be important in cusrent trade. For the purpose of this report, we call it whole product
concept. T his concept includes, in addition to price and quality, business philosophy,
reliabitity, capability of stable supply, and technological capability of suppliers. While the
traditional concept of price and qualily seems to affect the static competitiveness of a
product, the whole product concept assesses the competitiveness from a more dynamic
point of view. Today's compeli(ivencss‘ does not always ensure future competitiveness.
There is a need not only for present competitivencss but also for the capability of
management to maintain or enhance competitiveness. The reason why this concept is
important is that Japanese consumers and importers emphasize the importance of long-
term business relations. When the Japancse importers commit to buy a product, it implies
their satisfaction not only with the price and quality of the product but also with the
suppliér. The importance of this concept is always kept in mind when marketing
strategies are désigned in this study.

While the results of this study are described in the subsequent chapters by
product, the following section presents the major findings and proposals derived from the
case sludies.

3. Market Access Problems

(- Naluré of the problem

Market access problems have exerted a substantial impact on global trade.
Argentina has market access problems not only with Japan, Korea, Taiwan, and
Indonesia but also with other economies in East Asia, To deal with market access
problems, it is very important to clarify what the real problem is. There seems to be two
kinds of public market access problems. One is associated with direct import controls by
the gover_nmenl'such'as_ prohibitions on imporis or import quotas. The other is a sanitary
or phytosanitary problem which results in a restriction on imponts indirectly. The first
problem is not so easy to solve because it is sometimes a political matier, and national
intcreéts are dircbtly involved. These problems should be solved at the negotiation table
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of the WTO or through bilateral negotiations. The second problem, however, can be
positively addressed because it is basically technical in nature.

The market access problem on beef is basically a technical matter in the case of
Japan. This is because the import of beef was completely liberalized in Japan in 1991,
and at present any amount of beef can be imported by anybody at any time as long as an
applicable tariff is duly paid. As for the sanitary prdeem, the Japanese govermment has
adopted the Agreement on the Application of Sanitary and Phyﬂtos,ani_tary Measures which
became effective on Janvary 1,.1995. The Japanese government is unable to maintain
sanitary measutes if they are higher levels of sanitary protection than the international :
standards unless there is a scientific justification. Furthermore, the government has
compiicd with the concept of risk analysis. The Japanese goverament determines whether
it begins to import from a new country such as Argentina based on the analysis, If the
analysis shows that the risk is small enough to satisly the Japanese government,
Argenlina can export its deboned beef. However, as the methodology of risk analysis has
not been established yet, it takes some time before the concept is effectively utilized in the
sctting of sanitary and phytosanitary standards.

The market access problem on fresh fmits,.spcciﬁcally lemons, is purely a
technical maiter again. It is because so long as the Argentine goverament convinces the
Japanese government of the effectiveness of cold treatment, Argentina can export to
Japan, This process has already been pursued successfully by many countries including
South Africa, Isracl and Chile. Even the market access problem on squid is basically a
technical matter.

An import quota itself is, needless to say, a political matter. The quota, however,
is altocated to importers, not countries. The problem is that Argentina holds only a small
share of exporls under the quota. This is mainly because the quality of squid caught by
the Argentine vessels is inferior to the ones caught by thesc of other countries. The low
quality is attributed o an inappropriate handling and storage of squid on vessels.

(2) Approach (o the solution

To solve technical market access problems, in general, it is necessary for the
Argentine government to clarify the point of issue by listening carefully what its trade
partner thinks and says. Since technical professionals are specialized in technical matters,
they can easily exchange their views by using the same technical languages. Thus, this
kind of problem can be solved if it is handled by technical professionals in due course.
However, when the other kinds of people who are not very familiar with technical issues
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are involved and they lead the discussion, miscommunication tends to occur and the
problem becomes more difficult to solve. Language and cultural barriers complicate the
issue furthermore. Cool, rational and logical discussion among the professionals is very
important at least in the initial stage of negotiation. However, cven if technical
professionals are directly involved, misunderstanding can occur. To avoid such a case, it
may be useful to ask for the support of local technical consultants.

{3) Establish a task force

In spite of tremendous eftorts to develop a cold treatment to kill the Mediterranean
fies, the Argentine goverament has not been successful in solving the technical problem
associated with fresh fruits. The main reason would be a lack of communication between
the Argentine and the Japanese governments as well as among the Argenting institutions
concerned. To avoid this kind of lack of communication, it is recommended that technical
experts responsible for the solution of the problem communicate directly with the
Japanese counterparts face to face, and confirm that their technical work is on the right
track at each key stage. So long as the target and methodology of approaching the
problem are appropriately formulated, it is not very difficalt for the relevant organizations
to sort out the problems.

However, considering the following two factors, it is recommended to form a
special and cross-sectoral task force to solve sanitary and phytosanitary problems. The
role of the task force is very simple: to solve the problem as efficiently and promptly as
possible. An environment should be established for enabling the task force to devole
itself to solving the problem.

. 'The first factor is that it is necessary to settle the maltter as soon as possible since
the Argentine government has already spent so many years on this problem. It is difficult
for the current staff who are involved in this problem to settle it in a short time because
they also have to deal with their own routine work. The other is a time factor. The
solution of the market access problem with Japan, Korea, Taiwan, and Indonesia is
expected to bring a significant benefit to Argentina, but it takes a long time to seltle the
problems. Considering this, it should be useful to organize a full time task force to tackle
the problems. In order to minimize the cost of maintaining organization and to avoid
bureaucratic inefficiency, the size of the task force should be as small as possible. The
shortage of manpower may be supplemented by hiring local professional consultants or
experts. Establishing a task force would al'so be effective to cope with the problem of
miscommunication.
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(4) Approach to the other Aslan economies

The characteristics of sanitary and phytosanitary problems vary from country to
cbunlry because each country has its own standards that depend on its own natural
environment and the stages of economic developiment. At the same time, however, the-
problems have an international characteristic because the natural science and technology -
concerned are the same all over the world. Therefore, each country pays close attention to
how other countries consider and deal with the problem. Korea and Taiwan are always
watching how the USA and Japan react and make decisions on the problem. The Korean
velerinarians'keep close contact with the Japanese ones, and they make decisions based
on such contacts. While the Japanese government makes a decision based on its own
analysis in principle, it seems to respect USA's decision because the USA has abundant -
cxperiences and is advanced with research and empirical experiments in the sanitary and
phytosanitary area. '

As mentioned above, technical professionals are the key persons. ‘They have
many chances to meet and exchange opinions with technical professionals in other
countries at international meetings and conventions. It is necessary for the Argentine
professionals to attend these meetings frequently to enhance the communication with the
other participants because good communication will be helpful in solving the problem.

{5) Strategics for non-technical market access problems

As stated, the current market access problems associated with beef, fresh fruits,
and squid are - except for the import quota on squid - technical oncs.. However, even
though they are basically technical, the other factors that derive from social and economic
structure of a country could also be involved. What kind of approaches should be taken
in this case ? '

A package deal may be one of the approaches. In general, trade issues between
two countries are not confined to one sector; the two countrics are negotiating on various
sectors. In this casc, a package deal seems to have two advantages. The first is to
maximize export potentials. If a negotiation between two countries is inade separately by
sector, each country tends to be reluctant to provide a special favor or concession o each
other, In this case, the volume of trade does not increase. Howeirer, if the negotiation is
undertaken in a consolidated manner, each country will be prepared to provide a special-
favor or concession to each other. The second is that there is also a possibility that the,
package deal speeds up the negotiation because both countries share the sense of give and
take. Thus, it scems that a negotiation based on a package deal is preferable to sectos-
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wise negotiations, although it does not necessarily mean that the negotiation style is
without shortcomings. Argentina may need to restructure the current organization for
trade negotiations to introduce the concept of package deal.

(6) Market access problems in the private sector

- Itis someiimés mentioned that not only the public sector but alsa the private sector
virtually restricts imports by means of so-called traditional business practices. A
comp]xcated distribution channel is often crltu:lzed as one of such practices. Howevcr as
far as the four producls selected for this study are concerned, no restrictions have been
found on imports in the private sector. Needless to say, it conld happen that, depending
on the product, exporters are advised to go through teading houses instead of selling their
products directly to users. This is the case with juice concentrates. In this case, direct
users prefer to import through trading houses. Reasons why the users prefer to use
trading houses include that it is more convenient and economic; users can avoid the
complicated process of damage claims and find out instantly a substitute supply source
when the current supplier fails to supply the juice concentrates. Nevertheless, it does not
mean that exporters have to go through trading houses. They can establish their own
distribution channels. They are free to do so, and this is the marketing strategy often
pursued by foreign companies when they enter the Japanese market.

4, Marketing Strategies

: While market access problems are very critical, it does not mean that Argentina is
automatically able to export when the problems are solved. Without efforts of sales
promotion along with adequaté markeling strategies, Argeatina will not be successful in
penetrating the East Asian markel, For example, Japan's beef market is fundamentally a
grain-fed beef market while the Argentine beef is grass-fed. How to scll the new type of
beef to the Japanese consumers is a difficult problem for Argentina. The same can be said
of fresh fruits. It is clear from the past experiences of the USA and Israel that Argentina
will face difﬁcully finding a niche in the Japanese market if it fails to develop producis
whose taste is well accepted by Japanese consumers. ‘The USA was not successful in
selling apples to the Japanese market because it did not develop apples whose taste was
well accepted by Japanese consumers. On the other hand, Israc} was successful in
acl_;usung grapefnut to meet the taste of Japanese consumers. In this context, it can be
understood that appropnate ma.rkctmg slrateglcs are as unporlanl as the settlement of
market access problems
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(1) Commitment to the Asian market

First of all, it is important that Argentine industry let importers be aware of its
strong commitment to the East Asian market and become a stable and reliable supplier.
The most troublesome case is that of an Argchtine supplier ceasing to cxports soon after
the commencement of export because of the lack of profitability that comes from market
fluctuation. Unstable supply can critically damage the reputation of the supplier. It is
difficult fora sﬁpplier to gain the confidence of an importers, but it is much more difficult
{0 regain that confidence once it is lost. ¥n order to avoid such a risk, the industry has to
make a Iohg' term export business plan that includes a portfolio of the market and c:{pbrt
promonon methods. The industry has to maintain a favorable financial conditions so lhat
it can malenahze capital investment when necessary.

(2) Need to differentiate

~ Since the Argentine industry is a marginal supplicr or a newcomer to the East
Asian market, it is necessary to differentiate the products from those of its competitors.
This is relevant to the fruit juice manufacturing industry. One of the ways of
differentiation is to promate the Argentine product as having real 'va{t_:e. For example, the
real value is dedved when the product is produced in a very natural condition without any
harm to the environment. In the case of food products, the concepts of "healthy, safe and
environmentally sound” can become tools of differentiation. Orgahic ju'ice is a good
example. Since the Japanese consumers are very sensitive to quality, a guarantec of
quality by a gdvcrnmcnlal institution covld be considered another example of
differentiation. A quick delivery in response to orders from clients through the
establishment ofa stockyard near lhc clients is another example of dilferentiation.

(3) Sell Argentine Culture

Argenlina may try to scll the Argeatine products not just as t‘oodsiuff but also as
Argentine culture. In the case of beef, Japanese consumers are accustomed to grain-fed
beef, but not grass-fed beef which is the main type of beef in Argentina. However, m'my
Japanese people who have eaten the Argenline beef become ﬁrdent fans of the beef. The
Argenline way of cooking and the variety of side dishes may contribute to this. Itis
suggested that Argentina sell its beef with other foodstuffs such as \vine; vegetables,
fruits, and pasta. In another words, it should not be the sale of the phyéica] prbduct of
beef, but the sale of the Argentine culture associated with the foodstuffs. .
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(4)- Selection of distribution channels in importing countries

“The selection of good distribution channels in importing countries is very
important. In the case of beef, as the Japanese market for Argentine grass-fed and frozen
beef is not very large at prcsent,'it is necessary to make a great effort to expand the nrarkel
with the support of powerful distributors who are capable of developing new markets.

(5) Approach to various mavkets simultancously

When exporters formulate markeling strategics, they should deal with various
markets in East Asia simultancously, though the markets vary from one product to the
other. In the case of beef, fresh fruits, and squid-based products, in addition to the
Japanese, the Korean market is very important in East Asia because the size of the market
is substantial. ¥f such a marketing strategy is followed and the formation of joint-venture
companies are shown to be practical for developing products in Argentina, it is
recominended to form a joint ventures (JV) among Argenline and East Asian enterprises.
It is worthy to consider the formation of a JV among the Argentine, Japanese, and Korean
enterprises for squid-based products. In formulating the strategy, it is efficient to hire
local consultants who are familiar with the market.

(6) - Strengthening information gathering functions |

The Argenline industry will need to strengthen its information gathering functions
by sciting up a liaison office or assigning liaison officers particularly in Japan. Since
information is the fundamental source of efficient and right decision-making, exporters
should be aggressive in information gathering even if it entails a significant amount of
expenditure. Major functions would include the collection of information on the Japanese
market, especially on technology and new products in Japan, and the dissemination of the
information on the current siluation of the Argentine indusiry to Japanese ¢lients.
Information to be conveyed is, among others, (he profile of major suppliers, their
business philosophy, soundness of their ﬁna:ﬁ:ial condition and the strength of the
indusiry as a whole. The last one is important because it shows a wide base of the
inclustry. By its nature, this issue is basically to be tackled by each exporter. However,
considering that the expenses are significant and some information galhered is comnion to
other companies in the same industry, it is recommended for exporters in the same
industry to form a 'consbr{ium and to share the costs, especially at the early stages of
export promotion. ' | '
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While the cost of the activities and maintenance of the office and liaison officers .
should be shared among exporteis, it is necessary to minimize the cost as much as
possible. One way is to review the eftectiveness and to examine the continuance of the
office after a certain number of years. Another way is to utilize local consultants as .
liaison officers. They know how to collect information on the Japanese market and how
to distribute the information on the Argentine industry to the Japanese importers and/or
users. In addition, it is required for the government to assist the exporters in producing
the nation-level information. For example, information on the aumber of callle, total crop
area of tomatoes and the total amount of squids caught in Argentina is very important '
information for importers. The role of government is important in gathering market
information especially for small and medium enterprises (SMES) as they can not afford to
do so due to financial and personnel limitations. '

{7) Adlive salés promotion

Sales promotion should be strengthened to expand exports to the East Asian
market. Except several products, Argentina is only a marginal suppler in the Bast Asian -
market. East Asian importers do not know much about Argentine products and their
suppliers. Under the situation, it is necessary for the Argentine industry to strengthen its
sales promotion activities to enter the market or to increase the market share. Itis cven
true of the Argentine beef that is highly competitive, ‘Though the US and Australian beef
hold more than 90% market share combined in Japan, the US and Australian meat
packers' sales promotion aclivities are always very active. In the future, for Argentine
meat packers to thrust themselves into the Japanese market, they will have to prepare and
implement more active and strong sales promotion programs than the US and Australian -
meat packers' program. Active promotion by exporters will lead to an increase in demand
for the other Argentine products such as fresh fruits.

5. Improvement in Productivity and Quatity

(1) A main source of improvement: raw material production

Compared to market access problems and marketing issues, p'roblems onthe
supply side are not so serious concerning the four case study products, the cxceptlon |
being tomato-based products which, are not intermationally competitive at prcsent With
regard (o the resource-based products, the Argentme industries, in gcncra) seemtobe
internationally competitive in both productivity and quahly In fact, some aspecls of meat
packing plants in Argentina ate rated as highly as those in the USA and Australia.
However, this competitiveness does not readily transtate into immediate enlry into the
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major East Asian markets. Considesing the ficrce competition in Japan in both price and
quality, the Argentine meat packers need to become more competitive. Moreover, the
meal packers will have to expand its production facilities when an export to Japan is
realized.

" A processed product to be exported goes through four different stages. They are
production of raw materials, commercialization of the raw materials to a processing
industry, processing, and the commercialization of the processed product for export. As
for the two commercialization processes, it has been widely heard that 'Costo Argentino'
situations have been rapidly disappearing, though they are not yet completely wiped out.
Especially, port services have improved, and transportation services also show
improvements. Some of these improvements are allributed to the introduction of free -
competition. Therefore, the main issue in this section is how to improve productivity and
quality in the production of raw materials and processing.

First of all, it is necessary to pay special attention to the importance of
procureiment of high-quality raw materials. While improvement in productivity and
qualily in a processing industry is, needless to say, very important, securing raw
materials at reasonable prices and with the best qualily is far more important. It is
because the quality of raw materials directly influences the quality of the processed
products. Since the raw materials are generally tradable, it is possible to import the best
quality raw material if lhéy are not available locally. However, there ate raw materials
that are physically tradable bul economically not. Fresh tomatoes for industrial use and
fresh fruits for juices are such cases. Their prices are too low to bear the transportation
costs,

(2). Towards better relations between raw hlaterial suppliers
and processing industries

To be able to procure high-qualily raw materials all the time, it is necessary fora
processing industry to build a good, close business relationship with the supplicrs of raw
materials. This is especially important when the suppliers of raw materials are not
exposed 1o an international market and, therefore, are not subject to fierce competition.

Various ways of building a good relationship between farmers and processing
industries have been tricd. One multinational cereal company has tried for many years to
build a good relationship by lending seeds, fertilizers and pesticides to their contract |
faniners and guaranteeing the purchase of their harvest al a fixed price. The company
takes both price and production risks, while the price risk is hedged by the futures
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market, and some portion of the production risk is transferred to principal banks of the
company. One of exporting meat packers recently concluded a contract with a producers'
association and has becomne a shareholder of the meat packer. Under the contract, the
association supplies cattle to the meat packer, and the meat packer pays for the cattle
depending on the quatity. The meat packer also pays to the association a part of its profits
which are obtained from its sales, Both paities are now in the same boat in the sense that
they share the comimon interest of requiring high-quality raw materials. Business
diversification by a processing industry (downstream) 1o a primary industry (upstream) or
by a primary industry to a processing industry through the formation of a subsidiary or a
joint venture, are other ways of building a good, close relationship between the two.
There will be advantages and disadvantages in these ways. Which way is the most’
practical and eftective in Argentina is not known yet'. The answer will reveal itself .
through experience.

(3) Room for improvement in the processing industry

© With respect to the productivity of the processing industries for three case study
products other than squid-based products, there seems to be no serious defect.
Productivity of the production lines in a narrow sense is standard, though old machinery
and equipment are still used in the tomato processing industry. However, when other -
lines such as the packing line and the storage process are closely checked, there seems to
be much room for improverent. This is especially true in the case of some meat packing
plants. '

A similar phenomenon is seen in quality control. It is standard in production
lines, but there is some room for improvement in the control of fruit juice filling and the
packing or storage process of the sneat packers. In the fruit juice industry, amore strict
risk control should be imposed on each process by introducing the Hazard Analysis -
Critical Control Point system. The benefit of the system is not recognized unless some
defects oceur in a factory. _However, 5incc such a case is rather rare, people do not pay
much attention to the importance of introducing the system. 1t is also necessary for the
food processing industry to keep the factory neat and clean all the time, regardless of ihe_
areas, such as production, packing, and storage lines and administration offices. The
Argentine industry still seems to be weak in this respect.

(4)  Capital investments for export expansion

Whien production lines are designed mainly for the domestic market, a part of the.
facility has to be transformed or rearranged if the finm wants to export. This will require
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new capital investments, Such a situation is seen in the meat packing industry. In the
domestic market, beef is mainly distributed in carcass or quarter, while beef for export
should be cut in picces (boxed meat). Thus, domestic market-oricnted meat packing
plants are only equipped with the slaughtering and storage rooms. If such a plant ainis to
expoit, it should construct or expand the culting and packing rooms. Even within the
domestic market, it is expected that a greater amount of meat will be distributed in the
form of boxed meat, which will require the planis to expand the cutting and packing
sectors. Due to economic and sanitary factors these changes have taken place in many big
markets such as the USA and Japan. It is expected that the change will also take place in
the near future in Argentina, |

Similarly, when the Argentine meat packing industry begins to export to the East
Asian niarket, it will have to correspond to many varicties of orders: different sizes and
weights of beef, packing size, packing style and so on. The industry will have to expand
the investment in facilities of the cutting and packing lines. It would be necessary for the
industry to make enough profit through improvemen_t in productivity for future '

investment,

It has been confirmed that some local companies have acquired the technology or
know-how necessary for improveinent in productivity and quality, though the number of
such companies is not so large. A fish précessiug firm in Puerto Madria is one of them.
The firm has excellent management skills in the catching and processing of merluza.

They recognize the impbrtance of the catch of high quatity raw materials for the
processing industry, and they know how to ensure such a catch. Transferring such
management skills to other firms will be the key for the development of the fish
processing indusity in Argentina. It is recommended for the govermﬁem to consider
seriously the way to transfer such management skills to other companies before it requests
foreign assistance. ' '

(5) Further deregulation

As far as the selected four products are concerned, the impact of Costo Argentino
is not very significant. This may be explained parily by the introduction of frec
competition which was brought about by deregulation. However, it does not necessarily
mean that there is no necessﬂy for further dercgulauon T aking etcctrlcnly as an example,
‘the generation of electric power was prwahzed, but the distribution is not yet deregulated.
The percentage share of electricity cost to the total cost in the selected processing
industries ranges from 0.5 % in the squid processing industry to 9 % in the tomato
processing industry. If this sector is deregulated, there is a chance of a dectease in
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electricity costs. Transportation is another example. Transportation, as a shate of costs
for the whole process from raw materials to processing and export, ranges from 6% in the
Argentine beef industry to 12% in the tomato industry. Due to accelerating competition
among transporlation companies, the tariff is declining. However, if the import of trucks
is liberalized, the transportation cost can be further decreased. The main sources of the
decrease would be depreciation and maintenance costs. ¥ the cost of importing trucks
decreases, transportation companies will be able to afford to buy new trucks within an
adequate depreciation term, thus lowering the maintenance costs of trucks.

6. Role of the Government

It should be made clear what kind of role the government is expected to play in an
export expansion effort. In principle, the role of the government should be minimized as
much as possible. While market access problems are basically the responsibility of the
governnent, the private scctor should take the initiative in marketing and improving |
productivity and quality. This is especially true in the case of products that are already
competitive and widely exported such as beef and fruit juices,

There are some other areas where the government should be involved directly. In
addition to the production of nation-level information and market information galhering as
explained in 4. (6), research and development by SMEs on new technology, new
products, new system, and sanitary and quality control should be supported by the public
sector. This is because the output is considered a public good and SMEs can not afford
this independently due to the lack of human and financial resources.

The role of the government, however, should be a low profile. Direct cosls for
export expansion, such as a cost of having liaison offices in Japan, should be bome by
expoiters themselves because they are the ones that benefit directly. When the _
government is required to contribute to a part of the expenditure, it is suggested that the
govemmient extends a soft loan for the expeaditure and shall be repaid when the
exporters succeed in export expansion.

7. Bastc Conditions for Export Expansion

In concluding this chapter, more general and basic condmons for Argentma s
export expansion to the East Asian market are dlscussed below:
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{1) A new type of leaders in farming

First, the competition among supplicrs of raw materials should be intensified, As
for the compelition in the processing industry, market forces will accelerate it and
concentration will develop in the industry. Tt will result in an increase in productivity of
the industry as a whole. It will make the indusiry more competitive. The effect of free
competition has already begun to appear in some sectors such as the beef and tomato
processing industries. However, as far as upstream sectors such as agriculture are
concerned, the effect is not so dramatic as that in the processing industry due to its nature
and, more importantly, institutional framework. It is free to trade agricultural products,
but import pressure is not strong enough to accelerate the competition in comparison to
manufactured products. Maintaining or enhancing the competitiveness of the primary
sector is a key for Argentina. It is never an exaggeration to say that the possibility of
export expansion depends on whether it is possible to build up a favorable chain between
raw material suppliers and the processing industry.

In this regard, a very symbolic and impressive phenomenon has appeared in the
production of tomatoces. According to the Tomato Products Manufacturers Association,
the supply of tomatoes for industrial use in the future will derive from the following three:
sources, direct farming by the processing industry, teaditional but efficient farmers in
contract with the industry, and agro-engineers. The last source should be paid special
atlention because it is a completely new fype of farming. Agro-engineers produce
tomatoes with advanced indusirial technology. In this sense, they are not farmers but
engineers and industrialists. Since agricultural work is not a purely scientific endcavor,
there will be some limit to such farming. However, it is important to bear in mind that a
new wind is going to blow through the Argentine agricultural sector. There is a
possibility that tomato fanning will change dramatically, and that the tomato processing
industry will regain its competitiveness in international markets. Taking account of the
importance of this reform, the government is expected to provide support by creating an
environment that would facilitate the emergence and developiment of agro-engineers.

Another important aspect of the emergence of new leaders in farming is that they
are likely to initiate technological innovation in Argentina. Technological development
and innovation are very crucial for economic development and export expansion. It is not
an exaggeration to say that the achievement of stable economic development necessitates
teéhnologicaidevc!ppment and innovation. While technological development and
innovation may take place in various industeies in Argentina, the agricultural sector should
tead other industrics. This is because Argentina is one of the prominent agricultural
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countries in the world, and therefore, should play a leadership role in the world's
agricultural technology.

One of the salient characteristics that relate to the agro-engineers is that they
introduce a concept of management to the farming. They manage the farning from
seeding to harvesting with their scientific knowledge, technological devises and even
corporate management techniques. This is already seen in cattle raising. Some producers
have improved the productivity by introducing intensive farm management. They manage
cattle with scientific knowledge and technotogy. If this kind of method is widely
followed by the other sectors in the primary industry, it will become much more
competitive. : |

(2) ' Entreprencurship

Second, in order for Argentine industry to expand exports to a new market, the
industry has to take a risk. Without risk, nathing happens. However, it is also important
to minimize such risks. It is a fundamental question whether the Argentine industry has a
strong' will to expont its products to the East Asian market. A manufacturer of tomato-
based products expressed frankly that it is ready to expand its production capacity for
export if the Japanese clients commit to purchase. A fruit juice producer stated that it does
not expand ils production facility for export because the Japanese market is uncertain. -
These statements may indicate that they are not in a position to take the risk of exporting
to Japan. If most Argentine industries or companics share this attitude, it is very difficult
for Argentina to expand exports to the East Asian markel. '

One way to minimize such a risk is to make a long-term corporate plan and to
clarify the risk which the industry has to and can afford to take, Strategic approactt is
very important when the Argentine industry targets the East Asian market. In this regard,
it can be said that the Argentine induslry, in general, seems to be weak in long-term
strategic thinking not only for exports, but also for domestic sales.:

(3) The age of production managers

Third, the importance of production should be emphasized. Some Argentine
intellectuals stated that financial managets used {o be the most iniportant and sales
managers came next in the business circle. Under hyper-inflation and a closed economy,
people did not pay much attention to the production because they could determine and |
quote the price based on the mark-up method. They were rather concemed with the terms
of paynent of raw materials; they tried to buy with a deferred payment and sell with an
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advanced payment. This is what the financial managers had to do. While the importance
of the role of the financial managers can not be denicd even under the current stable prices
and an open cconomy, production managers are as important as financial and sales
managers, particularly in the case of export of manufactured products. Adherence o the
good quality of products and high productivity in plant operations are very imporant for
the development of industrialization. This adherence may be atained only when the role
of production managers is properly evaluated and highly respected.
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Chapter 1
Beef and Beef-based Products







1.1

Scope of the Study

Vol. V (Chapter 1)

Products to be covered in this study are chilled and frozen fresh beef. Japan

ctassifies imported beef as shown in the following table. The size of overali beef market,

at the wholesale level, was about US$S 10 billion in 1994, Processed beef is not dealt

with in this study because its market is relatively small compared to that of fresh beef.!

Table V-1-1-1

Classification, Volume, and Value of Japan's Bcel‘ Import

(volumc: fon, value: lapancse yen mtlhon)
CY 1993 1994
HS Ttems Volume Value Volume Value
0201.10-000  Carcasses and hatf-carcasses of bovine 32 19 60 36
- : animals, fresh or chilled : o
0201.20-010  Meat of bovine animals, quarier fresh or 4,321 2,050 5.219 2429
" chilled
0201.20-090 . Meal of bovine animals, culs with bone in, 149 130 66 - 83
 excluding carcasses, half-carcasses and
quarter, freshorehilled
0201.30-010  Loin of bovine 'mmnls boneluss fresh or 66,064 67,710 82,836 81,389
chitled
0201.30-020 Chuck, clod and round of bovine animals 155,880 68,401 187,347 719,081
boncless, freshor chifled ,
0201.30-030  Brisket and plate of bovine ammals 47175 26,284 60,140 32444
' boneless, fresh or chilled —
0201.30-090  Other meat of bovine animals, boneless, 961 524 990 445
~ - freshorehilled
0202.10-000 Carcasses and half-caccasses of bovine 3 2 14 26
animals, frozen ‘
0202.20-010  Meat of bovine animals, quarter frozen 10 5 i3 B
0202.20-090  Meal of bovine animatls, culs with bone in, 6,197 3477 8,061 3,603
excluding carcasses, half-carcasses and '
quatter, frozen o
0202.30-010 Loin of bovine animals, boneless, frozen 30,096 30,127 31,157 28436
0202.30-020 Chuck, clod and round of bovine animals 56,950 20,971 39,31 19,997
boneless, frozen .
0202.30-030  Brisket and plate of bovine animals, 102,812 43,951 106,136 33,711
boneless, frozen :
0202.30-090  Other meat of bovine amrmls boneless, 40,898 8,673 47,119 9,757
. . frozen
Grand {otal 511,553 212,326 588,609 292,075

Source: Japan Taniff Association, Japan Exports and Imposts,

! The market size at the retai! level of comed beef, a major ferm of processed beef, is aboul Uss 93
million in 1993,
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1.2 Market Access to Japan

1.2.1 Liberalization of Beelf Trade

- Since the import quota was climinated and beef trade was liberalized in 1991,
there has been no restriction for the imporiatibn of beef. Today any aimount of beef can
be imporied by anybody at any time as long as an applicable tariff is duly paid. Curreatly
imported beef 'ICLOUHIS for approximately 60% of Japan’s beef consumpllon The ﬁgum
is expected to risc to 70% by the year of 1997. ' '

Although beef trade was liberalized, high tariff rates have been applied (o the
import of beef. The tanilT rate for fresh beef was set at 70% in 1991. Revenue from lhc
tariff is p'me used to subsidize the Japanese cattle producers by Law Concerning
Stabitization of Livestock Price (LCSLP). In 1_993, the subsidy amounted to about US$
90 per beef caltle and US$ 640 per dairy cattle, which mziy have undermined the
competitiveness of imported beef. '

The tariff rates, however, have been reduced and are subject to further deciease
by 1.9% annually (0 38.5% by the year of 2000. This decline indicates that the Japancsc
governinent is commilted to continue the liberalization of beef trade.2 LCSLP should be
understood in this context; its role is not to suppoit the financial viability of the Japanese
livestock producers, but to alleviate the short-term iinpact of trade liberalization on the
producers. The Japanese producers are deemed to be out of business by economic forces
unless they create an innovalive method to cffectively compclé with forcign suppliers.

Table V-1-2-1 Japan's Tariff Rates for Chilled and Frozen Beef
: (&)

ryd 1991 1992 1993 l994. 1995 1996 1997 1998 1999 2000

Chilled and frozen beef 700 600 500 3500 481 462 443 423 404 385

Source: Customs and Tariff Bureau, Minisiey of Finance, Annual Reporl

1.2.2 Market Access Situation

There is no implicit public nor private market access impediment to the beef trade
in Japan. All the regulations arc explicit. There is no business practices that would
hamper a new entry, cither. Distribution channels are shorl and simple, while they are
sometimes tong when the amount of beef of handling by a user is too small and needs to

2 Thereisa safeguatd mechanism in the case of rapid expansion of beef import. The tariff rate is restored
at the level of 50% for the rest of the fiscal year when the growth of beef impout exceeds by 17% over the
previous year. The safeguard was actually implemented on frozen beef in Aisgust 1995,

3FY is fiscal year. Itis from Aptil to March in Japan,
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be consolidated with the beef for other users to become an appropeiate handling volume.
The transparency of the market access to Japan has been confirmed not only by the
Japanese (government and the private sector) but also by foreigh exposters such as the
Australian and US firms. Neither the US nror Australia which has already obtained a
largc markel share in Japan is collaborating with the Yapanese govemment and beef
importers to restrain the entry of new coniers.

"The beef market is not in monopoly nor in oligopoly. None of major beefl
importers such as trading houses, meat packers, and supermarkets has been able to
dominate the distribution channels. It can be said that the US disiribution channels are
mote restrictive than those in Japan in a sense that the channels are beginning to be
dominated by a few major meat packers.

Free compelition of Japan's beef market can be confirmed by a decline in the price
of beef. The wholesale prices of beef have dropped nearly 20% since 1990. The decline
in the wholesale price of beef exceeds that of all foods as shown in the following table.
Price decline in imported beef is more proniinent than that of all foods imported. Due to
rapid price decline, many beef importers have withdrawn from the dealing of beef; the
number of beef importess decreased from about 110 after the beef trade liberalization to
50~60 at present. ' '

Table V-1-2-2 Wholesale and CIF Prices of Beef and Foods in Japan

{19920=100)
FY 1991 1994
Wholesale prices Beef 316 81.2
All foods .. : 98.6 26.9
Iniport prices (CIF) Beef ‘ 76.2 69.9
AH foods imported 30.6 818
Source: Beverage and F_ood Statistics Monthly
1.2.3 Foot and Mouth Diseases (IFMD)
1.2.3.1 Domestic animal infectious diseasc control law and the

GATT Agrecement on the application of sanitary and
phylosanitary measures

White economic smarket access i‘mpédimems are absenl, it does not necessarily
mean that regulations such as sanitary measures do not exist. The most relevant
regulation to Argentina is the Domestic Animal Infectious Disease Control Law
(DAIDCL).

The objective of the law is to prevent the outbreak and spread of animal diseases
such as foot and mouth diseases (FMD).: Article 43 of DAIDCL designates the countries
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and regions from which Japan can import animal-based products. The law classifies
countries in four categories as shown in the following table, Argentina is in Category 3
and it is unable to export fresh beef to Japan.

Table V-1-2-3  Article 43 of Domestic Anima} Infectious Disease Contrel Law.
{DAIDCL) of Japan

Category 0 i 2 3

Korea, Taiwan, Finland, Sweden, Norway, Singapore,
Denmark, Netherlands, France, Germany, ' Poland,
Belgium, UK(Northern lreland), Ireland, . Hungary, o .
Counlries Iceland, Madagascar, Canada, USA, Mexico,  Rumania, Other
ad Belize, Gualemala, Honduras, : Yugoslavia, China, Chile  countries
regions . El Salvador, Nicaragua, Costa Rica, Swilzertand, and regions
Panama, Dominican Rep., North Marianas, Austria, '
New Zealand, Vanuatu, New Caledonia, UK
__Austratia ~ (GreatBritwinj)
___Live animals Allowed Alowed . Allowed  Not allowed
_Semen, embryos Allowed Alowed Allowed  Not allowed
Ham, sausages, Allowed Allowed  Notallowed* Not allowed?
bacen _ e - : : : -
Meatfoffal Allowed Not allowed* Notallowed®* Not allowed*

*: Imporl of thermo-processed meat is alfowed irem cedtificd plants only

The issue here is '_whclhcr the level of sanitary standards to'which the Japanese
government applies is excessively resiriclive and whether it has unnecessanly restricted
trade potentials. In this context, in order to prevent sanitary measures from being used as
disguised non-tari{f trade bacricrs, the Agreement on the Appllcallon of S'mmry and
Phytosanitary Mcasurcs (SPS) was issued at the GATT in January, 1993

Figure V-1-2-1 Relation Between the Agreement on the Application of Samlary and
Phy(osamtar) Measures and Relevant Standards

Agreement on the Application of Sanitary and Phytosanilary Measures {SPS)

Article 3: Harmonization
Article 4: Equivalence
: Article 5: Risk Assessment

Codex International Animal Health Code of OIE J

Chapler 2. l.._l. Fool anc.i.Moulh Disease

Standards of FMD free c'oumries and zones

The SPS aims (o harmonize sanitary and phytosanitary measures of each country
using the accepted international standards being developed by the Office International des
Episootics (OIE). Although governments have the right to put their own sanitary and
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phytosanilary measures in place, they must show scientific justifications if such measuses
are more resteictive than the international standards. The SPS also specifies that sanitary
and phytosanitary measures of each country shoutd be based on the assessment of risks
to human, animal or plant life or health. ' As a member country of the GATT, Japan's
regulations should be examined in accordance with these international standards.

1.2.3.2 EMD outbreak in Argentina

Argentina has tackled the problem of FMD for many years, and at last it has been
successful in eliminating the outbreak of FMD. No outbreak has been observed since
April 27, 1994 in Argentina. The most important factor for this success was producers’
participation. Producers had not paid much attention to export because they had a huge
domestic market; export accounted for only around 10% of domestic production.
However, as the domestic market shrank due to a declinc in per capita beef consumption
and beef price continucd to stagnate, prdducefs began 1o seek the possibilily of exporting
to FMD-frec countries. This recognilion of producers led them to actively participate in
FMD cradication programs. Strengthening of government's institutional support as well
as the development of oil-made vaccination is also atliibutable to the success.

Table V-1-2-4 The Number of FMD Outbreaks in Argeniina

CY  1935-89 average 1990 1991 1992 1993 1994 1995

FMD outbreaks ' 820 841 234 350 9% 18 0
Source: SENASA )

The current situation of FMD varies from region to region. Patagenia which
holds 0.3% of catile has not had any FMD outbreaks for more than 20 years, and may be
classified as a "FMD frec region not practicing vaccination.” Mesopotamia which holds
16% of the total cattle in Argentina, saw the last outbreak more than 2 years ago but is
stifl practicing vaccination. The other regions including the Pampa is (ree from FMD
outbreak with vaccination since Apiil 1994. The Pampa is abundant with good quality
races such as Aberdeen Angus, and is the most important region for the beef industry o
Argentina. '

Argenlina has exported deboned beef to the EU since 1968, and no cutbreak of
FMD in the EU associated with the beef imported from Argentina has been observed.
This export system is principally to debone the beef and lower the PH of meat to below
6.0 through the maturation of 36~48 hours. The system has been implemented in order
to not only eliminate the possibility of the survival of FMD virus but also improve the
tendemess of meat and br'ighten' the color of beef. Exporting meat-processing plants are
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under the strict control of Servicio Nacional de Sanidad Animat (SENASA), and every -
plant has several permanent staffs of SENASA and veterinarians who check the sanitary
situation of the plant and animals. In addition, some importing countries inspect the
plants to monitor the situation. According to SENASA's FMD eradication plan,
Argentina aims to be qualified as a "FMD free country where vaccination is not practiced”
by 1998.

The US has acknowledged the smfcly of the above mentioned export system after
a full investigation of risks. It has begun the process of the revision of relevant laws to
facilitate the importation of deboned beef from Argenhm The import volume i issétat
20,000 tons a year.? Argentina now turas o Japan and the other East Asian FMD free
countries as a next target for the export of its fresh beef.5 |

1.2.3.3 View of the Japanesc government

)] View of the Japanese govemment before 1995

The stance of the Japanese government had in general accorded to OIE's
standards, although they had not been formally acknowledged as cffective international
standards. OIE had not been designated by the GATT as the organization that would
establish international standards. Japan's criterion for the importation of fresh beef was
based on the zero risk concept. The Japanese government allowed import only from
those countries that were assumed to be classified as a "FMD free country where
vaccination is not practiced” by OIE's definition.

(2)  View of the Japanese government at present

With the implementation of the SPS, the Japanese government has introduced the
concept of risk assessment, Article S of the SPS specifies that "(m)embers shall ensure
that their sanitary measures are based on an assessment ... of the risks (o human, animal,
taking into account risk assessment techniques, developed by the relevant interaattonal
organizations." The Japancse governiment is commilted to follow this Article S of the
SPS. Traditional argument of "zero" or "minimum” risk concept is no longer valid in this
confexl. Japan has departed from the zero risk concept. OIE became a legitimate
organization that would establish intemnational standards.

4 The risk assessment of the importation of 20,000 tons of deboned Argenlme becfshous that the
importation of infected meat could happen only every 221,995 years.

3 Argentina atready has access to some East Asian markets such as Hong Kong, M aiaysm lhe
Phitippines, Singapore and Thaifand.
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In spitc of the development of international legal framework, the SPS agreement
and OIE's international standards are very new and not mature yct, according to the
Japanese government. It considers that there is a tot to do before the standards are used
effectively cnough to guide sanitary regutations of each couniry in fact, WTO's
operational committee on the SPS agreement is still discussing the definition of such
important terms as 'risk assessment.” Similarly, according to the definition of the OIE,
the "FMD free countries where vaccination is practiced” should demonstrate the absence
of viral activity, but no concrete and scientific methods to demonstrate the absence has
been established. While the OIE has definitions of FMD status applied to countries and
regions, the list up of the countrics and regions has not been completed yet, either.

The current stance of the Japancse government is that it will exanine possibility of
the importation only from those countries that may be classified as "FMD free countr(ies)
where vaccination is not practiced” and "FMD free countries where vaccination is
practiced.” It will not meet request from any other countries/regions bccahse it does not
consider that methodology of assessing risks associated with the importation of beef has
been established by the OIE yet.

The hpancsc government will not meet request based on zoning or deboned bcef
either. With regard to deboned beef, its opinion is that, in addition to the absence of
methodology of assessing tisks, actual cases of analyzing risks associated with the
importation of deboned beef from FMD infected covntries such as the one between
Argentina and the US, are rather sporadic, and the concept of deboned beef has not been
accepted by many ‘member countrics of the OIE. In terms of zoning, the Japanese
goveminent is not willing to proceed for consideration because there were cases where
EMOD outbreaks occurred in a "iree" zone surrounded by FMD infected areas in the past.
It does not consider that the concept of zoning has been geneml!y accepted by the member
coumnes of the OIE, either. Unless the concept of deboned beef and zoning is
devcloped, and its o‘peraiional measures are clearly defined at the OIE, the Japanese
government is unwiﬂi'ng to proceed to risk analysis.

The Japancse governient wishes 1o conttibute to the development of O1E's
interational standards at the nurltilateral levels rather than through a bilateral negotiation.
The Animal Health Division of Livestock Industry Burean of the Japanesc Ministry of
Agriculture, Forestry and Fisherics which is in charge of FMD issues established a
committee in July, 1995 that aims to develop a methadology of risk assessment. The
committee has decided to take up the importation of fresh beef from Uruguay as a casc
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study of risk analysis. Through this process, it fries to contsibute to the discussion made:
at the OIE.

The Japanese government is aware of the recent development of negotiation
between Argentina and other EMD free countries including the US and Canada. But it
considers that it will still take some time before the Argentine beef is actually exported to -
these countries,

In terms of the procedurs of requesting the Japanese govemment to lift the ban on
the export of fresh beef, it is the same as that of thermo-processed beef. The .process
starts with the submission of requests and relevant documents, The Japanese government
may request other miaterials for their references. Once all the documents are submitted, -
and the Japanese goverament docs not find any problem, it will senid a mission to confirm
the information provided by the documents. When the mission is satisfactorily
completed, the law (DAIDCL) is revised and the importation is altowed to take place.

1.2.3.4 Suggestions for clearing the market access problems

Given a meticulous stance of the Japanese government, liftle short cat seems 1o
exist for Argentina to begin beef expoit to Japan. Itis sugges_{éd that Argentina may take
measures including the following:

(1)  Continuing to show its interest on the risk analysis of the éxpon of deboned b{:éf

Argentina should continug 1o cxpress an interest on the risk analysis of 1he eXpon
of deboned beef to Japun It may also show its interest on the concept of zoning.
Although the current stance of the Japancse government is to withhold from bilateral
ncgotiations, with the development of intemational standards, the Japancse goveroment -
may become prepared to undertake the risk analysis on bilateral basis. Continuing to
show a concemn of exporting deboned beef may also help maintain a dialogue between the
Argentine and the Japanese governments. . '

(2)  Beginning beef export to FMD free countries including lhe Us
as soon as possible

To begin beef export to FMD free countries would demonstrate the effectiveness
of deboned beef expoit to the Japanese government. - Japanw's current strict stance may.
change once other FMD free countries begin to import from Argentina. Exportation to the
US, Canada, Korea and Taiwan might possibly give an impact on the decision of the
Japanese government. Since Korea and Taiwan in general follow the stance of the
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Japanese government, it scems difficult to materialize export to these countries prior to
Japan. Canada is intrinsically a beef exporting country. Therefore, the exportation (o the
US would be the key; realization of export to the US might have a possibility to influence
the decision of the Japanese government. | |

(3)  Contributing to the development of intemational standards

Development of OIE's intenational standards would have a direct impact on the
staice of the Japanese government, Argentina should, especially, work on the following’
points:

- To develop a guideline for risk assessment
According to the Japanese government, a precise and concrete
mclhodology of risk assessiment has not been establistied by the OIE. Itis

“an urgent need for Argentina to develop the methadology for risk
assessment at the OIE.

- - To clearly define the "FMD free countries where vaccination is pnchced "
Although these countries are required to demonstrate the absence of viral
aclwuy, the methodology of demonsteating the absence has not been
clearly defined yet. A scientific method should be created and dt‘i'mcd

- To list up countricsfregions in each definition of ¥MD slatus, _

'No country nor region has been listed up, in the standards of FMD status
defined by the QIE. Designation of countries and regions should be
prompted to enhance the effectiveness of the standards.

- To make the standards more effective
The process of deboned beef exportation from the FMD infected countrics
is stated, but il is not obligatory. The process should be developed to be
utilized as an effective guidance of exportation.
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Note: Retevant Laws and Regulations for Argentina to Expoert Fresh Beef to Japan:

Relevant
Articles .

Relevant Laws and
Regulations

Import
._Regulalions

Remarks

Foreign Exchange and 1,52 No - Control trade from balance of payment point

Foreign Trade Control Law of view ' '

Import Control Ordinance 34.9 No Describe regulations concerning import

Import Control No Beef is nol desipnated as IQ items

Notification e

Domestic Animal 36 Yes Ceonirol the impart of animal-related goods

infectious Disease Contro} by country

Law (DAIDCL) S : :

DAIDCL Enforcement 43 Yes Classify countries in four ranks. Argentina is

Ordinance : in rank 3, which is unable to exporl raw

e e A L0 Japan L

DAIDCL Yes Designale factories which can export thermo-

Notification(1971, 1972) processed meat to Japan

Food Sanitation Law 1,2,4,5, 111, Yes Avoid sanilary troubles brought about by

14,16 food and beverages

Food Sanitation Law 2,5 Yes - Impott of méat products riust be

Enforcement Regulation ' accompanicd by a document of the
government of an exporting country, The
package must show name of goods, date of
production, name of producer ete.

GATT 20 Yes Countries have the right to adopt trade
reasures necessary o protect human, animal
and plant life of health,

A Protocot on Yes - :

Padticipation for GATT .

Agreement on the Yes Countries may introduce sanitary measures

Application of Sanitary
and Phytosanitary
Measures

which result in a higher level of protection
than international standards if there is a
scientific justification.

28



Vol. V {Chapter 1)
1.3 Market Situation in Japan

1.3.1 Market Size, Its Growth, Majof IFactors for
the Growth and Future Prospect

1.3.1.1 Current featurces of the demand for beef

_ Japan's consumption of beef has increased for the last few decades. In 1994,
overall market size of fresh beef was about US$ 10 billion, at the wholesale levels, of
which imported beef accounted for 45 % (US$ 4.5 billion). In volume, the Japanese and
imported beef accounted for approximately 40% and 60%, respectively. Japan was the
second largest beef import country after the US in 1994,

Table V-1.3-1 Demand and Supply of Beef in Japan
' {Carcass weight, 1,000 tons)

FY (965 1970 1975 198G FOBS. 1990 1991 1992 1993 1994

Demand 232 1 417 595 176 1,079 1,083 1,182 1,327 1,446
Production . 216 278 352 418 555 549 575 592 394 602
Import 15 33 64 177 220 529 58 3591 732 844

Source: MAFF, Meat Distribution Statistics,
 Japan Tariff Association, Japan Exports and Imports

The liberalization of beef trade has accelerated the import and consumption of
beef, The following faétors are cited for the fast cxg.mnsioh indemand;,

- Decline in price brought about by the liberalization of import, the
appreciation of yen, and reduction in tariff rates;

- Changes in ealing habil;' | | -

- Increase in eating out;

- Active promotion of beef-refated industries, including the US and
Austratian organizations:

The following table shows the consumption per capita and growth rate of various
kinds of meat, Beef consumption per capita has increased in the last 30 years by more
than five-times. Beef is the only meat of which consumption per capita growth rate is
increasing, while the volue of consumption is still less than that of pork and chicken.

Tablerv-l-i!-z Consumption of Mecat in Japan
i AN : . : {Bonc-Jess basis)

SR . Consumplion per capita (kg) . . Growth rate (%)
FY 1965 1975 1985 1990 1991 1992 1993 1965~75 1975-85 1985-93
Beef 1.5 2.5 4.4 6.1 62 67 14 5.2 58 6.7
Pork 3 1.3 10.3 11.5 L35 11.5 114 9.3 3.5 13
Chicken 1.9 53 91 102 104 106 104 0.8 5.6 1.7

Source: MAFF, Food Demand and Supply
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1.3.1.2 Future prospects of the demand for beef

While the growth rate of beef consumption will become modest, the consumpiioh
will expand steadily taking into account the current level of consumption per capita as a
developed country. Development of new beef-related dishes by private firms that aim to -
cxpand their market share will also contribute to the expansion of beef consumption. ltis
a consensus in the beef industry that consumption per capita will reach 10kg in the year of
2000 from 7.4 kg in 1993, The foilowmg tablc shows a forecast of future demand 'md
supply by onc of major beef lmportcra

Table ¥-1-3-3 Demand and Supply Forecast of Beef in Japan - '
(1,000 ton, bone-less basis)

FY 1995 1396 1997 1998 1999 2000

Demand 1,070 1,100 1,140 1,180 - © 1,220 1,260
Production 420 420 420 424 - 420 420
Import . 650 680 720 760 - 800 840
Per capita consumption” 8.6 8.8 9.1 9.4 9.8 10.1

Source: Japan's one of major beef importers

However, the forecast seems to be too optimistic when ch effect of aging of the
Japanese sociely is taken into consideration, More conservative forecast is that the beef
consumption per capital willt grow by 1~3% for the next 10 years, and it will remain at
7.9-9.1 kg in 2004,

1.3.2 Characteristics of the Market
1.3.2.1 Types of final use

Table V-1-3-4 Types of Final Use of Beef in Japan
(%, Estimate)

Y 1575 1980 1985 1990 1991 1992 1593 1994

Total 100 100 100 100 100 100 100 100
Household 70 6l 56 48 43 47 46 44
Processing i3 4 14 9 14— 8 8 -8

Commercial 17 24 30 43 42 45 46 48
Source: MAFF, Livestock Indusiry Bureau ' : o ‘

In the table above, the houschold use means the consumption fresh beef which are
sold directly to consumers at supcrmarkeli meat shops etc. Processed beef includes'
hamburgers and comed beef. Commercial use means the meat cbnisu_llled at restaurants
and hotels and other commercial/pubtic facilitics. |
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Both houschold and processing uses are declining relative to commercial uses.
This shift reflects a change in eating habil of the Japanese. The share of comnercial uses
have more than doubled in the last two decades and exceeded that of household uses in
1994,

1.3.2.2 Market segmentation

Japan's beefl market can be scgmented by quality as shown in the following table.
In Japan, domestically produced beef is considered superior to imported beef, while the
latter is catching up the former rapidly.

Table V-1-3-5 Type of Beef by Quality in Japan

Grainfgrass  Shipping form  Quality Market
First Second

Japanese  Beef caitle (Wagyu)  Grain-fed - High Household  Comimercial
Dairy cattle Grain-fed - Stanctand Household  Commercial

Grain-fod Chilled Standard Houschold  Commercial

Import Grass-fed Chilled Standard  Commercial  Processing
Grain-fed Frozen Law Commercial  Processing

Grass-fed Frozen Low Processing  Commercial

The Japancsc consumers recognize that Wagyu is the most superior beef, and it
still is a luxury food. Wagyu is mainly used for steaks and traditional Japanese dishes
such as Sukiyaki and Shabushabu. Shimofuri, a special type of Wagyu, is the best type
of marbled beef and the most popular in Japan. Dairy cattlg has been seriously affected
by impotted beef as they are competing in the same market. Although dairy-cattie are
grain-fed, they are not able to offer high prices as Wagyu.

Among imported beef, the quality of chilted and grain-fed beef has been adjusted

for the last several years to suil the Japancse taste. It is often purchased by houschold as
a table meat. Chilled and grass-fed beef is mainly imported from Australia, and is vsed
for commercial purposes. Processing use is increasing. Itis sometimes sold at
supermarkels as a special discount goods. Frozen and grain-fed beef is used in

inexpensive dishes such as beef bowls and lunch boxes sold at canvenience stores.
Many restaurants also use this kind of beef as steaks. Most frozen and grass-fed beef are

imported from Australia and are used for processing purposes such as hamburgers and
retort-packed curry rice.

The foﬂowing table shows the uses of beef by its origin (the Japanese, the US
and Australia). It presents that the Japanese beef is mainly consuined by the houschold
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sector, The US beef is popular in the commercial sector, and many Australian beef are
used in the processing sector.

Table V-1-3-6 Types of Beef and Uses in Japan

Donestic heef US beef Australian beef
Beel vatile Dairy catlle :
ABCDEIABCDEiABCDODE:AB CDE
Household  Supermarket OO0 D000 I0O00OOO0OO00O0
............ Rewiters 80 0Q0Q 10Q0QQ i O 1000 .
‘Commercial Restsurani  Family @) O 000 o O -0
Stcak O O - © ©
Japanesei@ O © O O O -
School and firms 0O Q000 OO0
Fastfood OO (@]
Beefbowi : O
Yakiniku 000 OO0 OO O
o Hls L O G0 o 0o
indusicial  Ham/sausage ' OO0 © Q
Others Q0

Note: ©: Frequently used, (O: Used, Yakiniku is BBQ (Asado)
A: chuck, brisket, fore shank, B: rump, round, hind shank, C: toin, ribs, D: plate, flank, E: others
Source: Suzuki Tadatoshi, 1995, "Japan's beef catile”

The cut of the Japanese beef is different fsom that of imported beef to meet the
differences in uses. Many imported beef are sliced thicker (5 mm ~) to be used {or
steaks, while the Japanese beef is sliced thinner (~3 mum) to be used for traditional dishes
such as shabushabu. ' :

1.3.2.3 Chilled and frozen beef

Recently the ratio of the volume of chilled beef to that of frozen beef has risen as
is shown in the table below. There are several reasons for this trend. First, a decling in
the price of beef triggered by the liberalization of beef trade has improved the cost
competitiveness of chilled beef, and it has begun to replace frozen beef. For example,
hamburgers and retort-packed curry rice used to use frozen beef, but recently chilled beef
has begun to be utilized for these dishes. Second, consumers arc nowadays conscious'
about not only the price bul also the quality of imported beef. Third, for beef
distributors, chilled beef ié easier (o handle because the process of tempering is not
necessary, and the color of beef docs not deteriorate as rapid as that of frozen beef.

Table V-1-3-7 The Rauo of Chilled Beef to Lhe Total Import of Fresh Beef in Japan
(%, volume-basis)

CY 1985 1986 1937 1988 1989 1990 1291 1992 .1993 1994

Ratio of chilled beef 275 263 266 287 327 302 482 500 536 571
Source: Japan Tariff Association, Japan Exports and Imports
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_ The following table shows the volume of imporied beef by chilted/irozen and
grain-fed/grass-fed in 1994, While the import of grain-fed beef is increasing, that of
grass-fed beef has been stagnant at about 200,000 tons a year recently.

Table V-1-3-8 Japan's Import of Chilled and Frozen Beef in 1994
(unit; 1,000 ton}

Chilled [rozen Total

Grain-fed 220 (US 160} 160 {US 150) 380
{Australia 120} _(Australia 10)

- Grass-fed Y10 (Australia 113} ' 90 (Avstratia ~ 80) 200
_ {NZ 10)

Total - 330 250 580

Source: Japan's one of major beef impoiters

1.3.2.4 Consunmers' attitude

() Perception on the Japanese and imported beel

Table V-1-3-9 Consumers' Perception on the Japanese and Imported Beef in Japan

(%)
Price . . : Inexpensive Normal Expensive No Answer Total
Japanese Beef cattle _ 1.4 19.3 131 0.6 1060.0
Dairy cattle ' 7.8 665 23.0 34 100.0
Imported 71.2 20.8 ‘ 3.3 4.7 100.0
Taste ‘ _ Good Normal Not good No Answer Total
Japanese ‘Beef caitfe 832 149 0.9 1.0 100.0
Dairy cattle 26.5 66.1 35 3.9 100.0
Tenported o 38 57.3 324 6.5 100.0
_Quality T God Normal ~ Bal No Answer Total
Japanese Beef caltle 733 - 250 0.2 1.5 1000
: Dairy cautle 28.4 65.4 1.2 5.0 100.0
imported 4.1 73.1 15.0 7.8 100.0
Safely e, Certain Concemed  Unknown___ No Answer Total
$apancse Beef cattle 66.0 6.2 27.0 08 100.0
‘ Drairy cattle 49.0 114 359 3.7 100.0
Imported 2.8 59.7 324 5.1 100.0

‘Source: Japan Meat lnformation Service Center, Consumer Survey

The above tables show the difference in perception of the Japanese consumers on
the Japanese and imported beef. The Japanese consumers fecl that imported beef is
inexpensive, but its taste and quality are inferior to the Japanese beef. Approximately
60% of the Japanese consumers are concerned with the safety of imported beef. They
suspect that the date of production of imported beef may be obsolete, and they are not
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certain about the country from which the beef was imported nor the way how the beef
was processed / praduced.

Differences in perception on the Japanesc and imported beef arc reflected in the
prices of major volume zones as is shown in the following table. Major volume zone for
the Japanese beef is around 251~400 yen ($2.50~$4.00) per 100 grams, whllc that for
imported beef is around 151~250 yen ($l 50~$2.50).

Table V-1-3-10 Houschold Purchase of the Jupanese and Tmported Beef
by Retail Prices in Japan

Yen /100 grams _ 0~100 lOk-—iSO 151~200 201~250 251~-300 301~350 351~400 401~500 50t~

Japanese Beef 0.6 1.6 8.1 14.2 231 20.1 217 7 173 166
Imported Beef 45 149 31.6 228 18.5 8.4 3.6 20 05

Note: Figures show the percentages of respondents who have bought the Japanese and imported beef
within those price zonas. {Plural answers) :
Soucce: Japan Meat Information Service Center, Consumer S;;; gx

) Preferences of the kind of meat

The types of favorite beef seems to be in close relation with the age of consunicrs
as is shown in the table betow. Shimofuri (marbled beef), a product of grain-fed beef, is
preferved by the younger generation, while Akami (lean beef), a product which
emphasizes the characteristics of grass-fed beef, is preferred by the eldesly people (older
than 50 years old). Taking into account a limited volume of meat consumed by the '
eldeity people, sales efforts of the Argentine lean-type beef should be directed to the
people regardless of age. Excessively marbled beef has begun to be avoided even by the
younger generation because of high cholesterol content. Consumption of lean beef may
increase in relative to marbted beef partly due to the aging of the Japanese society.

Table Y-1-3-11 Relation Between the Ages of Consumers and Thelr Preferences

in Japan-
(&)
Ages Akami Shimofuri © - Indifference
~30 26.5 . 513 22.1
3039 30.7 ‘440 25.0
40--49 368 423 20.7
50-59 437 o 37.9 184

60~ 50.3 352 _ 13.8

Source: fapan Meat Information Service Center, Consumer Survey

6 This dees not necessarily mean that the Japanese consumers are well aware of how meat is produced and
processed in Japan.
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Consumers' changing perception on the Japanese and imported beef is available at
Japan Meat Information Service Ceater in Tokyo, while it should be noted that it is a
subsidiary of the Ministry of Agriculture, Forestry and Fisheries, and its role is to
* promote the consumption of the Japanese beef.

(3)  Rules concerning the date of production and Productivity Liability Law

Recently rules on the indication of the date of production were decided to be

changed, and new cules will be effective in 1997. The date of production (A), or the date
of import in the case of forcign made products, had been required to be indicated on a
package of food. But it has been alleged that the system has fostered the perception of
consumers that they are excessively and unnecessarily conscious aboul the freshness of
products even when the pfoducts are not subject to deteriorale in a short period of time. It
has been suggested that the date of production is no longer necessary 1o be indicated. In
place of the date of production, the date when the taste begins to deteriorate (B) has been
recommended to be indicated for highly pen‘sh'ablc foods such as beef. In the case of
foods which ate not highly perishable, the tatest date when people are able to consume
(C) will need to be indicated on a package.

Figure V-1-3-1 Relation Belween the Taste of Products and the Number of Days
After Produclion

Better Taste A

The lowest level of taste
at which people can
consume

------------------------------

The number of days
The date of Whenthe taste  \When people are
produclion (A) begins to unable to consune

deteriorate {(B) )

Product Liability (PL) Law was implemented in Japan in July 1995, As fresh
beef is not a manufactured or processed product, it is not subject (o the PL Law.
However, importers are very much concerned with this law, and the following action is
likely to be taken by beef importers even on fresh beef:

- More complete safety check by the importers on production systems;
- Improvement of the indication on a package;
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- Belter cooperation between producers and impornters, and clearer division
of responsibilitics between them.

1.3.3. Japaf\'s Beef Proﬁuction

Japan's beef production is expected to continvie to stagnate. Increase in beef cattie
production has been very modest, while the production of dairy cattle has been around 2
million fieads a year for the last 15 years. The concentration of livestock production has
been taking place in all over Japan.  The beef production may decrease mainly because the
Japanese farmers are only competitive in the beef cattle (wagyu) which is expensive but in
a fimited demand. An average cost (o raise beef catlle in $apan is US$ 11.42/kg, which is
about 12 times as high as that in Argentina. ‘

Table V-1-3-12 The Number of Livestock Farms and Heads in Japan :
. ) ) {unit 1,000)

FY 1970 1975 1981 1985 1990 1991 1992 1993 1934

Farms : 902 474 353 0 298 232 221 210 ..199 134

Beef catite Heads 1,789 1,857 2,281 2,587 2,702 2,796 2,898 2,956 2497)
Catle per farm 2 4 6 9 12 - 13 14 15 16

Fasms 308 160 106 82 63 60 55 51 48

Dairy eattle - Heads 1,804 1,787 2,104 2,111 2,058 2067 2,082 2,068 2,019
Caitle per farm 6 11 20 26 13 35 38 41 42

Source: MAFF, Statistics Information Bureau, Livestock statistics

1.3.4 Japan's Beef Import

1.3.4.1 Overview of world beef trade

In a gtobal beef trade, Australin, New Zeatand, Canada, Argentina, and the US
are the major exporters, while the US and Japan are the major importers. The USisa
major exporter and simultaneously a major impoﬂef of beef. The BU is also a main
exporter and an importer as a region, but most of the trade takes place within Europe. Its
expoit to Japan is very small; in 1994, Japan imported chilled beef enly from Austria by
7.4 ton and from Greenland (Denmark) by 1.7 ton, rcspeclivclyQ
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Figure ¥-1-3-2 - World Beef Trade (1991)

% 300,000t

Code No. 011.1 Bovine Meat Fresh, Frozen
Source: United Nations, World rade annual 1991

1.3.4.2 Overview of Japan's beef import

An increase in demand is met by an increase in import. Dependence of beef
consumption on import has increased from 28% in 1985 to 58% in 1994. The tendency
will continue in the future. The following table shows major origins of import, and the
volume and value of beef imported.

Table V-1-3-13 Origin of Japan's Beel Imports
’ {ton, yen million)

CY 1992 1993 1994
Volume Value Volume Value Volume Value

Canada 875 699 1,501 829 3,051 1,652
USA ‘ 185,162 151,322 216,632 151,443 250,382 155,472
Mexico 139 83 83 31 - -
Australia 214,373 166,829 271,427 113,364 312,949 126,600
New Zealand 8,218 © 4,984 14,475 6,221 20,927 7,993
Vanuatu 1,150 425 1,376 410 1,229 325

‘Total 411,551 264,522 511,553 272,326 538,609 292075

Source: Japan Tariff Association, Japan Exporis and Imports

1.3.4.3 USA and Australia: major beef exporting countries to Japan

Méjor exporling countries of beef to Japan are the US and Australia. Both
countries combined hold 96% share of the Japan's total beef import. Detailed breakdown
of Japan's beef imports from these countries are shown below. The table shows that a
greater amount of the US beef is imported in a frozen form, while most Australian beef
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are impoﬁed in a chilled form. The table also shows that the US beef has higher value
per kg than the Australian beef in both chilled and frozen beef.

Table V-1-3-I4 Japan's Beef Import from USA and Awusiratia

CY . 1993 1994
Volomea Value Volume - .~ Value
{ton) () - {Yen <6y {ton) {%) {Yen (%)
million) - million)

USA chilled 73,601 149 70,561 266 97620 173 . 86,120 305
frozen 143031 250 80,882 3035 152762  21.) 69,352 246

Austratia chilled 197,036 39.9 92309 349 231,712 411 106,520 378
frozen 80,391 16.3 21,055 8.0 81,237 14.4. 20081 7.1

Total " 494,059  100.0 264,807  100.0 ~ 563,331 1000 282,073 1000

Source: Japan Taniff Association, Japan Exports and Imports

The following swmmarizes the characteristics of the US and Australia as beef
exporters / producers:

USA

- World's largest producer, importer, and consumer of beef;

- Top exporter to Japan in value,

- Allthe beef are grain-fed,; .

- The Japanese consumers consider that the US beef is superior to the Australian
beel in quality;

- Distribution channels are in oligopoly by a few major meat packers;

- It can export in single cuts {paris) because the rest can be absorbed in its own
domestic market; '

Austratia . :
- Export-oriented country (Appro‘(lmncly 40% of the produchon is exported);
- Top exporter to Japan in volume;
- Chilled-refated technology is 1dvanccd 'Shclf life is 60 (hys compared 1o 45 days
' of the US beef;
- Beef for domestic market is grass-fed. Grain-fed beef is mamly raised by fore;gn
firins for export purposcs;
- Most beef exported to Japan are in the form of full-set;
- Production capacity is lunited. Frequent drought and the shonagc of grains for
feed may undermine the smble supply of beef.
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The following table shows C&F prices of the beef imported from the US and
Australia as of September 15, 1995, The prices were very low at that time, and some
Australian meat packers ceased to export to lapall.

Table V-1-3-1§ C&¥ Prices of Imported Beefl in Japan

(US$xe)

Origin Chilled/frozen Price
Striploin USA Frozen 782
Tendetloin : - USA . -Frozen 1110
Ribeye role USA Frozen 9.7
Grass-fed full-sct ‘ - Austratia Chilted : 313
Grass-fed striploin Austratia Chilled . 5.07
Grass-fed cuberole ‘ Austratia Chilled 562
Grass-fed tenderdoin _ Australia Chilled . _ - 1239
Chuck & blade Australia Frozen 209
Brisket Austeatia Frozen 1.94
Topside Australia Frozen 2.82
Thick flank Ausiralia Frozen 27
Fore and hind Australia Frozen 1.76

Source: Livestock products markel price weekly, September 19, 1995

1.3.5 Distribution of Imported Bccf by
Major User Sectors

1.3.5.1 Distribution of imporfcd beef

Figure V-1-3-3 Commercial Flow of Imported Beef in Japan

Overseas

(US, Austratia)  Meat Packers Own Sourcing

B Trading Houses
Japan _ Wholesakers | Meat Packers

<

Big Supermarkels

3

MediuovSmall-sized
Supermarkels, Meatshops

Hotels
Restauran(s

Source: Private interview

Beef is imported mostly through trading houses and wholesalers. The trading
houses include subsidiaries (house agents) of some meat packers and big supermarkets.
Now the number of compahies engaged in the importation of beef is about 50~60.
Anmong them, 41 trading houses, whalesalers and meat packers have formed an
association called "Japan Meat Traders Association.” The association accounts for 85%
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of Japan's beef import. The association compiles and analyzes the data and information
regarding demand and supply siluation of beef in Japan. Most of the remaining 15% is
directly imported by big supermarkets and meat packers which do not have their own
house agents.

1.3.5.2 Key players of beef import

Alihough trading houses and wholesalers account for 85% of beef impoxt, they do
not always detenmine the counties, the plants and the types of beef. Roles of trading -
houses is sometimes limited to custom clearances and sisk hedges. Thus, the following
are the key players of beef import in Japan:

Big supermarkets
- Meat packers

Commercial restaurants such as fast-food and beef bowl

Discount stores specialized in beel
- Trading houses and wholesalers

All but meat packers, trading houses and wholesalers have retaiting functions.
Most of the key players are well aware of the nced and changes in the taste of consumers.
it should be noted that beef industries develop their business in a worldwide perspective.
They do not run their business simply betweer producing and consuming countrics. For
example, one company that owns a grain-fed farm in Australia exports some parts of its
products to Japan, and the other parts to the US and the East Asian countries in order to
effectively meet the different taste in different market.: Similarly, Japan's beef industey
determines the sources of import and the countrics to establish own-sourcing farms with
deliberate considerations on the world market trend,  For instance, agricultural policies of
Argentina such as the eradication of FMD could affect investment plans of a }apaneée
firm in Australia, ' '

The following table summarizes the cha ac'lcrisiics of the players,
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Evatoation -of Players ef Beef lmpori in Japan

Recognition  Ability to Accesste Ability to  Initiatives 1o Handling
of seH lo worldwide  developnew  import volume
consumers’  consumers | information dishes
taste
Big supermarkets ++4 +++ ++ +++ +++ 4+
Smal/medivm +++ +t + + + +
supermarkeis
Meat packers +++ - +++ +++ ++4 +++
Restaurants +it +++ ++ ++ +++ ++4
(fast-food, elc.}
Hotels + + + + + +
Discount stores T2 ++ ++ ++ ++ +
Meat shops ++ + + + + +
Teading houses { ++ +++ ++ +i+ +++
Wholesalers

Note: +++ very important; ++ important; + moderate; - do not have the function.

1.3.5.3

(1}

Activities of major beef importers

One of prestigious and big supermarkets

Figure V-1-3-4 Commercial Flow of Beef Through a Big Supermarket in Japan
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Own Trading House

US Meat Packer's
Tokyo Oifice

Trading House

\

/

Y

Processing Center |

Processing Center

Processing Center

/

N

VAR

Supermarket Supermarket Supeemarket Supermarket
Consumers Consumers Consumers Consumers Consemers

A big supesmarket, which deals with a large quantity of beef (20,000 tons a year),
has its own farms in a foreign country. It owns several distribution centers in Japan,

where the final processing (slicing and packing) of meat is undertaken, It decides the

countries and the plans from which it purchases beef.

Appearances (cspecially colors) of beef is the most important factor for the
Japanese consumers to choose. As the color of beef can be fresh for only a few days ina
display, they make utmost efforts to make the beef look better by improving packaging
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materials, display stands and lighting systems. Few vacuum packed beef is direcily sold
to consumers in Japan.

Supermarkets, in general, do not deal with frozen beef because it is not popular
among the Japanese consumers, and it requires more complicated procedure than chilled
beef in tompering, dealing with drips and so on. ' '

2) One of five star hotels in Tokyo

Figure V-1-3-§ Commercial Flow of Becl Through a Hotel in Japan

Mecat Packers in the USA or Australia

¥

Trading Houses

Y
I Whoelcsalers' Warchouses

v

Hotel
il MR
Guesls Guc_sls Guesis

Bven if they are prestigious and big, hotels rely their procurement of beef on
trading houses or wholesalers. It is because a volume of their order is rather small
(approximately 100 ton a year), and it is more el ficient for them to rely on trading houses.

Flexible adjustment of the supply and quality of beef by overseas meat packers is
necessary to maintain business with hotels. For example, one of the biggest concems of
the hotels is whether they are able to obtain the same size and quality of many sliced or
block beef. This is because the beef served in a banquet needs to be the same in size and
quality. ' ' E
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{(3)  Onc of major teading houses

Figure V-1-3-6 Commercial Flow of Beel Through a Major Trading House in Japan

- Meat Packers . :
in the USA and Australia - 1 Own sourcing ] .

./

| 'i"rading Houses

\

I Meat Packers Il Wholesalers I [ Own Processing Firms i

s ¥

I Supermarkets I l !}oleIS&Reslauraflts l [ Mtr&l shops l

Y v L v N LN

Consumers Consumers Consumers Consumers Consumers

Trading houses have begun to act as a merchandiser. They sometimes take
initiatives in {he choice of foreign Sources. Trading houses ace especially important at the
beginning of business when sellers and buyers are not familiar with cach other. Trading
houses can play an important role as an intermediary. Reasons for beef users to rely on -
trading houses include the following:

- To rely on their knowledge on beef and worldwide inforraation

- To facilitate the process of damage claim

- The amount of beef ordered is too small to purchase on its own

- To complement the shortage of procurement staffs

- To minimize the risk involved in starting a business with a country where
business practices are unknown

Meat processing plants from which they purchase beef is determined after a full
investigation of plants. As each plant produces different kinds of meat in terms of

cut(i'ng and packaging, business deal is made on plant basis, not on firm basis.

The function of large wholesaters is similar to that of trading houses.
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“) One of beef bowt chain stores

Figure V-1-3-7 Commercial Flow of Deef Through a Beef Bowl Chain Store
in Japan

Meat packers in the US Meat Packers in Australia

0% \/ 10%

Trading hous¢s -

\

Its distribution center in Japan -
Beel bowls chain stores  Beed boivls chain stores Beel bowls chain stores
| v

y ’ :
I Consumers ] [ Consamers I I Consumers ] ‘ [ Consumers I I Consumers I

Although its import accounts for approximately 2.5% of total beef import in
Japan, the number of persons in charge of the procurement of beef is only one. In many
Japanese firms, the procurement of beef is often handled by only a few people. They
sometimes rely trading houses on the streamlining of damage claim processes and for risk
hedge purposes. :

Since it purchases only one part of beef (short plate, grain-fed and frozen), it does
not plan to invest on farms nor meat packing plants abroad, but it is interested in
developing new dishes that utilize the other parts of beef in order to reduce purchasing
prices. It has its own restaurants in the US and several other countries in Asia, and it
procures beef from several sources to meet the tastes of different market.

A reason why it purchases a small amouat of beef from Australia is for risk-hedge
purposes only.
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(5 One of small- and medivm-sized supermarkets

Figure V-1-3-8 Commercial Flow of Beef Through a Medium-sized Supermarkel

in Japan
Qverseus I Japancse meat packers' own sourcing I I Overscas meal packers l
Japan Meat packers
Meal packers’ Mcat packers’ .
distribulion centers distribution centers
| v V
[ Mediunmfsmall sized supermarkets | | Medium/small sized supermarkets ]
/ \/ ‘I’
[ Consumers I l Consomers I I Consumers I rCnnsumcrs | I Consumers I

Its annual purchase of imported beef is approximately 1,000 tons. With this
volume of import, the supermarkel purchases beef from meat packers. It does not
directly purchase from overseas meat packers because, through the Japanese meat
packers, it can effectively utilize the storage facilities of the meat packers. Nevertheless,
the supermarket itseif determines the kinds and brand of beef it pufchases in consuftation

with the meat packers.

Many Japanese beef importers are concerned with the specifications of the cuts of
meat. Some prefer to import from small- and medium-sized meat packers because such
meat pdckerﬁ: are more willing to adjust specifications to the needs of the importers. They
say US's large meal packers are sometime reluctant to adjust the specifications to their
needs. In addition to the adjusuhcnt of cut specificalions, appropriate beef slicing is
appreciated by beef importers. Such meat arc ready to be displayed ina superimarket
without any processing and cutting in Japan.
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{6) Meat shops

Figure V-1-3-9 Commercial Flow of Beelf Through a Meat Shop in. Japan.

Overseas Meat packets’ own sourcing Overseas meat packers

N

Japen Meat packers

4
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Wholesalers Wholesalers J
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b \ A . Y Y
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Due to the expansion of supcnnérkets, the number of meat shops is declining.
Seventy percent of meat shops do not have imported beef in their own shops. Most of
them sell only the Japanese beef to consumess. However, they handle imported beef as a
wholesaler in distnibuting to local sieall restaurants and for unches pro#idcd by neaiby -
schools and firms for their students and employees. The reasons why many meat shops
do not directly selt imported beef to consumers include: '

1)  Meat shops are not able to effectively manage the appearances (especially -
color) of beef. S o '

2)  Profitperkg f'romimponed beef is less than that from the Japanese beef
(beef cattle) ' ' o '
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(7 Fast-food restaurants -

Figure V-1.3-10  Commercial Flow of Beef Through a Fast-food Restavrant in Japan

Overseas [ Meat Packersin Australia | [ MeatPsckesinusa |
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A meat packer and a wholesaler imported beef from Austeatia and the USA, and
they process it into patty at their own processing centers. Then the patty is distributed to
fast-food restaurants’ distribution cénters. As it is the world-wide fast-food restaurant,
beef is purchased in a consolidated manner with its chain stores in other countries.

(8)  One of the most influential meat packers

Figure V-1-3-11 Commercial Flow of Beef Through a Major Meat Packer in Japan

Own sourcing in the US and Austratia Meat packers

L Own trading house

/ \

Warehouse Warchouse
Own distribution center ' ' “Own distribution center
Wholesalers Meat shops Supermarkets Restaurants
r r
Consumers Consumers Consumers I Consumers Consumers
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A meat packer accounts for more than 20% of Japan's beefl import. The meat
packing industry is by far the most influential beef dealer in Japan. Although it is a meat
packer, its business is not limited to fresh meat. The production of ham and sausages,
processing of meat such as hamburgess, and fresh meat handling as an interimediary
account for 21%, 17% and 62% of its revenue, respectively. Many industrics including
small- and mediwm-sized supermarkets, meat shops, wholesalers, and restaurants
purchasc imported beef from meat packers. Maijor meat packers have their own research
institutes and are active in developing new dishes.

The following table provides the naines of najor beef dealers by industry.

Fable V-1-3-17 Major Beel Imporiers by Industey in Japan

Big supermarkets Dajei Ho-Yekado Jusco Seiyu

Five-star_hotels Imperial Hotel Hotel Okura Hotel New Otani

Trading houscs Sumikin Bussan Mitsuhishi Corp. | fto-chu Corp. © | Marabeni corp,
Wholcsalers Hannan Zenchiky Yonekyu

Beel bowl Yoshinoya Malsuya |

Fast-food restaurant | McDonald Lolieria Mosfood

Ham/sausage makess | Nippon Meal Packers| [to Ham Foods Prima Mcat Packers | Marudai Food
Discounl store { New quick | Cowboy Dairiki Dhkubo
Medium and small  {Inageya Summit store Daimaru Peacock Life
supermarket :

1.3.5.4 Shelf life

Shelf life and (he transit time (the number of days required for ocean
transportation) are very important factors to deterinine the sources of import in the case of
chilled beef. Shipping from Argcnlina to Japan takes approximately 40 days while it
takes 14 and 12 days from the US and Austealia, respectively. Shelf life for the
Argentine fresh beef is around 90 days, which gives 40 days allowance for the Japanese
importers when the number of days used for export and impoit procedure is extracted.
The aumber of days of allowance for the US and Australian beef is 20 and 40 days,
respectively. In this context, if the shelf life of 90 days of the Argentine beef is adequate,
Argentina has a good potential to expoit chiffed beef to Japan. '

Table V-1-3-18 Shelf Life and Days Required for Transporlalion io Japan

US to Japan Australia to Japan Argentina to Japan
Export procedure - : 34 7
Transit Time 14 - 12 L 40
Import Procedure 3~4 ' 34 34
Total ‘ 25 20 50
Shelf Life 45 : 60 90
Allowance S - 20 40 40
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Nevertheless, many beef importers in Japan have cited that the importation of
chilled beef from Argentina is unlikely due to the following reasons:

- Regardless of the tength of shelf life, it would be more convenient for beef
importers to deal with the Australian and the US beef than the Argentine
beefl because it takes only 20~25 days to import from the former countries
while it takes more than 50 days from the latter. It is a trend of the
Japanese market that chilled beef is consumed sooner and sooner. One of
major supermarkeis has made it a company's rule to self chilled beef within
40 days even though the beef is evaluated to have the shelf life of 60 days.

- The quatity of beef deteriorates even within the fength of shelf life as the
beef becomes old. A 35-days-old chilled beef can be sold for one day
longer in supermarkets than a 60-days-old chilled beef as the color of the
latter deteriorates more rapid than that of the former. The amount of drip
also increases as the beef becomes old, and it reduces the yield of meal. As
these effects lower the price of ald chilled beef, beef importers are not
willing to deal with the chilled beef with a long transit time.

- " With a'longer shelf life, there is more possibilities for damage claim. As
" when and how the damage has taken place is very difficult to specify and
‘tend 10 bring about a cdn{rox;ersy between the importers and exporters, the
Japancsc importers {ry to avoid the damage claim. For this reason, the
Japanese beef imiporters attempt to sell chilled beef as fast as possible.

Although'saniiar} conditions in the Argentine meat packing plants, which is a
major factor to determine the length of shelf life, are better than those in the US and
Australia, the shelf life of the Argentine chilled beef is not likely to reach 90 days.
Experimental shipmént of the Asgeatine chilled beef to Japan may be necessary to
evaluate the length of shelf life, although such trial is unable 1o conduct at prcsch’t.

Exportation to Japan via Chile does not scem to be a viable alternative at present.
Freight from Chile to Japan is approximately the same as that from Argeniina. Under the
current shipping schedule, transit time from Valparai'so to Japan is around 30 days, and
this is about 5~10 days less than that from Buenos Aires to Japan. However, the
frequency of call at Valparaiso port is less than that at Buenos Aires port, which in
practice extends the number of days required for transportation. If the number of days
and costs for inland transportation are taken into consideration, expertation from Chile
does not seem to benefit the Argentine meat packers. According to a Japanese shipping
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company, the only cargo that is exported via Chile but originates in Argentina is wine
from Mendoza.

Regardless of the length of shelf life, the price of chilled beef declines as the beef
becomes old. Even if the Argentine chilled beef has sufficient length of shelf life, its
market price may be lower than that of US or Austratian beef.

Air transportation enables the exportation of chilled beef. With the current light
schedule, it takes only a few days from Argentina to Japan. At preseni, for example, beef
jerky is exported 10 Japan via air. Feasibility on air transportation of the Argentine chilled
beef will be studied in 1.3.6.2. (2).

1.3.6 Strategies to Penetrate into the Japanese Market

1.3.6.1 Basic notion for the formulation of marketing strategies:
: value creation and the whole product concept

For a product to maintain its attractiveness, the prdduct necds to have ils own
intrinsic value. o other woids, although the prices of many products have been
decreasing due to recent "price destruction,” consumers are willing to pay a premiumto a
product which has its ow'n intrinsic value. This tendency, how_cvc_r, docs not mean that
there no longer exists a market where brices determine everything. Such market is
always approached by new comers which quote lower prices. Only those prcducls that
have intrinsic value can survive in lhc market for a long time.

Nevertheless, recent technological inravation and mass-communications
development have made it very difficult to find an intrinsic value and to dif| ferentiate from
the others. Traditional marketing sirategies (o focus on prices and gualily are not
sufficient for the differcntiation. Apat from prices and quality, the reliability of suppllers
has become an important issue. The reliability of suppliers is derwed from:

- Good reputation of exporters;

. Strong management philosophy';.

- Soundness of financial situalioné; |

- Sustainability of the business;

- Desire to technological innovation; and
- Commitment to the Asnn nnrkct_.
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‘These factors can be suminarized by the t¢rm "whole product concept.” Prices
and quality will continue to play an important role, but they will not be everything that is
needed..

(1)  Value creation -

~ Although value creation is important, it is difticult to argue the value cecation on
beef in the same context as that of high-technology-based products or special services. In
the case of beef, a major source of such value creation is a combination of the crude vatue
of beef itself with the values of other invisible factors. The value of beef increases when
the beef is linked with something valuable, |

There are three food-related key notions which the Japanese consumers
increasingly consider valvable. They are health, safety, and the environment. Health
relates to the balance of diet. Consumers make an utmost effout (o balance their daily dict
by minimizing the consumption of, for example, fat and cholesterol. Safely implies the
purchase of foods which have not used any pesticide nor food-additives. The
environment is significant becanse consumers are trying to minimize an impact on the
environment of their consumpl'ion of food. An impact on the environment is evaluated
through the whole process that covers choice of food materials, cooking, ealing,
washing, preserving and waste.

Any products that can appeal these notions to consumers would be able to enjoy a
reputation of valuable food. These notions should be taken into consideration for
Argentina when it devises marketing slrategics.

(2) Whole product concept

The reliabitity of suppliers is a major factor of the "whole product concept,” and it
results from the following conditions:

- The Argentine beef industry has a solid foundation in terms of nember of
| firnis, soundness of nmnagcincnt and finance, sanitary conditions, and
unified association;
- The Argentine beef industry has high reputation;
- Importers can be assured of sanitary controls in Argenling;
- ‘The Argentine beef industry has a definite corpbrate culture which respects
- health, safety and the environment;
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- The Argentine beef mduslry has a clear and appropriate managcmenl

philosophy, '

- The Argentine beef industry is always aware of the demand and supply
balance, and stable supply is assured;

- The Argentine beef industry is aggressive in technological innovation and
takes initiatives in the world beef industry; '

- The refation between the Argentine government and the beef industry is
amicable; and- ' ‘

- Information on the financial status of each firm and other relevan issues
are disclosed to the pubtic.

These conditions indicate that the compelitiveness of the Argeatine beef is not
solely derived from a few top firms, but is derived from the beef indusiry as a _wholc.7
In case the current Argentine beef industry does not meel these conditions, it should try to
acquire them with an aim to expand exportation. ' '

This line of thought trics to sce the competifiveness of the Argentine beef industry
from dynamic, but not static, point of view. The Japanese beef importers will not deat
with the Argeatine beef industry unless they are confident that it has a dynamic
competitiveness. This dynamic point of view is especially important for the Japanese
ficrns which wish to foster a long-term business relationship. The whole product concept
will be the focal point of promotion activitics in Japan.

1.3.6.2 Market and product strafegies

(1) Advantages and disadvantages of the Argentine beefl

Since there is a limit to the domestic supply of beef in Japan, beef consumption
will increasingly be dependent on forcign sources. Argenting, one of the largest beef
producing countries in the world, has a goed potential to be the third major supplier to
Japan after the US and Australia.

The advantages and disadvantages of the Argentine beef from Japan's
perspeclives can be sunumarized as follows:

Advantages:
- Good natural conditions

7 Here and in chapter 1.4, export meat packers refer to those meat packers that are already exporting to the
US and Europe.
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Argentina is endowed with betler clilmate, geography, soit and other natural
conditions than Australia.
Good quality

4

Many Japancse people recognize the excellent guatity of the Argentine
beef. Races of cattle are better in Argentina than in Australia.

Healthy food
Unlike the US and Ausiralian beef, the Argentine beef is hormone-frec and
contains little fat.

- Meat packers are experienced in export
Japanese beef dealers are looking for alternative sources.

They are concerned with the possible dominance of the beef market by a
few US meat packers.

They are always eager to expand their market share.

They are familiar with the US and Australian beef, but somewha tired of |
them. '

Disadvantages
- Far from Japan
* Constraints in shelf life in the case of chilled-beef.

Timely (just-in-time) delivery is difficult due to longer transit time.

- Grass-fed and frozen beef is not very popular in Japan
In general, grass-fed beef is not very popular in Japan due to its fasle and
smell. Frozen beef has begun to be replace by chilled beef.

- The Argentine beef has different appearances
The Argentine beef has a slightly purple color which an uninformed
Japanese consumer could associate with old beef. [n addition, the fat of
the Argentine beef has a yellowish appearance while that of Japan and the
US has a whitish appearance.

Taking into account these advantages and disadvantages, the following table
summarizes suggested marketing strategies for Argentina.
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Table V-1-3-19 Markeling Sirategies

Priority Masket Frozen / Grass/grain Meno Key Examples
chilted :
1 Processing Frozen Grass-fed Fraditional Cost Hamburger
Commercial N Steak
2 Processing Frozen Grass-fed . New . Development Milanesa
Commercial cf new dishes  Oven cooked
' dishes
3 Houschold - Frozen . Grass-fed Adjustment in
- o passfedboef
4 All Chilled Grass-fed VAL
transportation

5 Al Chilled Grain-fed FDI

Priorities 1 and 2 seeim (o be materialized soon after lhe‘ma‘:ket access problem is
cleared, while priorily 3 is expected to take some time due to the characteristics of grass-
fed beef with which the Japanese consumers are not familiar. Air transportation seems to
be more suitable to the exportation of chilled beef (Priority 4) than ocean shipping, while
in that case differcntiation of the Argentine beef from the Australian grass-fed beef would
be necessary. Although direct investinent of the Japanese firms may be a precondition for
Argentina to export geain-fed beef to Japan (Priority 5), there are several constraints for
it. The first four priorities (from 1 to 4), except priority 3 to some extent, are trying to
export the Argentine beef as they are. No modification of the taste, appearances, quality
will be necessary. Priority 5 is a long-term goal and will réquire an extra stage of feed-lot
after cattle is fattened. The following section explains each priority in more detail.

(2)  Markeling strategies

Priority 1. Export of frozen and grass-fed beef for lhe‘;.)rocessing and commercial
sectors

Most of the frozen and grass-{ed impouted beef is used for processing purposes
such as hamburgers and rctort-packed curry rice. Fore and hind, and chuck and blade are
the major parts used for hamburgers, and brisket is used for retort-packed curry rice.
Cost is the most important factor to determine the oﬁgin of imboﬁ, and cum:m-iy this type
of beefis mainly imported from Australia, This is the most incxpensive type of beef
available in Japan. Although the importation of frozen and grass-fed beef is relatively
small (90,000 tons in 1994 on bone-less basis), the market is larger than 90,000 tons
because the leftover of chilled beef and/or grain-fed beef is poured into (his market. This
fow further lowers the price of frozen and grass-fed beef. It would be difficult for any
country o gain substantial profit from this market.
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Even jn this low value-added market, the Japanese beef importers demand very
high levels of safety and sanitary controls at processing plants. For example, not a single
picce of metal nor bone is altowed to be mixed in the patty for hamburgers.

The exportation of aged frozen beef may allow to add some value. At present,
sonte restaurants and hotels use the Australian aged {rozen beef for steaks and traditional
Japanese dishes. Parts imported include tender loin, steip toin, rib cye role, chuck role,
and clod. Current C&F price of the aged frozen chuck role, for example, is about US$
2.65/kg. While cost is the main factor to determine the sources of imponi, prices of aged
frozen beef are higher than thosc of fresh frozen beef by about US$ 0.30/kg. Although
grain-fed beef is prefecred, demand for grass-fed beef does exist. One of Japan's major
beef dealers is interested in deating with aged frozen beefl in Argeatina. The development
of a new technology of tempering frozen beef will help upgrade the quality of beef
available in Japan.

Another strategy to add value would be to promote from "value creation”
| perspectives. The Argentine beef is healthy, safe, and is produced with a due care to the
environment. Although most Argentine beef is not regarded as an "organic” beef by the
definition of “organic food” of Argentina as well as other inajor counliies, Argentina
should emphasize the absence of hormones and chemical additives.®  Acgentina may also
emphasize the way cattle is raised in Argentina. It is very natural, while cattle in Japan is
treated completely cruclly. Many Japancse beef dealers are eager to differentiate
themselves from the others, and the above characteristics of the Argentine beef may attract
such dealers.

Sales efforts to the commercial sector should be accompanied with aggressive
promotion activilies. The US and Australian beel organizations have their branch offices
in Japan, and they join promotion aclivities of restaurants and supermarkels by sharing
the costs and providing some pramotional materials. New Zealand and Canada have also
established their own beef organizations in Japan for promotional activities although their
beef expoit to Japan is still minimum. Institutional framework for Argentina's promotion
activities will be further discussed in 1.3.6.3. The priority | is summarized under the
following points:

8 The definition of "orgamc livestock produc{" has nol been cslabhshui yetin Japan The definition of
"organic agricultural product” is as follows:

No practice of synthesized agriculivral chemicals, chemical fedtilizer, and synthesized chemical
materials to improve soils for the whole process of food producl:on Or if some designated
synthesized chemical materials to improve soil were pracuced it must have passed more than
threa years since the practice is halted. '
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Main user; Fast-food restaurants
. Meat packc'rs

Market size : 90,000 ton in 1994.

Key: Cost

Competitor: - Australia

Distributor: - Meat packers

_ * Trading houses
Time frame: One year:

Pricrity 2:  Export of frozen and grass-fed beef for the commercial and processing
sectors for new dishes

The objective of the priority 2 is to expand the tnarket of frozen and grass-fed .
beef. The market of grass-fed beef has been stagnant at about 200,000 tons for the last
several years, although the beef market as a whole has expanded rapidly. The key would
be the development of new dishes. '

Eating beef is rather new in the history of Japanesc food habit, and most Japanese
like to €at beef sliced as is shown in the table below. The Japanese are not famitiar with
the other kinds of forms. The Japanese meat industries have been active in developing
new dishes with a hope to expand Japan's beef consumption furthersnore. The Japanese
consumers do not hesitate to try new dishes..

Table V-1-3-2¢ Forms of Beel Purchased in Japan

(%)
FY 1992 1993
Block : c 41 58
Smaller block 15.3 16.3
Steak : 19.6 ' N |
Slice for Yakiniky _ . 334 o333
Very sliced : 34.5 55.2
Sliced (others) ‘ 66 1.5

Minced 9. 9 8.0
Note: Ploral answers. '
Source; Japan Meat Information Service Center, Consuner Survey

The first approach to develop new dishes would be the introduction of the
Argeatine dishes. Dishes (hat are cooked by ovens seem to have a good potential because
such dishes are not very much developed in Japan. The Argentine d;shes like miilanesa
may also have a potential to be accepted by the }apancse CONSHINCTS.

The meat packmg industry is the most active in dc\clopmg new dishes. .
Collaborallon with the industry is suggestcd Big meat packers have their own resmrch

N



Vel. V (Chapter 1)

and development (R&D) institutes where dozens of people are engaged in research
activities. The staff members at basic research institutes represent about 1% of the total
employees in the meat packing industry. The role of the R&D institutes would include:

- Development of basic technology
Control of micro-organism, processing technotogy, protein, by-product of
livestock, etc.

- Product development
Development of aew dishes

- Development of livestock breeding

Table V-l~3-2l. R&D Activities by Meat Packers in Japan

Name of company  R&D Expenditure Ratio of the Organizations
: (USS million) - Expenditure to
Sales (%)
Nippon Meat Packers 25 0.5 " Basic research institute

Producis development institute
Technrology development institute
Breeding technology institute

Ito Ham Foods 17 04 Basic research institute

Products development institute
Prima Meat Packers - 7 . 0.3 Basic tescarch instilute

Products development institule
Technology development institute

Marudai Food 8 0.4 Basic rescarch institute
Producis development institule

Note: Figures are for FY 1995
Source: Financial Statement of each company

- One way to avoid being involved in exhausting cost competition is to supply a
specialized specification of meat. Collaborative development of new dishes between the
Argentine and Japanese meat packers may allow the Argentine meat packers to provide
such specification that the other meat packers are unable to oftfer. In order to be a partner
of collaborative development, the Argentine meat packers should be recognized:

- To have sufficient equipment and skills;

- . Tobe flexible, prompt and accurate in responding to the requests of the Japanese
beef dealers. -
“The priority 2 is summarized under the following points:
Main user; Restaurants

Meat packers
Market size Unknown

57



Yeol. ¥ {(Chapter 1)

Key: L Development of new dishes
Colnpetitor: - Austratia
Distributor: ‘Meat packers
Time frane: Two years
Priority 3: -~ Export of frozen beef for the houschold sector -

The sale of the Argentine grass-fed beef directly to the consumers seem to take
longer time than the previous two priorities. In addition to differences iii color of both
meat and fat, difference in smell of the Argentine beef may bécome an obstacle. Grass-
fed beef has a smell being different from the smel of grain-fed beef which the hpancse
consumers have been accustomed with,

Nevertheless, these differences may be overc'on.le by some.technological
development. Adding grains to grasses as a feed for some time before the cattleis
slaughtered may change the color of meat and fat and mitigate the smell. It has been said
that vitamin E fﬂays an imporiant role, although it would raise the cost of cattie. In
Australia, grains have been given to grass-fed cattle for 100 days and ils méat is popular
in Japan for its healthiness and the absence of smell.9 Some adjustment of feed may-
enable the Argenline beef to approach to the household sector.

The best w'ay ta approach the houschold sector seems to supply a portion cut of
vacuum packed aged frozen beef through mail order and house delivery services. :
Consumers cooperatives in Japan are very aclive in this kind of services, and they are
interested in dealing with "natural” or "healthy” beef. These services are also provided by
other firms. '

The exportation of portion cut beel may also attract supermarkets as it will
eliminate the process of slicing and packing in Japan. Supermarkets will be able to
display the meat without any processing. Although the sale of frozen beef in
supermarkets is minimum in Japan yet, the trend is that a greater portion of processing is
done by the up-stream industries. An obstacle for higher processing in the up-siream
industries is that tariff cate is imposed on the value-added in the up-stream industries.
This increases the cost of products available in Japan that were value-added before it was
imported.

91 Australia, beef is not recogmzcd as grain-fed unless grain is provided for more than 100 days The
beef is sold in Japan as a grain-fed beef.
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The preparation of recipe and the education of consumers are indispensable to
attract the consumers. Recipe is often‘attached to beef in supermarkets. Recipe is
particularly important when offering new dishes to consuiers. The US and Australian
beef organization have been very active in the preparation and the distribution of recipes
which use their own beef. The priority 3 is summarized under the following points:

Main user Consumers coaperatives

_ Supermarkets
Maiket size : Small
Key Adjustment in the characteristic of grass-fed
beef
Competitor o Australia
Distiibutor Meat packers
Supermackets

Priority 4: Export of chilled beef

Taking into account the long transportation (ime between Argentina and Japan, the
exportation of chilléd beef via ocean seems to be difficult due to the constraints of shelf
life. Air tmnsporlahon of chilled beef appears to have a better potential than ocean

shlppmg

J'apan"s beef import via air is not very significant. At present, it act:o_unls for
about 1% (8,000 tons per annum) of the total beef import in Japan. Forty percent of this
is to deliver beef as soon as possible to make up a delay in production or 1o meet a sudden
decline in stock in Japan. The remaining sixty percent is imported in carcass to be cut in
Japan and sold as a Japanese beef. An increase in freight cost is recouped by ofT fering the
beef as a Japanese beef as it can offer hlghcr prices than imported beef. Costs of
imported beef via air are higher than those via ocean by US$ 3.00/kg from the US, and
by US$ 1.50/kg from Australia, respectively. |

Major foods impoﬁcd via ait include tuna, salmon, eel, and some vegel'lbles
They are penshable and can offer high prices in the Japanese market. An average market
price of tuna unponed via air is about US$ 40/kg. Only 10% of these goods are those
that are imported via air for eme:gency purposcs. Vegetables are imported from the
Southern hemisphete to make use of a difference in season.

Given this current market situation, the following would be the key to expoit the
Argentine beef via air:
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- The Argentine beef would have to differentiate it from, especially, the grass-fed
Australian beef. The breakdown of the cost through the distribution channel in
“Japan of Australian grass-fed beef imported via ocean is shown below:.

V-1-3-22 Breakdown of cosis through the distribution channel In Japan

Table
(ln the case ol' sirip Ioin of the Ausiralian grass-fed beef)
(US$xg)

Items Cost - Remarks
CIF. 5.60
Tariff 2.80 - About 50%
Domestic transportation, ele. 025 i
Cost for wholesaler 8.65
Margin of wholesaler 1.00
Loss in weight 2.50 . Yield from vacuum packed meat is

' about 80%
Transportation {o, and culling, 7.50

packing, and margin
al supermarkels

Retail price 19.65

Air transportation cost from Bucnos Aires to Japan is aboul US$ 4fkg, while

‘ocean transportation cost from Australia to Japan is about US$ 0. ’h’kg The

difference becomes around USS Sfkg when custom tanff (around 40%) 1 !s ern
into account. The Argentine beef would need (o ofter higher prices than the
Australian grass-fed beef to recoup this additional cost. Since the Argentine beef
would not be sold as a Japanese beef due to a difference in grass- fed Vs, grain-
fed, an emphasis of the characteristics of the Argcmmc beef lhrough acuve
promotion would be necessary.

Since there is no direct flight from Argentln'i to Japan, a smooth opemtton 1t a
transit airport (New York in general) is very important. The lunpcmturc ina
container is adjusted by the amount of dry ice which is put in at the Buenos Aires
airport. To enable to put an exact amount of dry ice in the cc:nlmner a pmmsc
travel timme from Buenos Aires to hpan should be available prior to departure.
Somelimes, however, air cargoes ar¢ not loaded as planned at trans:t aisports. A
delay in transit may deteriorate the quality of meat in the contmuer One way to
€nsure a snmoth transit would be to use influential forwarders as airline compamcs
pay a greater attention to those cargoes handled by big forwardcrs As lhe ratio of
damage claim on imported beef via air is highcr than that of wa ocean, very carel'ul
handling and operation of meat would be required.
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The realization of the export of chilled beef will expand the market to which the
Argentine fresh beef can penctrate. Among the sectors, the comimercial uses would be the
largest, and easier to approach than the houschold scctor. Restaurants can manipulate the
taste and smeld of the grass-fed beef by using sauces and side dishes cffectively. In
addition, restaurants are not likely to be discouraged by the appearances of grass-fed
beef. The priority 4 is summarized under the following points:

Main user Restaurants
‘Meat packers

Macket size - 110,000 ton in 1994
Key Air transportation
Compelitor Australia

Disteibutor _ Meat packer

‘Trading houses
Priority 5 Export of grain-fed beef

The production of grain-fed beef will allow Argentina to penetrate into the main
part of the beef inarket in Japan. It is the imarket where the Japanesc and imported beef
are struggling each other to expand market shares. The market is very large, and prices
are higher in comparison to those of grass-fed beef. The Argentine grain-fed beef would
be much more compgetitive than the Australian grain-fed beef because of the good
availability of grains and lower transportation costs of grains.10

However, for Argentina to be a grain-fed beef supplier to the Japanese market,
Japan's direct investment seems to be necessary. Past experiences show that other forms
of cooperatton would not be successful. Some Japanese firms have sent experts to some
Australian firms to help them produce the kind of meat which is well accepted in Japan.
But such trial has been a failure because of a difference in corporate culture and that not
all the meat is exported to Japan.

Major impediments for Japan's direct investment to Argentina would include the
following: '

- No gr'lm -fed market in Argentina. As there is no grain-fed beef market in
' Argenuna grain-fed beef will have to be exported in full-set, which would make
the price of beef higher, The US grain-fed beef is more competitive in this context

10 Australia imported grains from the US to feed catile in 1995,
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because the exportation of a specific part is possible as the rest of the parts can be
-absorbed by the US market.

- Difficulty to export chilled beefl. -Cost of direct investment wilt not be recouped by
the export of frozen beel as its prices are lower than those of chilled beef. The
exportation of chilled beef would be a precondition for FDI, but it is difficult due.
to long transportation time and the constraints of shelf life.

- Lack of financial capability of the Japanese beef dealers, Allhough many firms
have invested in the US and Australia, most of them are said to be in an
accumulated loss. They are not very aggeessive in foreign direct investment now.

In spite of these difficulties, it should be reminded that Asgentina is still regarded
as a potential supplier of grain-fed beef ainong the Japanese beef dealers. This fact
shows Argentina's great potential to be an important supplier to the Japanese beef market.
The priority 5 is summnarized under the following points:

Main user : Household and commercial sectors
Market size - 380,000 tons in 1994 :
Key . Technology development to extend shelf life

Demand for grain-fed becf in Argentina
Foreign direct investinent
Compelitor USA, Australia, Japan's dairy cattle
Distributor Meat packers
Trading houses

1.3.6.3 Sales promotion with institutional support

~ Inorder to promote the Argentine beef based on the whole product concept,
existing entities related to beef export may need to be re-arranged to the direction as
described below:

(O | Solid associaii(‘)n

As mentioned before, competitiveness of the Argemine beef should derive from
the industry as a whole. An effective cooperation among exporting meat packefs should
be fostered through an association. The assqcia!idn Should be solid and calfapréhensivc.
It can play an important role in enhancihg the competitiveness of the industry by
coordinating the interest of each firm, undertaking promation activities of the Argentine
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beef, and négolialing with the goverament, Recent merger of Aseciacion de Industrial
Argentinas de Carnes (ATAC) and Centro de Industriales de Carne (CIC) is a good sign
toward this goal.

(2)  Good cooperation between the private and the public sectors

In addition to fostering a good rc?aliénship among exposting firms, the relation
between the private and public sectors should be amicable and cooperative. PROCAR
has been established in 1993, and has developed joint activities between private and
public sectors by, for example, participating in food fairs abroad. Due to budget
constraints the activities of PROCAR have been small-scale, but it has been successful in
encouraging private firms to be more aggressive in promotion ang disseminating
information on the situations of seme foreign markets.

Cooperation not only between the private sector and the central government but
also between the private sector and provincial governinents should be fostered. In Japan,
both local governinents and the private sector have been active in promoting the product
of the area. In Japan, the quality of beef is often associated with the arca of breeding, and
high quality beef is sold under the name of breeding areas such as Kobe beef and
Matsuzaka beef. These promotion activitics have contributed to regional development.
Designation of some production areas and sales promotion referring to the area can be
developed through an effective cooperation between the private sector and provincial
governments.

Forecasting future demand and supply by both the private and public sectors will
foster the reliability of the Argentine beef industry as a whole. The Japanese importers
are very much concerned with stable supply. They expect that Acgentina has a clear
futore prospect on demand and supply situation. Periodical forecast by each sector and
the consolidation of the forecasts will facilitate to find out potential problems and allow
them to take some measures in advance.

1.3.6.4 . Strengthening markel information gathering function

(1}  Reasons why market information gathering system is necessary

As the markel environment in Japan such as regulanons market trend, strategies
of compemms varies npldly, it is difficult to gather all the necessary information i in
Argentina. When beef is constantly exported to Japan from Argentina, information can
be easily gathered through the Japanese importers or at the occasion of exporters'
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business trips. However, this is not the casc of Argenlina at present. Establishing a
market information gathering system is necessary. The establishment of such a system
entails a risk as the export of fiesh beef has not been materialized. The key would be
who bears the cost and how to allocate it among them,

(2)  Function of the market information gathering system

The system would have a role in the gathering of market information, prometion
of the Argentine beef industry, and assistance to inter-governmental negonatlons More
detailed roles are described below: '

1. Market information gathering

- Information to gather: _
Domestic demand and supply, distribution, the trend of consumers and the
beef industry, the trend of import and compelitors. .

- - Sources of information:
MAFF Livestock bureau, animal health division; trading houses, meat

- packer, super markets, restaurants, import associations, efc.
Information will be gathered based on both periodical and request-basis.

. Promotion of the Argentine beef industry

Promote to the Japanesc beef importers and consumers using materials prepared
by the Argentine beef industry. Key for promotion would be the reliability of the
Argentine beef industry with an emphasis on "whole product concept.”

(3)  Staff

One person. Working period will be three months in a year. Hiring a Japanese
. who has enough knowledge on the Japanese market and administrative procedure would
be recommended. [t would be more desirable if he/she is familiar with the situations in
Argentina. In addition, it is recommended to hire a staff member of neutral organizations
or consulting firms to avoid being considered as a business of a paticutar company.

An Australian lvestock organization in Japan has hired a Japanese who had
previously worked with Japan's quasi- pubhc livestock orgammuon and had worked inits
Auslralian office.
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{4) . Cost sharing

Overall cost will be US$ 100,000/year (three months) including trips to
Argentina. All the amount sheuld be borne by the association of cxporting meat packers.
If ten firms share the US$ 100,000, costs for each firm will amount 10 US$ 10,000 per
annum. This amount will be equivalent to about 0.1 % of the sales if annual export from
Argentina to Japan is 40,000 ton.

(5)  Stages of aclivities
The proposed activities should be carried out in the following theee stages:
I. Hiring a consultant

A contract may be established when a ban on import is likely to be lifted in the
near future (in a year), and be terminated when the exportation has become solid which is
expected to be 2~3 years after the conunencement of export. The above mentioned (3)
Staff and (4) Cost sharing are assuming this stage. '

1. Establishing a represcntative office of association

At this stage, promotion becomes more critical; while cach exporting meat packer
is still unable tG cstablish ils own office in Japan. The association can consolidate these
needs and establish its own representative office in Tokyo. This kinds of office is
expected to be required for about next 10 years. Marketing boards and/or exportess
association in Australia, New Zealand and some European countries have their own
representative offices in Japan.:

Il - Establishing a representative office of each exporting firm

Final goal is for each exporter to establish its own office in Japan. Major meat
packers in the US have their own offices in Tokyo. '
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1.4 - Capacity of the Export of the Argentine Beef fo the
Japanese Market

1.4.1 Demand and Supply Situation in Argéntina

Table V-1-4-1 Basic Indicalors of Beef Production and Consumption in Argeniina

: _ CY 1990 1991 1992 1993 1994
The number of cattie®*  Thousand heads 51,564 51,915 i 53.011 53,804 53,730

T Cattle slasghter o Thousand heads 12,467 12 ’545 11,7 i2- 11,895 11,824

Beef prodoction Thousand tons 1686 2.607 2,487 2508 2473

(cvcass weight) _ ~

Average carcass weight ke .- 218 2H 213 . 218 210

Beef cﬁ?ﬁ%umption wf_‘“h“ié}gﬁgﬁlk‘ﬂ‘w 713 619 664 669 627

_capita - e - O

Price of steers 1960=100 731 824 1001 £6.2 82.5

R oo B e e R T S 7y
(carcaqs “esghl) e ) e _

Export as % of total @ T e i5.8 1.9 11.2 5.1

production ' .

Notes: The ﬂgures in beef producuon and beef exports are carcass w eight
Prices ace Liniers Masket prices.
Source: Situacidn del Mercado de Carnes, Ano: IV No.23, SAGyP

* Estadisticas Agropecuaiias y Pesqueras, SAGyP, p.152

Argentina has a huge domestic market of beef. Its beef consumption per capita is
one of the highest in the world. Eighty to ninety percent of bxcf products is consumed
within the country.

Per capita beef consumption, however, has been declining recently due to the
diversification of food consumption and a gecater concern for healthy food. The
Argentine people have begun to divert from beef to chicken which is considered healthier.
In order to revilalize the domestic beef consumption, beef-related industries are taking
measures to educate the consumers on the benefits of beef in a balanced diet. Some
studies have verified that the Argentine beef contains less cholesterol than chicken.
However, the trend of a decline in beef consumption per capita docs not seem to have -
stopped. '

A decrease in domestic beef consumption has resulted in a reduction in the aumber
of cattle producers. In Argentina, caltle is raised through the chain of breeders (criadores)
and falteners (invernadores). Small breeders and fatteners who have been unable to
improve productivity due to land and capital constraints have sold their land to large land-
owners. The number of cattle producers is now estimated to be less than 370,000
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Agricultural land holding is fairly skewed as is shown in the following table, although the
updated data are not available.

Table V-1-4-2 Land leldings of Agricultural Areas in Argeatina

Size of agricultural area by The number of farmers S Total arcas (ha} %
individual farmers
5ha ~ 500 ha 329,801 87 28,927,153 16
501l ha ~  5,000ha 42,355 11 60,561,887 34
5,001 ha - 20,000 ha 6,201 2 87,947,755 50
Total 378,357 100 177,437,395 160

Sovrce: Censo Agropecuario 1988

‘The amount of cattle production has been stagnant. Traditionally cattle has been
fattened on the pasllire during the fallow period of crop production in which rotation was
generally made every 4 to 5 years. Recent stagnation in the price of caitle and an increase
in the price of crops have reduced the profilability of cattle raising relative to crop
production, and fed to a reduction in the area for cattle fattening. Cattle production is also
being pushed out into "marginal” land. If the current low prices of cattle continue, the
amount of cattle prodi_lction is likely to decrease, which may undermine Argentina’s
supply capacity.

Table V-1-4-3 Production of Beef in Argenlina (1981/82 - 86/87 = 160)

TOR6/87 1987788 19R8/89 1989/50 1990491 1991/92 1992/93 1993194
Cereals 77.78 80.39 56.56 70.15 80.33 90.91 90.22 83.00
Agriculture  Oilseeds  104.68  143.68 104.93  150.82  163.60 16377 151.68 159.73
Tolal 97.48 102.32 87.88 102:73  10R.I8  107.57 106.42  106.86
Beefl 100.20 94.06 95.59 95.94 93.62 90.14  91.49 88.84
Livestock Dairy  104.61  102.49  120.54 112,65 109.76 121,84 120.46 138.66
Total 101.32 9581  90.96 97.43 9288 90.92 92.59 90.10
Source: Ccnso agropecuario :

1.4.2 Meat Packing Indusiries in Argentina

1.4.2.1  Characteristies of meat processing plants

| Méat processing plants in Argentina can be divided into four groups as shown in
the followmg table First, the plants expomng to the US and EU are under the direct
]UIISdlC(lG!] of SENASA. Plant eqmpmenl and sanmry and operational measures must be
accorded to the requircments of thc US/EU. Mcat pqckmg plants that wish to expon to
 Chile also need to be in this category.

61



Yol. V (Chapter 1)

Table V-1-4-4  Classification of Meat Packing Plants in Argentina

Market of products Direct The number  Shareof  Levels of facitities bLevels of
i Jurisdiction  of plants  slaughtering and sanitary / control
operational standards

Export  USA, EU, Chile SENASA - - 30 High Strict
Export Brazil SENASA 140 81% Normal Strict
Domestic  Inter-provinees ) ' L
Domestic  Intra-proviaces  Provincial Many - Low " Loose
- ‘ government
Pomestic Intra-municipality Municipal Many 13% Low " Loose
gavernnent '

Second, the plants for inter-provincial markels are under the direct jurisdiction of
SENASA. However, they are unable to export to the US/EU partly because they can
hardly finance the facilities which they have to be equipped with and partly becaise they
are uinable to introduce costly sanitary and operationial measures. Another reasons for
their lack of access to the US/EU markets would include the difticulty to obtain lucrative
quotas due to high competilion. These plants can export to Brazil as the tevels of facilities
and measures required by Brazil are alinost the same as the ones r-equired by SENASA.,

Third, the plants for intra-provincial markels are under the direct control of
provincial governments which are, in turn, overseen by SENASA. Fourth, the plants for
intra-municipal markets are directly controlled by the municipal govcmménts, which are
also overseen by SENASA.

1.4.2.2 Distribution channels

In Argentina, production, processing, and distribution of export beef are
completely separated from those for the domestic market, Major size of catile for
domestic consumption is around 400 kg while that for export is bigger than 450 kg.
Most domestic-market oriented beef is handled by matarifes who pucchase cattle from
producers and have consumeros slaughter cattle into carcasécs, and distribute them to
meat shops and supernmarkets. On the other hand, most export meat packers are
specialized in exports, and dislﬁbulioﬁ (export) is made in cuts (boxed beef). Export
meat phckcrs are nol competitive in the domestic market because they are subject to strict
facility and operational requirements of SENASA and lhé countries 10 which beef is
exported. These measures have increased the fixed cast of export meat packers. In
addition, while export meat packers, in general, comply with 21% (as of December 1995)
of value-added tax (VAT), nia‘ny domestic market oriented s’laﬂghtcrhou;es and matarifes
are said to have evaded from the VAT, Thus, export meat packeré cannot compete in the
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domestic market. The only cuts export meat packers supply to the domestic market are
those thal are not popular in external markets.

Vertical integration is underway in the distribution system in order to minimize

" commercialization costs. The share of beef handled by central and regionat markets,
‘brokers, broker-cumi-wholesaters is declining. The ratio of cattle handled by the Liniers
market has decreased to 17% in 1994 from 31% in 1984, although the Liniers prices have
continued to be used as a reference for cattle handling outside the market.

Recent expansion of supermarkets is notable, Supermarkets have been suecessiul
in obtaining a reputation for good quality of beef. Some supermarkets have reduced
intermediary costs by holding their own slaughterhouses. Supermarkets are especially
prevalent in cities, where many traditional meat shops are out of business.

Figure I-1-4-1 Distribution Channels of Beef in Argentina

Tarm | Farm J _ I Farm J I Centified Farmss I
Y ' J’ ) 4
Brokcﬂ o Markets Broker
Consumeras - Frigorificos
{Slaughterhouse) {Slavghterhouse)
Broker _ Broker
Y Y y +
Supermarkets and Retailers - Foreign countries
Domestic Consumplion _ Export
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1.4.2.3 Export activities

Table V-1-4-§  Argentina's Beef Export by Destination

(volume: ton, value: USE 1,000)

cY 1Y91 ' 1994 1995 {15t quarter)
Volumg Yalue Yolunme Valoe Yolume Value

S % % % G % %
151 128,339 46 335,184 60 152,726 41 410,129 74 37,869 35 105,533 52
Germany . 59,461 21 241,752 - 44 67,585 18 278,880 50 14,102 13 60,852 30
France 8,510 3 15911 3 7186 2 16,809 3 2,690 2 6,101 3
Netherlands 8,279 1 10,394 2 9,457 1 13,046 2 4,238 4 8,307 4
lialy 16,195 6 231,665 4 21,857 6 18,976 7 5,829 5 10,167 5
UK 32,654 12 37,544 ? 42,494 11 53,901 10 2,610 4 16919 8
Usa 86,367 31 124,855 22 80,993 22 115036 21 22,666 21 32,264 16
Japan 616 - 0 848 O 802 ¢ 1,251 © 367 0 4716 0
Brazil 9,613 316,692 3 43,381 12 55392 10 17,703 16 22,727 ||
Chile 24,435 9 X2t 06 47,410 13 64,846 12 10,997 10 15948 8
Total 280,455 100 555,208 100 373,995 100 555,208 100 107,720 100 204,180 100

Note: The figures include processed mcat. The volume is carcass weighl.
Souice; Situacion det Mcrcado de Carnes No.23 Encro-Abril 1995, SAGyP, p.90~95

The region to which the largest amount of Argentine beef is exported in the world

is the EU. It accounted for 41% in volume, and 74% in value in 1994, respectively.

Main reasons for a larger representation of the EU in value than volume of the Argentine

beef export would include the existence of Hilton Quota which is provided by the

EU. It

amounts to about 28,000 tons per annum. All the beef exported to the US is thermo-

processed such as corned beef.

Beef gxpoﬁ has been expanding since 1993, The growth of export is pasticularly
prominent in Brazil an_d Chile. In 1995, the volume reached 450,000 tons (cﬁrcass
weight, about 20% of Argentina’s production). In Argentina, overall slaughtering and

packing capacity is estimated at 20 miition heads per year, while the current number of

slaughtering is about §2 million. Some exporting plants are not in full operation at

present. Thus, meat packers' supply capacity is not likely to be a constraint for the

¢xpansion of export.

Table V-1-4-6 Type of Beel Exports in Argentina

{volume; ton, value: i.iS$ 1,000)

cYy 1991 1992 1993 1994
Volume Value  Volume  Value  Volume:  Value- Volume  Value
Chilted and Froren Quatlters 3,652 6,210 546 915 1,492 1,599 14,096 15,456
Chitled Cuts 16,196 250,060 34,692 260,675 36,867 250,245 56,608 325,192
Frozen Cuts S1,421 135,527 22,588 74,650 25,617 72,128 56,323 136,345
Frozen Manufacturing Type - 547 162 553 859 1,107 1,437 3169 4,044
Cooked and Frozen 43,135 149,969 32,004 117,544  33,94) 129,813 35,123 132,815
Comed Beef 55,651 150,753 45,011 94,890 33,050 75,692 34,379 84,999
Other Cans 13,104 37,399 9,022 24,802 8,902 24,295 6,673 17,771
Total 411,289 730,680 296,407 574,235 280,455 555,209 373,995 716,622

Figures in Total volume are carcass weight.
Source: SAGyP, Sitvacién del Mercado de Carnes, No.23, page 27,28
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The level of concentration of the beef export industry is high. The top § and top
10 expoiters accounted for 57% and 77% of the total expout, respectively in 1994, Many
major export meat packers have experienced merger during the last severat years.

Table V-1-4-7 Major Beef Exporters in Argentina -
. (volume: ton, value: USS 1000

Cy 1994 : 1995 (Jan. 10 Apr.)

Volume o Value Volume Valuz
% % % %
I CEPA SA, 45,106 19 145968 18 172,900 19 63,054 20
2 SWIFT-ARMOUR SA 34,957 (15 132,380 17 12,237 13 44,941 14
3 FRIARS.A. : 21,100 9 73,019 9 7,719 8 27,631 9
4 QUICKFOOD ALIM. RAPIDOS SR.L. 16,028 7 S7,206 7 6,302 7 24,024 1
5 FRIG. RIOPLATENSES.A, 12,060 § 46,029 &6 17,714 8§ 21,02} 7
6 FINEXCOR S.ACILELA 14,743 6 41,872 5 6,592 7 17,047 5
7 VIZENTALYCIASA. 12,059 5 40,765 5 4,240 4 15,642 5
8 IND.FRIG. NELSONSA. 11,087 © 5 33,898 4 4,231 - 4 14050 4
9 COCARSASA. 8,287 4 26,584 3 464l 5 13,473 4
10 NUTRYTE NUTRICION Y TECNOLOGIA 7,344 3 21,718 3 4636 5 12,601 4
Toial 236,218 100 792,274 100 94,933 100 321,616 100

Source: PROCAR Analysis de Mercados Iniernacionales de Iz Carne, Junio 1995, SAGyP, Cuadio 5 & 6

Some exporters have shown a good performance in domestic markets. They have
begun to compete on non-price factors such as quality. Some of the exporters have been
successful in providing good quality and healthy beef mﬁin!y tor the upper class people,
although market segmentation is not very much developed yet in Argentina.

1.4.3 Evaluation of the Competitiveness of
the Argentine Beef

1.4.3.1 Compeclitiveness of the Argentine beefl

The Argentine beef seems to have both cost and quality compciitivencss in
comparison to the Australian and the US beef. In terms of quality, Argentina has a higher
ratio of the British races such as Aberdeen Angus and Hereford than Austratia. The
British races account for approximalely 60% of the total cattle in Argentina, while they
account for only 30% in Australia. In addition, the Argentine cattle grows faster than the
Australian cattle, and the faster growth cnsures the (cndempss of meat.

The Argentine beef also seems to have a cost competitiveness. Three factors are

cited for the major determinants of cost competitiveness. They are the price of live
animals, productivity of meat packing plants, and ocean freight.
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The price of steers (five animals) is around US$ 0.75/kg in Asgentina while it is
US$ 0.90/kg in Austratia at present. The productivity of meat packing plants seems to be
lower in Argentina than in Australia, although the difference is not very large under the
curcent volume of production. Australia has an advantage in ocean freight by
approximately 20%. It is about US$ 0.28.«"k'g from Argentina to Japan, while it is US$
0.24/kg from Australia. As the cost of raw materials (live aninals) account for more than
70% of the cost of FOB, when ali the key factors are combined, the Argentine beel seems
to be more competitive than the Australian beef under the current market situation. '

This view can be confirmed by the following table. The table compares
Argentina, Australia and the US in the cost of beef produciion on Tokyo C&F basis. It
shows that the C&F price of the Argeatine beef is the lowest. Gross animal cost is by far
the lowest in Argentina, whilc the advantage shrinks when it comes to net animal cost as
by-product revenue is the smaltest in Argentina. In terms of processing and
transportation, the US is by far the most efficient. Even though the Argentine beef is
subject to processing and inland transportation costs that are higher than the US, its C&F
price is still lower than the Australian and the US beef by approximately 10%.

Table V-1-4-8 Total Costs of Production in "Best in Class" Beef Processing Plants
in Argentina, Australia, and the US o
{1992 in US cemefkg, linished weight)

. Argentina Australia Us .
% % : %

Gross animal cost 2.02 2.55 349

By-product revenue -0.31 -0.42 -0.61

Net animal cost . LA T . 2.13 .6l 2.88 82
Processing cost ' 079 25 0.85 24 0.31 9
Intand transportation cost 0.38 12+ 028 -8 0.08 2
FOB 288 91 3.26 .93 327 ]
Ocean-shipping cost 0.28 9 024 7 0.26 7
C&F Tokyo 3.16 100 350 100 - 3.5 100

Note:  Finished Weight: All chitled or frozen muscle meat culs; ntanufacturing and ground beel, trimmings and
fat that can be sold as boxed meat, not by-products. Docs not include the sale of vaditional by-
producis {¢.g. hides, internal organs)

Ocean ¢osts have been added [0 the original data to have C&F Tokyo prices,

Source: New Zealand Meat Producers Board, 1994, Foot and Mouth discase - An insignificant trade barrier 7 A
review of the beef industries of Ureguay, Argenling, Braril & Paraguay
The study was origirally done in 1992 by Booz Allen & Hamilion commission by lhe Auslrahan Meal
Research Cooperation. Figutes are slightly modified to obtain C&F Tokyo prices.

Cost competitiveness of the Argentine beef has also been conficmed by a Japanese
beel expert who has recently visited several farms and export meat packers in Argenlina.
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1.4.3.2 Cost struciure of the wiole proceés of beef production in
' Argentina

The cost structure of the whole process of beef production has been formulated as
is shown in the following page. The figures are per head, and the costs are calculated on
mark-up basis. The small table below the main one in the same page is the cost per kg at
each stage of production. In Argentina, the cost structure of producers varies
- significantly by many factors including the size of fanns, arcas of production, fertility of
land, and produclioh methods. ‘The cost structure is a model case of the combination of a
breeder and a fattener; a breeder whose farin is 2,000 ha and has 628 calves in Cuenca del
Salado in the Province of Buenos Aires, and a fattener which has atlocated 500 ha to
cattle féttening and has approximately 588 steers in the western area of the same
Province. Ilis assumed that the breeder grows calves to 180 kg and the fattener eaises the
steers upto 450 kg for export purposes. The cost structure of a meat packer is also given
as a model case of one of medium-sized export meat packers. Like producers, cost
stracture of meat packers varies from company to company.

A difference in the final prices in Table V-1-4-8 (C&F Tokyo, US$ 3.16/kg) and
1-1-4-9 (CIF Tokyo, US$ 4.04/kg) may be explained by the inclusion of capital charges;
Table V-1-4-9 includes capital charges as a cost while Table V-1-4-8 may not. Excluding
capitat charges from Table V-1-4-9 would reducc the CIF Tokyo price to $3.26 /kg,
which is close to the C&F Tokyo price (US$ 3.16/kg) in Table V-1-4-8.

_ Cattle production can be divided in four phases: production of raw matcrials
(breeder and fattener), domestic commercialization (breeder to faliencr,‘ fattener to meat
packer), pfocessing {meat packer), and export commercialization (cosls incurred for
export).

AniOng the four phases, main strength of the Argentine beef lies in the production
of raw materials because the sector has produced good quality catile at less cost than
Australia and the US. On the other hand, some sources of inprovement can be found in
the processing sector (ineat packers), although it does not necessarily mean shat meat
packers' productivity is low taking account of the current volume of production. "Cost
Argentino” has been gradually disappearing especially in the commercialization sectors
: (bolh domestic and export). The following section overviews each phase in detail.
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(1}  Production of raw materials (breeding and fattening)

This is the main source of the competitiveness of the Argeatine beef. Two factors
contribute to this. The first is the favorable natural endowments such as geogeaphy,
fertility of fand, precipitation, and termperature. The second is an efficient use of land. In
Argcnlina,'breeding and fattening are dong in different places. Since the breeding
requires less grass than does the fattening, relatively infedtile Tand is allocated to breeding
while more fertile land is used for fattening. In Austsalia both breeding and fattening are
done in the same place that are marginal and not suitable for crop proguction.

The following table shows a comparison in the cost structure of breeding and fattening in
Argenting, Japan and the US. The Argentine cost data in the table are the same as the one
in Table V-1-4-9. In both breeding and fattening, costs of food for cattle is significantly
higher in Japan and the US than in Argentina duc to the difference in food {(grain-fed vs.
grass-fed). Labor costs (salaries) are the largest in Japan because of higher wages and a
smaller number of cattle per producer. On the other hand, the proportion of the costs of
animal health is the highest in Argentina. Mandatory vaccination against FMD may
aftribute to this.
Table V-1-4-10 Cost Structurc Comparison Asong Argentina, Japan, and the US in
Caitle Produciion

Breeding Fattening

. Argentina  Japan USA Argenlina  Japan
1. Produclion cost ). Production cost
Food for calile 17.34% 32.98% 4.12% Food for cattle 6.74% 23.39%
Animal health 445%  1.67% 291% Hay - 1.40%
Tax 2439%  0.84%  2.60% Animal health 1.64%  0.58%
Maintenance . 481%  5.60% - 4.65% Catile cost 52.02% 56.34%
FFuel and oil 0.79% 0.69%  3.56% Tax S5.01% (.46%
Salaries 7.78% 30.59% 19.79% Maintenance 1.86%  2.63%
Insemination fee 2.24%  2.48% Fuels 0.65% 0.56%
Others 8.57%

. Salaries 4.16% 1091%
Total(a) : $9.56%  74.61% 18.71% Total (a} 719.58% 9487%
fl. Depreciation ' 11, Depreciation
Fixed capital 921% L77% Fixed assets 4484 1.07%
Working capital 108% 11.12% Working capital 0.67% 0.64%
Total (b) ©12.29%  12.839% 14.07% Total (b} 5.15% 171%
TEL. Interest . U1, Interest
Farm land 21.63%  4.09% ‘arm land 11.40% 047%
Working capital 6.53%  8.40% Working capital 0.15% 297%
Others | : Others 171%

Total{c) 28.16% 1249% 7.22% Total(c) 15.26%  344%
- Total {a)~(c} 160.00% 100.00% 100.00% Total (a)~(c) 100.00% 100.00%

Note:  Commerciatization costs are nol included.
UiS's cost data for faltening is not available, :
Sources: Argentina: SAGyP, Japan: Japan's MAFF, USA: USDA
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The tax proportion is the highest in Argentina, especially in the case of breeding.
This is probably because the model case is taken in Cuenca del Salado. The price of land
is high in the area because of its adjacency to Buenos Aires, and it resulted in bigh real
estate taxes. 1digh interest on farm land in Argentina may be attributed o extensive '
farming in comparison to land-intensive cattle produc'lion‘in Japzm. |

it should be noted that lhc cast of producuon in Table V-1- 4 9 mcludes C‘lplt‘\l
charge of US$ 70.89 in breedmg and US$ 52.26 in fattening. For prodicess it is an
opporlum(y cost of their own land and equipment. The capital chargcs are, therefore, not
real costs for producers It can be COI’LSldeRd that on cash-flow basis producers can
further reduce costs.

© While the primary sector is the main source of ihe competitivencss of the
Argentine 'beef, the sector is not without shoﬂco;11illgs. As mémion_ed before, dueto
lower proﬁtabiﬁly of cattle faisin_g, cattle pro_cluélion has increasingly shifted to marginal
land. This is especially so in the case of breeding. Profitability of breeding is very low
given the current low prices of calves. Although precise data are not availlablc, there is a
growing concesn that the number of cows may decrease in the luture. '

In addition ta breeding, faltening may also shift (o marginal land if a return from
cattle fattening conlinues to be lower than that of crop production. An increased use of
fertilizer may reduce the necessily of the rotation of land, and this process may accelerate
the shift of faltening areas toward marginal land. An impact of this shift on catile '
production is unknown yet, but it has a potential to lower the productivity of catile
production. |

Another problem would be the low levels of productivity of caitle production. In
the case of breeding, the ratio of pregnancy and weaning has been estimated to be low at
about 60% for the last few decades. Similarly in the case of faltening, annual catile gain
in weight per ha has been stagnant at about 200 kg/ha/annum for many years. These
figures arc the most common indicators of productivity of breeding and f’tltcmng It can
be said that the productivily of cattle production has been stagnant for the last few
decades. '

One of the major reasons for this lack of improvement in productivity is the effect

of inflation. Under the inflationary economy, the best way to enhance profitability was "
not an increase in productivity but the manipulation of buying and sclling activities. For
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example, under the 720% of annual inflation per annum (60% monthly), if the payment is
two months after the receipt of goods, the real value of payment becomes less than 50%.
(60% x 2 months = 120%, the real value becomes 45% (100/220)). Thus, many
produceis sought for an increase in profit through the manipulation of buying and selling
aclivities, not through an increase in productivity.

Recent economic restrucluring, however, has halted the inflation, and as a
consequence, the liberalized cconomy has begun to provide producess with a right
incentive. Raising productivity is the only way to increase proﬁ!abilily. Somnie producers
who have introduced intensive production management have been successful in
enhancing the productivity, and as a resull, their profits have increased. On the other
hand, the profitability of those producers who have been unable to accustom themselves
10 a new economic environment has shrunk, and such producers are beginning to be
replaced or absorbed by those producers who are more aggressive in infroducing new
technotogy and management systems.

2) Domestic cominercialization {breeder to faltener and fattener to meat packer)

Although the commerciatization sector had been one of the sources of "Costo
Argentino,” the streamlining of the sector has been proceeding. In the Table V-1-4-9,
domestic comimercialization accounts for 9.4% (USS$ 59.6/head) of CIF Tokyo.
Measures to minimize the commercialization costs are under way.

While commission charges account for 3.6% (US$ 22.8/head) of CII? Tokyo,
veitical integeation has been proceeding with an aim to reduce intermediary costs. Direct
purchase of cattle by meat packers from producers is increasing. As a result the nuimber
of brokers (consignatarios) is declining. The ratio of cattle that goes through the Liniers
market has also drastically decreased. Direct sale and purchase are likely to increase
especially between big producers and meat packers.

Although vertical integration is expected to continue, the role of brokers will not
disappear. Brokers have provided loans, information, know-how, and technology to,
-especially, medium and small sized producers whose access to such resources otherwise
~ is fimited. Brokess will continue to play an important role for mediun: and small sized
progducers. ' ‘

While inland freight cost is US$ 29.04 /head (4.6% of CIF Tokyo), freight per

km has declined from US$ 0.85/km in 1992 to US$ 0.80/km in 1995, bui the decline
does not seem to be cnough . At present, domestic trucks cost approximately US$

ri



Vol. V (Chapter 1)

- 70,000~80,000 and are about 25~30% higher than imposted tracks, Since the trucks are
expensive, they are used for longer periods, and this makes the maintenance costs higher.
Labor costs are also high partly duc to strong tabor unions. ‘These factors have
contribuied 10 high costs for the trucking industry. Free impoat of trucks, a kind of
dercgulation, may allow the industry to reduce costs and to offer lower prices for its
services.

Distance of cattle trucking is rather long in Argentina. Some exporting meat
packers have their meat packing plants near Buenos Aires because they used (o purchase
cattle from the Liniers market. At present their cattle procurement area is within a radius
of about 500 km while those who have meat pﬁcking plants in fattening arcas procure
cattle in the area within a radius of no more than 200 tb 300 ki It is estimated that -
shifting meal packing plants to fattening areas from the suburbs of Buenos Aires would
reduce the freight by US$ 8~10 per head.

(3)  Meat packing plants

Meat packing plants for export in Argentina have following advantages in
comparison to those in Austratia and the US: ’

- Sanitary management is at a very high level partly due to strict oversight by both
SENASA and the countries to which beef is exported. The level seems to be
higher than those in the US and Australia;

- Equipment and management of coirals are appropriate. Corral facilities are
adequate, and they are always maintained clean. Cattle can be brought to corrals
even in the night. Cattle stays in corrals for at least 24 hours before being
slaughtered. This would relieve the stress of cattle and improve the guality of
meat. In the US and Austratia, some cattle are delivered on the same day of
slaughtering;

- Catile handling in a slaughtering room is very careful. Cattle skin is pceled both
by machine and hand. In Australia, peeling is mainly done by machines, which
deteriorate the guality of both meat and skin. While carcasses arc washed -
manually by high-pressure shower in Argentina, they are washed by washing
machines in the US and Australia. Consequently, washing is more complete in
Asgentinay and ' - ' i

8



Vol. V {Chapter 1)

- Temperature of meat is properly managed through the process of slaughtering,
maturation, and cutting. In most plants, internal organs ar¢ taken away from caftle
within less than thirty minutes after slaughtering in order to facilitate the reduction
in the temperature of carcasses.

While meat packing plants do have some good points, they have some weak
poits espécially at and after the cutting process. There are some unnecessary workers;
some of them can be reduced by the rc:i’rrangcmcnl of lines. The flow of meat is
sometimes interrupted by an inefficient setting of machines. The relocation of machines
to ensure the smooth flow of meat would be necessary. The quality management of meat
. is sometimes not adequate where SENASA docs not oversce. Storage of cartons does
not seem to be clficient, either. While cartons are mainly handled by hand, mnore
mechanized and automated management can be introduced to prepare for an increase in
the number of cartons. These issucs shall be explained in detait in 1.4.4.2.

Labor, packaging, and energy are the major costs in meat packing plants. Labor
costs account for 13% of the total cost at meat packers (US$ 65.98/518.28). Although
social charges have continued to be significant as is shown in the table below, labor
pfoduclivily has been improving since many export meat packers have introduced a
system in which salaries are closcly related with labor productivity.

Table V-1-4-11 Social Charges in Argentina, 1998

. (US$)
Basic salary (monthly) _ 1,650.00
Social chavges Employer's oullay
Pension 189.00 18% of basic salary
Family fund - - ‘ 94.50 9% of basic salary
Social welfara fund 63.00 6% of basic salary
Supplemental pension 36.75 3.5% of basic satary
Total 383.25
Employee's outlay
Pension . 115.50
Law 19032 350
1.abor union 26.25
Social insurance : 3150

_ Total . B 204.75
Note:  Employee's onlay is iacluded in basic salary -
' Figures are in the case of a secretary.

- Interms of packing, while some packing machine is old, it is not causinga -
significant inpact on productivity. ‘Only a few mieat packing plants are equipped with the
state-of-the-art vacuum packing machinery. Given the current volume of production,
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packing facilitics have little impact on efficiency. Handling of packed mieat seeins (o be a
greates problem rather than machinery itsclf,

Encrgy cost accounts for about 1.5% of the total cost of meat packers (US$
7.57/518.28). It has been declining since the privatization in 1992. But the distribution
of electricity has not yet been privatized, and it has been done by provincial or municipal
entities. However, large consumers such as meat packers can select distributors, which .
allows them to purchase clectricity at reasonable priccs through dircct contract. Thus, a |
delay in privatization (deregulation} in the energy sector does not scem to have caused a
significant impact on the meat packing industry. '

While the Table V-1-4-9 shows that a total cost of meat packer is US$ 90.21, this
seemms 1o be at a high sidc among export meal packers. Other cost data of meat packing
plants for export include US$ 81.27/kg and US$ 59.51/kg. An average of the cost at
meat packing plants for export is US$ 77.00/kg. If this figure is applied, CIF Tokyo
becomes US$ 622.85/head from US$ 636.06/head, and US$ 3.95/kg from US$
4.04/kg.

(4) - Export commercialization (Costs incurred for ¢xport)

Facilities and operation of Buenos Aires port have improved since the terminals
were privatized in 1994, Port charge has declined from US$ 2.1/ton in 1991 to US$
1.50/ton in 1995. Labor problems which had been one of the major sources of
inefficicncy have improved significantly. |

Ocean freight from Argentina to Japan is not a major obstacle for Argentina
because it is not very different from that from Australia to Japan. At present, ocean
freight of a 20 foot reefer container is approximately US$ 4,700 from Argentina while it
is US$ 4,000 from Australia. The difference is only US$ 0.04/kg, which is
approximately 1% of the total cost (CIF Tokyo).

A major problem associated with export commercialization is unreliable services
of ocean shipping. While most shipping firms have been trying to operate weekly
services belween Argentina and Japan, they have not been successful in maintainiog the
service. Main reason is the congestion at Santos port where container vessels sometimes
have to wait for a few days outside the port.  Due to uneeliable shipping services, meat
packers have been unable to produce meal to mcet the shipping schedule.
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