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4.3 lhc Role and Pohcy of the Governmcnt for -
Suppmtmg the SMEs

Being aware of the increasing imponfmcc of the SMEs which provide a crucial
source of cntreprenership, production, innovation, employment and cxports, most of the
countries visited by us have been strengthening their support to SMEs in receat years.,

Their supporfing programs are principally related 1o the following themes:

- Boosting business competiliveness including international competitiveness
- Facilitating the access to finance

-Provrdmg necessary information to grow (e.g. technolagy, quahly control
market information, etc. )

- Providing incentives including tax reduction and subsidieé

-Developing human resources including training and education

The 1ole and policy of the goverment for supporiing the SMEs of selected
countries are summarized as below.

(1) Argentina

- BEconomic ceforms have taken placc in Argemma since 1991 Dunng this period
of llme, Small and Mcdlum Enleipnses have been sufl fering to cope with the adaptation to
- the new macrocconomic environment.

Many of the SMES suffer from inef ﬁmency ol' management, fund, tcchno!ogy and
| ack of mfonmuon system and plamﬁ cation for decision-making.

- Since September 1994, the Secretary of Industry have started a supporting
program fed bya conshliing group who provide professional advice to SMEs in dif: forent
areas. By the end of 199‘5 they ass;slcd more than 500 SMEs achieving the gml of the

: Ciowmme nt.

. In March 1995, the Law 24467 was enacted which contains various supporting
programs to SMEs. Major targeted items are: strengthening of financial support,
developmient of tocal SMEs, creation of n,cnprocal guaranty societies, creation of
lnlegmted information and advice systen, s{mngthemng of INTA, INTI, INTEMIN,
expansion of the Supplier Development Program, steengthening of the relationship
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‘betw een large fi [‘ rms and SMES promonon of lhc access of SMES to international
miarkets, etc.

The objectives and goals of the Secretary of Mine and Industry for 1996 are as
follows:
(a)  Provide SMEs with technical assistance in different arcas;

- Establish a diagnosis (check-up) of the whole company

- ldenﬁtify the most important problems

- Promote a cultural change, necessary for the process to come

- Proposc recommendations and guidelines which lead to solve the problems in

the future
- Follow up the programs for those cntcaprlses which were assisted in 1995,

I 1996, the Secretary of Mine and Industry will keep the same number of .
enterprises as assnsted in 1995, i.e. they will assist newly 350 enterprises plus 150
~ enterprises selected from those SMEs assisted during 1995, Thus, they will continue to
~ support SMEs togelhcr with the expert consultants.

(b)  Link their programn to other supporting institutions that provide guidance to -
SME:s.

(c) E‘smbhsh an mfonmtlon network :md database system fiecessary to oblam Cross
- data of different industrial sectors to formulate a pollcy of SMEs,

“(d) Dc»elop workshops and/or pracucal Courses pmwdmg qu:ck rpsponse to SMEs
" that have an imimediate impact on them o S S

(2) Ausiralia

The success of many. Australian SMEs came from the implementation of policy by
both public and private se(.tOrs Over the last decade the federal govemméht has turned -
maco and micro- ‘economic policy from the previous "inward-fooking" view (o that of an
export oncnled “outward-looking” focus. '

The Australian government has implemented reforms designed to increase
international compctitiveness, remove impediments to business growth, facilitate
information including government contracts and progeams, and provide education and
training. | '
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Simal! busincsses cnjoy a high priority in governinent policy. The governinent is
comunitted to a consultative approach which has led to increased cooperation and
undesstanding between s_mal'l business and policy makers. It should be noted that the -
government does not consciously subbor& one sector of cconomic activity over another.
Therefore the suppotting programs are available to all SMEs.

The four nain government bodics and their supporting activitics are as follows:

- Departiment lnduslry Science 'md chhnology (DIST)
DIST is one of the larger federal government departiments which mcludc the division of
AusIndustry.

AusIndustry has been established with the aim of increasing Australia's
international competitiveness and in this report, is responsible for aver 500 industey
- assistance programs (example: R&D tax concession, competitive grants for R&D, etc.)

- The  Austratian Trade Commission - AUSTRADE .
AUATRADE is a federal govemnment agency which has been established to assist
companies to successfully market their products and services overseas. -

-~ Its financial suppott programs include export market development grants,
international trade enhancement scheme, etc,

- The Dépaitment of Employmcnf Education and Training (DEF'ET)

DEET cngages in cnhancmg Australia’s international competitiveness théou ghthe
‘dcvclopmenl and mmn!emnce of Australia’s cn1p!0ymcnt infrastructure and vtilization of
"‘human reSOUICES . i

DEET offers a range of incentive prograins to assist companies in employing and
lraining personnel, improving employer and employee relationship as well,

- AUSA!I)

. AUSAID is a division of the dcpartmenl of forelgn alfairs, and runs a number of
: prbgrams which include the private sector linkages program and the development of
import finance facility.

In addition 1o the above mentioned four government bodies, "Office of Small
Business" provides advise to create new business or to expand the established business.
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And "NIES" (National lndustry Extensive Service) prbvidcs advise to increase exporis
“and/or replace imports.

(3} Brazil

The features and basic policy of the Brazilian supporting measures are; emphasis
oft icro companies rather than smal and mediun enterprises; geographical dispersion of
indusi_ria! production; and increase of interpational competitivencss.” In addition, in order
¢ suppori al) the MSMIs, the government is niaking effost to decrease underground
economy transforming the informal sector into the formal sector. (The number of firms
of the informal sector is said to be six miltion)

‘The present National Administration of President Cardoso has prepared a
proposal (white paper) on "Industrial, Technological and Foreign Trade Policy” which
includes the main outlines of his program for the 1995-1999 period.

The objectives of the program are:

- Increase production and goods and services z,onsumpllon based on the economic

- growth and foreign trade

- Geographical dispersion of industrial produchon encouraging ¢xisting local
industries, technology- -based venture firms producmg new regional investment
opporiunitics '

- Improvement of qu*ﬂnly, creation of industrial dynamlsm tr-\mmg of emp!oyecs
as well as the correction of fabor market deficiencies. .

The strategic points of this pmgrani consist in ghc increase of investment, the
speed up of technical training and the reinforcement of institutional reforims and updating.
of public administration.

The designing and implementation of policies will be performed by joint action
between the private sector and the coordinator of governmental activitics. The jiroposnl ‘
includes the lmptementauon of two- progmms Small Scale Producuon Support Progrun
and Brazifian Craftsinanship Progrant.

“The Small Scale Production Support Program intends to clasify the role of the :
PFederal Covemmenl, State governments, municipatities, private institutions and civil
society. The program will aim at the following measures: a) stimulate the formation of
new enterprises and the modemization of the existing ones; b) simplify and differentiate
fiscal and legal treatrient of micro and small enterprises; ¢) promote lraining and
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tcclmologxcal innovation; d) promote the integration between large and mcdmm
| enterprises and micto and small enterprises through sub- -contracting and supporlmg
programs; ¢) fzu:lhlalc the access to loans and m_shluuonah;c of endorsement and
guarantces system; I} promote the formalion of consortivms and cooperd{ivcs; g) support |
the formation of venture business.

The Brazilian Craftmanship ng'rain aims at structuring legal and nogmative basis
for the Seclof, creating instruments to make it effective. Its objectives are the creation of
'spemﬁc crt,dlt tines, technical assistance to craftmen production and the creation’ of
information system for the sector.

At present, the most important supporting institution in Brazil is SEBRAE which
has a wide network alt over the country providing MSMEs with useful information and
supporting programs (o make the sector to become competitive domiestically and
internationally. Other important instiutions are CNI, FINEP, Barnco do Brasil, BNDES
and IBQP. The details of the activities of those supporting inslitutions are as mentioned
in the previous chaptcfs. : |

(4)  Chile

In the past, after the opening of the economy of Chile, many SMEs Jost their
share in the local market, and theie number dccreased subslanlmlly in 1980s up until the
-~ transfer to civil ‘\dnunlsimnon occurrcd in 1990.

In 1991, the Nauoml Small 'md Medmm Enterprises Support Program was _

* launched, and in 1992, a New Technology fmd Science Program was implementéd. Both

- programs are curfently in opcrat{on, but lhcy are now being reviewed and cvaluated and
their implementation mélhodolo,gy is being redefined. The first pfogmni is in charge of
the Comoracion de Fomento de Chile (CORFQ), while the Ministry of Economy is in
Charge of the second.

Besides, récén@ly the public and private sector have boosted initiatives in the
quality and producliviiy managenient areas which intends to support the reform of
'mamgcmem the introduction of entreprencurial development melhod and the
implementation of productivily strategies.

The technology and Science Program aims at financing infrastructure, service and
research activities of universities, research institutions and manufacturing enterprises, -
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Thc National Small and Medium Entcrpnscs Suppon Program, on the other hand,
' mcludes the following support items.

- Marketing

- Acquisition of technology

- improvement of management and'dcvcloping of human resources
- Computerization

- Joint venture beiween entesprises

- Financing .

The Chilean supporting policy for SMEs principally aim at their productive
modetnization, technical development and export promotion.

The main public suppoﬂiﬁg institution arc CORFQ, SERCOTEC, PROCHILE,
Fundacion Chile, Banco del Estado de Chile, Banco de Desarroilo and Barnico
Concepcion. '

(5) Mexico
The present government policy is based on the plan called "Plan for
Modernization and Development of Micro, Small and Medium Enterprises” implemented

in 1991 by the Salinas administration.

The essence of this phn is; _
- The formation of consorfium 1o improve the '1ccess to i unds 1aw lmtcmls mtermedmte :
goods and local and mtermtloml market L

- Bxpansion of the network of ilitermcdiating'ofﬁccs (bolsa) between large firms and
subcontractors

- Promotion of the institulional ﬁmncnl suppoﬁ by NAFIN (N'tc:onal Fmancu ra)and.,
-~ BANCOMEXT (Banco Nacional de Comercio Extcnor)

-~ Promotion of the dcqﬁisilion of technology and quality controf systein especially TQC
system through sesearch institutions. '

In May 1995, the Mexican governiient esmbhshcd the National Council of
SMEs. T he Council operales as coordinating body between public and private sectors -
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and also between local and the central govemment for the discussion and implenientation
of supporting poticy of SMEs. | ' '

The Counci! has the following objcclivcs:

a) Study, design and coordinate the implementation of suppont poticics directed to
improve the competitiveness of SMEs.

b) Promote im¢chanisms to provide SMEs with information and advisory services
concerning trade and marketing, technology, production pro;esscs product design,
financing, and standardization of products.

¢) Promole the formation of association of SMES, and a closer linkage with bi g firms.
d) Develop strategies for ¢xport promotioi.
e) Activate and deveio’p local industry

As for financing, the Council studies measures to cope with the present financial
crisis and to establish long-term supporting measures for SMEs. -

‘ -Withiﬁ the framework of the Council, several progréms have been prepared for.
the promollon of specific sectors qfter lhc deep study of the sectors which suffeced
adverse influence by the Opemng of cconomy Those programs witl contribute to
© increase the compclmvencss ofmdusmal sectors which are facing difficult situation such
- as lcalher and foomear lLXllleS c!olhmg, and Turniture. ' '

The main pilbliC supporting organizations and institutions for SMEs are SECOFI,
CANACINTRA, NAFINSA, BANCOMEXT and CONACYT.

S (6) " Japan

The Japancse government's rm,cogniti'oh of the impo'riancc of SMEs in the

- Japancse cconomy, as well as their relatively disadvantageous position vis-a-vis large

- fiems, led to active SMIE promolmn policics in the post-World War 11 period. In the early
post-World War I period, heavy and chemical industries were ‘strongly promoted, and
the basic principle behind SME poticies was to protect SMEs fronv the large firms. By
the mid-1950s this principle had changed from protection to promotion and
modemnization of SMEs. Behind lhe ch'mge in emphasis was the produclm(y dtsp'\my
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between Japan's large firms and SMEs, which the government wanted to eradicate in
order to achicve further economic expansion.

As the Japanese econoiny matured after a period of rapid economic gro'wlh inthe
1950s and 1960s, the objectives of SME policies changed again. In the early 1970s, the
emphasis of SME policies shifted from encouraging growth -oriented, large-scale
production suppoﬂing to high quality, information-intensive production. Moreover,
since the 1970s, policies have cncmlrﬁged SMEs to shilt from declining (o growing
sectors, and to co‘pé with rapidly changing ¢conomic developments such as yen

appreciation, two oil crisis, labor shottages, and environmental problenis.

SME policies in Japan are basically formulated at the central governmient level, at
MITI and its subordinate Small and Mcdivm Enterprise Agency. These policies are then
implemented mainly by local governments, public institutions, and semi-pubiic
institutions., Most institutions have nationat-prefectural tinkages. the central body for the
“formulation of SME policies is the Chusho Kigyo Seisaku Shingikai (SME Policy
Council), which consists of representatives frotn business, acadcmia, labor unions,
journalism, and the Housewives Federation, among others,

Instruments applied to carry out SME policies include financial, tax-subsidy, and
regulatory measures. In the case of Japan, technical support for SMEs came targely
through private channels, including parent fioms, eqmpmenl supptiers, and other firms in
the same line of business, Public institutions played only a subordimtc role. M'xrkcnng
support also come largely from parent firms, lmdmg comp'mles, and other pnvalc o
sources. 'Producers of intermediate goods i in p’imcular such as auto pmts 'md syn{hetrc
textiles - relicd heavnly on subcontractors. L

Public support is more important in the area of finance. Most loans for Japan's
SMEs were provided under competitive market conditions but three sources of direct -
credit - loans from specialized parasmtals loans channcled through Jocal govemmcm nnd
loan guarantees - accounted for about 20% of all SME borrowing and 35% 1o 60% of
investment borrowing.

The main public financial institutions arc the Peaple’s Finance Corp'oralibn, Japan
Finance Corporation for Small Business, the Central Bank for Commercial and Industrial
Cooperatives, Credit Guarantee Corporation and Small Business Credit Insurance
Carporation (details of their activitics see 1.3.2.1)
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Those financial institutions comributcd gn.a'lly to the growth of SMEs facilitating
their access to ﬁimncmg Defalt rates of their ﬁmncmg average less than onc-half of
one percent of outstanding loans. In ﬁmncmg Japan successfully disected credit to
SMFs in a well-functioning, prudential financial system.

(7) Korea

In the case (}f Korea, policies for the SMEs might be classified broadly into two
calegories. ' ' '

One is the exclusive and discriminative policies between large and small business.
The other is the complementary and cooperative policies between the two.

The policy measures classificd in the foriner category include; the compulsory
loans system, in which all commercial banks are required to lend rivore than a certain
portion of annual incrementat loans to SMESs; the rescived manufci‘cmrihg systein in
which certain goods are reserved by law exclusively to be manufactured by SMEs; the
trade financing system to be accessible only by SMEs; and the dif fcrenl tax incentives
betwecen large and small business.

In the latter category of the policy measures, the sub-comrdciing system is the
- most representative one. In 1975, the government introduced "The Law Promoting the
* Organization of SMEs into Sub-Contracting”. The law was fcyis‘ed in 1978 when the

' gfo‘ve'rninenl‘u.ndéﬂonk mea’w:cs_ to enthance the sub-contracting practice.

‘ Prefert,nml support, mcludmg the supply of loans, tax break for R&D ’md
: develcpment of human resources, casy access 1o foreign capital and technical 1ssmhncc :
" was given to the designated manufacturing seéctors and production items (42 sectors and
1,160 items in 1993). Under this taw, parent companies have to make clear product
designs and specifications, ordering methods and delivery dates and notify these
: conldi'li(in;s before agreeing a long-term contract (minimum three years).

* A parent company and the association of its suppliers must co-operatively submit
“a "common business plan™ to the Ministry of Trade and Indusiry. The conimon business

plans accepted in 1992 covered 139 pacent firms and 1,261 SMEs,

This system has been contributing to increase the productive capacity and _
competitiveness of SMEs improving their technology and quality of manufactured goods.
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(8) U.S.A.

“In the United States, the government regards SMIEs as a vital source of economic
growth and job creation. As mcmioncd, 600,000 new firms have been born every years
and increasing altention is now given to SMEs in allcviating the problem of industriat
restructuring and accompanying worker dislocations.

The specific features of the Governmeit policy are summanized as follows.

1) The Government does not have a specific industrial policy, that means the
Government does fiot consciously support ohe sector of cconomic activity over another.

2).  Special consideration has been taken to the allocation of the federal procurement
to small business.

k)] The government provides minority-owned firms or women-owaed firms with
supporting measures paying special altention to them. '

The most significant govermnent program in suppori of SME is run by the Small
Business Administration (SBA) of the U.S. Depadtiment of Commerce which provides
loans and loan guaranices for qualificd SMEs. The SBA has a numiber of programs and
services available. They include (raining and educational progrmns,: advisory services,
‘publications, conteact assistance in addition to financial programs. The Agency also
offers speciatized program:s for woincn business owner, minortlics, veterans,
international iradc and rural development. ‘ : |

"The share of federal procu rement that went (6 small finms in fiscal :o,"ea:ir 1992 was
31%, up 1% over 1991, Small Business were awarded $61.6 billion of a tOl‘l] $199.8
bitlion in goods and services plll‘Ch'iSCd by the Federal Governiment.

~Inthe same fiscal year, minority-owncd firms feccived approximately 4.1% of atl
federal procurement while women-owned firms received 1.3%. Overall, 'womexi and
mi'norily owned businesses are the most rapidly growing segments of féderal contacting
markets. ' '

-+ In financing the SBA guarantee prograin enables SMEs to provide longer-term
" financing which is not available on reasonable terms through normal lending channets.
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In order to promote equily financing of SMEs, the Government has taken special
mcasures to make the stock market and venlure capital market grow. As a result of the
devélopmcm of those market, SMEs have been actively raising necessary fund through
debt issues and initial public offering.

Aunother important supporting measure is federatly-furided human resources
development prograin for SMEs which is called Job Training Partnership Act (JTPA).
JPTA is intended (0 be a parinership between the government and private sector
cmployecs.' The intended beneficinties of JPTA are individuals with primasity the
unemployed and economically disadvantagéd eligiblé to receive training and other
services. ITPA councils at the local level and SMEs can be reimbursed for their on-the-
job training costs when they hire JTPA participants. |
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S.1 Focus of the Case Study

~ The principat aim of this chapter is to present a case study of Asgentine PyMEs
taking an example of the autoparts sector. It will eventually Iead to package of policy
rccommendations including the assistance of finance, technology and quality control.

Nevertheless, not all the conditions surrounding autoparts PyMEs arc applicable
“to other sectors, [mpostance of an indusiry-specific policy package, though not very
fashionable in its philosoph)' al present, is well recognized for the automobile industry
even in the NAFTA countries duc (o its massive exteérmalitics. Such special treatment
should deal at least with the following two issues: '

(1)  Trade and investment agreements have a major nnpact on its development,
because of the large economics of scale bothin the assembly and autoparts
sectors; _

(2} - Asassemblers have accumulated a vast amount of resources regarding the above
three capabitities, they may make a vital contribution ta the development of the
autoparis sector, | '

In order to formulate policics promoting PyMEs in lhc Argentine auiopaﬂs sector,
detailed analysis needs to be conducted on: (i} growth dymmim created by the Mercosur
framework, (ii) assembless’ procurement scheine through the trade aguunenl and (iii)
their system of fosterin g autopaﬁs suppliers. ' ' '

The’ inslitutioh'ﬂ nalun‘; of Mcrcos'ilr'(S'edlion VLS 2) will become clearer by
‘ contmslmg it with (he ASEAN Free dec Agreement / Brand to and Co:nplememauon |
- (Section VL5.6). The trade qgruemcnls ‘and ihc automobilc reglmc of t.ach country are '
" not the sole factors affecting the scale and dm.chon of altoparts procurement within and
between the Mercosur countries. It also depends on the locational strategy of assemblers
{Section V1S 3) as well as on the relative capability ofaulopans supplieré especially in
Argentina and Brazil {Sections V1.5.4 and VLS.S). Foster ing progrfams of the |
assemblers could be cevitalized in better co-ordination with the gow,-mmcnl policy o
promote the formation of subcontracting rehuonshaps (Section VLS 7) The latter will
conslitute a framework of the package (owards autoparts PyMEs, in Wthh pohclcs of the -
three issue-oriented assistance are combined according to the (ap‘\blllly of ('1rget PyMEs -
oR an appropriate timing (Section V15, 8).

Altho‘ugh_lhe research subject is extremely broad, issues directly relevant 10 the
, PyMEs'_policy will be discussed with priority. Therefore, factors related to the domestic
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demand for automobiles, such as nmcréecmminw stability and growth perspectives,
income distribution, population strUC:lurc,'consumer crcd.i‘t; second-hand n‘_m'rk_ét and
mandatory inspection and maintenatice, may not be specifically touched ubon. Similarly,
PyMEs policies beyond the assistance of finance, technology and quatity contral (e.g.
regional policy, industrial infrastructure and cslate'plnnnin_g) will not be referred to.
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5.2 Mercosur
5.2.1 Introduction

Trade policy, fike foreign exchange / foreign direct investment regulation and
other macroeconomic policies, has fundamental impact on the local aatomobile and
autoparts industry. Trade liberalization obviously threats infant or inefficient industrics
and forces thei to exit or to improve product quality and productivity. Through
specialization and exportation, however, it also brings about targer market and scate
economies, withowt which local industries cannot stand the ahov¢ threat. Even the best
PyME policy, if any, would not allow autoparts supp"tiers to survive shortage of demand.

In the age of WTO, multinational automobile assemblers can secure an access to
the world-wide car market and autopaits sources. Global liberalization could facilitate
relocation of assembly pla'ms, enicourage specialization of local models per brand, and
consequently, increase their produclivily. Nevertheless, weak competitiveness may

“sesult in massive impoits of vehicles and autoparts and unsustainable trade imbalances.
Therefore, limited global liberalization is often supplemented with more advanced
regional liberalization so that scale economies may be enough and trade imbalances may
be mitigated. This will also enable member countiies to negotiate as a "regional block”
with other "blocks” '

. Mercosur is a customs umon madc of Arg;ntma Bl‘ﬂ?ll l’amgm} 'md Uruguay
Customs union abohshcs intra- rcgloml tariffs amd harmonizes cxtm regloml farif Is, -
finally aiming at bec,mmng a cominon market where goods labor and ¢apital move frt.cly
within the region. Howaver, this customs union i$ not yet complclcd 'md fuil of '
exceptions. Above all, the automobile industry is treated with sps.cnl care éven in
industdally advanced countries due to its extremely large externalities on production and
employment. Bilateral agreements between Argcﬁlina‘ Brazil and Uruguay introduced”
complicated sets of reservations to the basic trend of liberatization.

This section focuses on Protocol 21 and its amendients between Argentina and
Brazil, the most unportam component of the regional framework. First, the main conluuf
of these agreements is claborated. Second, statistics are presented related to the trade of
vehicles and autoparts between the two countries. The analysis will give us a plclurc of
the comparative advantage of (he Argentine automobile and autoparts industry and a
~ plausible division of labor with the Brazilian counterpant.
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5.2.2 Institutional Framework

Although the bilateral agrecments are quite complicated, the minimuin csscn#c of
the trade regimic can be summarized as follows;
(1) Specialization through this pastial liberalization is pursued at the prodilcl levels of
vehicles as well as autopaits,
(2) However, assemblers do not have to balanee the vehicle trade. For example,
deficit of vehictes conld be compensated by surplus of autopaits and vise versa.
(3)  Each country determines the quotas and tariffs imposed on imports from oulside
Meicosur.

(1)  Specialization of Vehicles and Anitopasts Production

The tariffs on the vehicles and autopats trade between the (wo countries are zero,
as far as each assembler balances the overall trade. On the Argentine side, each US$
1.00 of exports to Brazil is compensated with US$ 1.20 of impoits from Brazil. The
absence of tariffs on the intra-regional trade of vehicles, though constrained by the
compensalion rule, urges assemblers to reduce the nuimber of models and exploit on the
complementauity between their plants in the two countrics. This shows a contrasting
approach with the ASEAN style of regulating trade in the automobilc industry, which has
- so far halved the tariff on the intra-regional trade of autoparls only (sce Section V1.5.6).

{2). _lndtislry—widc Compcnsalion by Each Brand

_ Each '1sscmbler should '\chlwc the compensation but can add up the batance of
?vchlclcs zmd promoted aulopans (.c. excludmg the after-market components). Thatisto
s ay, Iarge lmpons of autoparts aré not neeessarily compensated by exporis of autoparis
but by vehicles as well. The actual ratios of Argentine imports from / cxpots to Brazil of
“vehictes and autoparts! were 1.39/1.00 and £.63/1.00 (USS$ basis) respectively in 1993,
Because asseinblers can contro} the trade of vehicles and internally-produced autoparts
a ncludm g those made by their affiliated suppliers) more easity than that ofautop'ins
made by. independent supplicrs, the politically-set ratio of {.20/1.00 attcacted them to
invest in Argentina. By éxporting vehicles and internally-made componeils to Brazil;
~ Argentine plants could import more components from Brazil at the zero tarniY. . This
“carrot" was reinforced by the Argentine Decree 683/94 to the effect that 40% of the
assemblers' fixed-asset investment can be assessed to calculate the compensation.

! The Bravitian prefer to compare the number of assembled units: 4.06/1.00 in the sime year.
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(3)  Nationat 'Autonomy as to the Extra-Regional Trade

The extra-regional trade of vehicles and alliopaﬁs is entrusted to cach country,
althongh Mercosur is basically a customs union. In Argentina, the quota on car imports
is set at minimum 10% (15% in the case of commercial vehicles) of the expected local
producﬁon unit but does not include the compensated imports by assemblers and
distiibutors. In addition, individuals are not constrained by the above quota as far as they
unport {i) !ocally produced maodels, {(it) models imported by assemblers and distributors
at present, or {iit) their cquivalents (not exceeding 20% of the produdlon in the same
year).2 The rates of duty on vehicles are 2% for those coinpensated by assemblers with
extra-regional countries, 15% for those compensated by distributors, and 30% (25% for
connneréial vehicles) for those uncompensated {including impoits from Brazil and
Uruguay) or imported by individuals..

The local contents ratio3 can be seen as akind of quota on importing aufoparts.
In Argentina, 409% (42% for comnﬁcrcial vchicles) can be procured from outside the
Mercosur region.4 However, even Mercoswi'products cannot be regarded as local when
they are not compensated. The duty on non-locat autoparts are varied from 12% to 18%
depending on the nomenciature, but those conipensated are treated with 2% duty.

On the other hand, Brazil did not have any quota or.colnpcns‘a!ion _s:chcmc on car
imports in 1994, The duty went down to the range between 20% and 32%. The local
contents fatio was no longer controllcd except for the poputar cars" {wilha fess than -
1,0600cc engine) at 70% Aulopms lmporled from Argenhm were aulomaucally rugardcd
as local “The duty on non- -focal aulop'ms was 'ﬂso reduccd to a nmxnmum of 20% '

It was agreed that the duty would be gradually convérgéd into lhc Mercosu'r
Common Extemnal Duty (20%) by the beginning of 2000. Due to the balance-of-trade
difficulties, however, Brazil suddealy pulled up the duty on cars to 70% in March 1995,
Moreover, the Government decided in June to limit the car imports for the rest of the year
to 50% of the amount nnponcd S0 far that }car This trade dispute is discusscd n Sub
Section V1.5.2.5in more detail. S

_ 2 'I‘h:s personal intport §s allowed so as {0 put pressure on the price of Ima!ly assembled cars.
3 Some cencessions are gmn to in- commg investors as o the compensation and local conlents r;gulallons

4 This may not be a very precise c-xpressmn as the 60% local contents ratio based on the AHORRO value does
not necessarily mean a possibility of importing 40%, This sysiem modifics the measurement of bocal conteals
. in view of avoiding underbillings and raising local value-added. Componcnts are chassified into several groups,

cach of which has an index based on US$ per kilo. This index is low for rough casting/forging but high for
instruments, for example. The local contents ratio is than calculated in the following way:

(imported amoun}*{indéx}=(AHORRO value),

(AHORRO for vchicles)={AHORRG for imported antoparts)H{local value added),

(tocal contents ratio)=(AHORRO for imported aulopans)f(AIIORRO for vehicles).
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5.2.3  Trade of Vehicles

Table VI-5-2-1 shows the basic characteristics of the vehicle trade in the two
countries. Comparing the two figures of the Argenting loC (Index of Competitiveness),
it can be said that Argentina enjoys a fairly balanced division of tabor with Brazil but has
tittle competitiveness in the global automobile market,

Table VI-5-2-1: Vehicle 'l‘rade in Argenlma and Brazil .
- {1993; US$ mxillon)

' : Argentina . ' _ Brazil
Argentine LExports to Brazil 225 '
Argentine Imports from Brazif 314
Ba]anua -88
!o(‘ ) -0.16 . ) . : )
Argentine Exports to the World _ 287 Brazilian Expoits to the Werld 1,758
Argentine tmports from the world " 1,161
Balance -84
foC ' ’ -0.60 : :
Exporls to BrazilAVorld _ C18.4% F.)tpcrls 10 Argenlina/World - 418%
_{mporis from Brazil/World 27.0%

~ *+ :Index of Competitivencss = Balance / Total of F\(pons and Imports
Soum ECO-AXISSA

As for the significance of the intra-regionat trade, Brazil is by far the largcst
customer of vehlclcs made in Argentina. The Argentine market is also very 1mp011ant for
aqscmb!ers in Brazil, but other coumms absorb 60% of the cxpoﬁs In the 19903 Brazil
has been ph'lscd out of the core program of asse mblers’ world strategy; lIlSle'td lhis

" country is mcn,asmgly locatu] as the regional center. For example, it is not very clear

~ how much Flat can export Unio to ltaly in face of the planl shutdowns there, or that GM
can export to Memco afler NAFTA. On the other hand, Brazil supplies abcmt a quartcr of

vehicles 1mponcd by Argcmma

Table VI-5-2-2 shows the vehicle trade belween the two countries in detail. From
- the loC figures, it appears that the trade of gasoline passenger cars, gasoline trucks and
© diesel trucks is nearly balanced, white Argentina almost unilaterally imposts diesel

" passenger cars, trailers and buses,
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“Table VI1.5-2-2: Balance and Competitiveness of the Vehicle Trade

by Nomenclature belween Argentina and Brazil S
(1993; US$ 000)
AtoB ‘BtoA Total Balance toCH

—

Vehlicles

Diesel Truck 54,144 49,244 103,388 4900 0.05
Reciprocal Truck - 19,894 19,939 39831 -45 0.00
Reciprocal Passenger Car 150,623 179918 336,541 29,295 -0.09
Trailer 25 12,935 12,960 -12,910 -1.00
l)lesell’asseneer Car 47 33,881 33,028 -33.834 -1.00
Bus S 15,1220 15,122 -15,122 -1.00

Total (mcluclmg_others) - 225,235 313,571 538,806 -88,336 -0.16

}oC: Index of Competitiveness = Balance/Total -
Source: ECQO-AXIS SA

However, such statistics still hides a more subtle division of labor between the
two countries. During the field work, it was often said that Brazil produces almost a
complete ling-up, and in particular, 2-door small models (45% of the total production).
Argentina is cutting off the number of models duie to complemcnla{io:n with Brazil and
becoming the production center of pick-ups. Brazil has recently introduced brand-new
models one after another, while Argentina still produces older models and medels not
very popular in Brazil (¢.g. Escort 4-door). .In addition, a targe portion of the Argentine
expotts to Brazil arc accounted for by two French brands, Renault and Peugeot, which
are not yet assembled in Brazil. Discussion of this issuc will be elaborated in Scction
VI.53.

Preempting ihc anatysrs to be conducted in Section V1.5.6, ASEAN countriecs,
have much more diverse levels of income per capita, and thus, levels of motorization. lu
- such a situation, models developed in the assemblers' h;adqmmra may, not satisly lhc ,
demand wndely from ’i" the member countries: lnlmducuon of’ Asian models” can bc
 seen as an effort to oblain the targest segnient of the markei in contrast, the \’LhIClC tmdc ;
between Argentina and Brazil is less likely to face a similar problem, as the {wo countries -
have already achieved a fairly high level of motorization.

§.2.4 - Trade -of Autoparts

walc \’ 1-5-2-3 shows the basic chaﬂclmsncs of the nutop:ms trade in the wo
countrics. 1t should be noted that the scale of the autoparis trade exceeds by farthe -
“vehicle teade, Above all, Argentina impoits autoparts twice as mmuch as vehicles from
~ Brazil. Brazil was proud of a positive [oC for autopasts with the rest of the world in the
early 1990s. Brazilian autoparts accounted for approximately 11% of the total trade
between the Mercosur members in 1992, Although the Argentine exports of autoparts to
Brazil also exceed the vehicle exports, its trade deficit of autoparts is worse than that of
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vehicles. In other words Argcnllm suﬂ'crs froma shghtly lower 1oC with Brazil for __
autoparts lh‘m for vehicles. =

Table VI-5-2-3: Autopaits Trade In Argcnﬂm and Brazi
{I99’. USS million)

~_Argealina ' Brazil

Argentine Exports to Brazil 396
Argentine Impoxts from Brazil 643
Balance -247

© leC* -0.24 . ' L L

© Argentine Exports to the World - 602 Brazilian Exports to the World -~ 2,665
Argentine Impotts from the world 1,292 Brazilian Impoit$ from the World 1,700 . **
Balance . -690  Balince - _ : 965
1eC : -0.36 - IoC B . 0.22
Expots o BraziliWoild : 65.7% " Exports 1o Argentanorld 222%

" Imports from Brazi/World .~ 49.8%  Imports from Argentina/World 18.6% ***
* Y Index of Competitivencss = Balance £ Total of Exports and Imports '
** o estiniated.
**++ o in 1992

Sourcc: ECO-AXIS SA

As for the significance of the intra-regional trade, the Brazilian market for
Argentine suppliers is much more iimportant than the Asgentine market for Brazilian
' suppliers. Unlike the vehicle trade, Brazil exports avtoparts mainty to Europe and the
USA. There are a number of large Brazitian-owried suppliers such as Metal Leve’
(pistons), Cofap (shock absorbera.) Varga (breaks), Sabo {joints), among others.
“Exports to the sophisticated OEM market have provided them with precious opportunities
to gain access to advanced product designs and enfarge theic producuon scale, which is '
generalty larger for autoparts than for vehicles.

. Table Vl -2-4 Shows the autopaits trade belween the (wo countries in detail.
From the [oC ﬁgurt,s, the autoparts of which Argentina accumulates tradé strplus with
Brazil are limited to reciprocal engines, gear boxes and engine components. These are
mainly produced within assemblers’ plants or by their autopats substdiaries. According
to Table Vi-5-2-5, assemblers account for a large propottion of the autoparts éxports in
both countries, but the figure is almost 70% in Argentina. On the other hand, imports
from Brazii show a high level of dispersion. Such a contrast may indicate existence of ©

~ the capability gap between local auloparts suppliers in Argentina and Brazil. Sections
V1.5.4 and V1.5.5 will come back to this issue.
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Table VI-5-2- 4: Balance and Compelitiveiess of the Autoparts Trade

“by Nomenclature between Argentina and Brazil _
(1993; US$ 000}

_ AtoB BloA Total Balance loC*
Autoparts (up to the top 20ih category)

Reciprocal Engine 2 86,730 19 1,714 88,444 85,016 0.96
Gear Box 1164414 4 48729 213,143 115685 0.54
Components of Reciprocal Engine 4 18,503 11 12,767 31270 5,736 0.18
Shaft with Differential and 5 16166 7 16908 33,074 -142 -0.02
Transmission . : o
Equipment Controlling Liquid and Gqs 17 637 20 11,337 1,974 700 -0.35
Electric [goition 10 6,462 10 13,823 20,285 -1,361 -0.36
Brake and its Parts ' 9 9922 6 26951 36,873 17,029 -0.46
Tire ©7 12642 5 45,593 58,235 -32,951 -0.57
Wiper and Illumlnauon 13 2838 14 11,432 14,290 -8.5714 -0.60
Body and Cabine .3 36,524 B 170,165 © 206,689 -133,641 -0.65
Other Components 6 13,595 2 67,512 81,107 -53917 -0.66
Steering : 12 2947 8 15472 18419 -12,525 -0.68
Boll, Nut and Washer 14 1,622 16 8747 10,369 -7,125 -0.69
Chasis with an Engine Incorporated 8 11,304 3 66465 77,769  -55,161 -0.71
Suspension 18 633 13 11,591 12,224  -10,958 -0.90
Pump ‘ 19 M6 15 9,286 9,602 . -8,970.-0.93
Measuring Equipment . 20 193 18 6,353 6,546 -6,160 -0.94
Wheel 11 3426 :
Spring , 15 1,547
Radiator . ' ' 16 788
Supporting Shaft 9 14,280
Bumpér 12 12,380

- Lock ' . 17 7,647

Total {including categones below 25thy 395509 642982 1,038,491 -247.473 -0.24

HoC: Index of Competitiveness = Balance/Total
Source: ECO-AXIS SA

Table V1-5-2-§: Exports by Asscmblers and Independent Suppliers ‘

S99y
OFEM Fxpon After-Market Ass:.mblers " Suppliers
Argentina . 60% o 15% 25% :68%\ ' 32}70
Brazil - 65% 17% . 18% Coo 39t T a1%t

*: preliminary figures. 1t shonld be noted, hnmur, that this proportion seems han becn ruus-.d in 1994 )
i.¢. asscriblers $5% and supplicrs 45% (inlerview atl Smdxpucas) :

Sourve: CAIA Catalogue 1995 for Argentine.

Autopegas Desempenho do Setor 197471994 and Sindipegav/BA&H, |9‘)4 p.Y

When local suppliers are not well established, assemblers can invest in an internal
division or subsidiary to produce autoparts so that the local contents ratic may be |
satisfied. As asscinblers have abundant financial and technological 'rcsourccs!, this is »
quicker than to prosote independent supplices. * If siich a tendency cbminucs,'!ﬁc current
division of labor could be draslically Chahgcd in quite a short period of time. However,
Table VI-5-2-6 shows remarkable stability in the trading pattern between Brazil and
Argentina. One reason could be tﬁat out-sourcing is more efficient than vertical
integration, although the former may take nore titne. The issue of out-sourcing and sub-
~ contracting will be dealt with in Section VES.7.
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5.2.5  Recent Disputes and a Future Trading Pattern
’ between Argentina and Brazil

The Awtomotive Regime, which was accepted by the bilateral agreement, is
widely segarded as having made a greal conlribution to attracting assemblers’ investiment
in Argentina. The situation is acceptable to the multinational assemblers located in Brazil,
but autopaits suppliers in Brazil felt themselves threatened. Assemblers imported more
autoparts than vehicles from Argentina to Brazil, as their models produced in Argc:i!ina
were ouldated or riot Epopular in Brazif. They asked the supplicrs (o invest in Argentina
but at the same time hurried to establish their autoparts subsidiary, as autoparts made in
Brazil are not teeated as local unless compensated. Brazilian suppliers complain that the
Regime was accepted when Mercosur was a distant future: "now that it is in full scope,
Argentina should have tesminated the regime at the end of 1994 as initially decided.”

Suffering from soaring immpoits, Brazil suddenly saised the duty on automobiles
10 70% in Maxch, 1995, Morcover, the entite Mercosur framework was at bay in June
-when quota was applied to the impoits from Argc'ntin'a. Discomfort of the Argentine side
is understandable, as the cause of the problem cannot be attributed to exports from

Argentina.

Table VI-5-2-7: Vchlclc Imporls’ of Brazil -
- (USS 000 - CIF) -

1994 (Jan.-Dec) 1995 (Jan -May)
Germany 129,610 4% 418,845 39%
laly 276,206 29% 1312862 12%
us 125256 13% 128,182 © 12% |
France - 55,487 6% 105377 (0%
Japan 107,076 1% - 98,131 - 9% .
Argentina 129,225 . 4% . 63,330 - 6% . .
Others 131,996 4% ¢ 125,576 . V2% ¢

. 954,856 100% - 1,072,303 100%
Souree: SREFCOTEC-CNI ' ' '

Although the quota was an emergency measure, the high tanft tonlinues to attract
direct foreign investment of new asseinblers. The Brazilian govenmment has advanced to:
establish a new automotive regime simifar to that of Argmlun on 10 hnuary 1996:

(1}  The local contents ratio is 60% with three-year concessions to 50% for ncwly-
investing assemblers and new models of the present assemblers. '

(2)  ‘The tariff on capital goods is reduced by 90% 1o 2%. However, this reduction is
- applicable only to the FOB value of imporis below the purchase of local capital
goods by 1997, and below the two-thirds of the tocal machinery purchase froin
1998 10 1999. -
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)

(4)

The teuiff on raw materials, autoparts and accessorics/consumables is reduced by
85% to 2. 8% in 1996, However, this will gradually go up to 10.8% in 1999.

Imports of raw matcrials at this prefecential rate is limited to (he FOB value below

the purchase of local products.

The tariff on vehicles imported by the asseniblers located in Brazil is halved to -

35%. However, (i) the total of automobile-related imports from the other
Mercosur countrics, (ii) autoparts imports al the preferential rate from the rest of
the world, (iii) all the vehicle imports from the rest of the world, and (iv)
machinery imports at the brcférential rate from the rest of the world should be
within the quota himitation. The quota is calculated by the following formula,

Box VI1-5-2-1; Formula lo Calcu!ate the Quota

Quota = Net Exports + Bonos {up to 37% of Net Exports)
Net Exports = FOB Value of Diréct and Indirect Exports
- FOB Iniports using the Draw-Back System
- Commission Payments and Credits

Bonus = (0.2 x FOB Exports)

+ o x Investment in Local Machinery

+ B x Machinery Imported at the Preferential Rate :
= 1.40 in 1996, 1.20 in 1997, 0.95 in 1998 and 0.70 in 1999,

o
P = 1.00 in 1996-97, 0.95 in 1998 and 0.70 in 1999.

* More over, the antoparts imports should be below two thirds of this quota.

-If the quota and tocal contents rcglilaiion are not obsesved, the assemblers have to
pay ex'tremely high fine.

~Thc Brazilian Automotive chlmc was acccptcd by Argentina on 22 J'muary

1996 However, such quota and local contents ratio no doubt violate WTO's TRIM

regulation. Brazil submitted an application for waiver to the effect that this regime aims at

~ equalizing competitive policies and conditions with Asgentina to accelerate dévelopment
- of the regional common market.

Summmzmg the mgumcm, apreliminary vision of the ﬂulomobnlehulopans trade .

j bctwccn Argentina and Brazil is presented here:

Argentina shows trade deficits both for vehicles® and autoparis at present.

510 he pcrmd from January L Odohcr in I99S Braul cxponcd 94,154 units o and m:poncd 16,583 units
from Argentina
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- In the autoparts sector, many independent stipplicrs could not survive the lengthy
economic slagnation. Asscimblers have made cfforts to restore the local supply basis
through intemnal production and autopadts subsidiaries so that the local contents regulation -
is cleared. Neverthelcss, sich vertical integration now suffers from incfficiency. Nor

can it cope with the new rule to the effect that 25% of the vatue of exported vehicles has

ta be procured from independent suppliers (to be referred later).

- - Atthough promiotion of local suppliers is essential, it seems that even successful '
suppliers arc unlikely to exporl a lach'ain'ouﬂt of their products dircctly. Therefore,
autoparts exported from Argentina may be fimited to engine components; transmissions,
body componeatls, etc. for the time being. '

- The recemt macrocconomic stability, the Automotive Regime / Protocol 21 and the
Mercosur Agreement have created an almosphere atlractive to automobile assemblers.
Exports of vehictes are thus promising to offset deficits of the autopats tiade with Brazil.
However, the newly introduced régime of Brazil and its lasting high tariff probably
redirect part of assemblers' investment towards Brazil. Moreover, the size of the local

" market in Argentina does nat allow them to produce efficiently several models per brand.

- Therefore, assembling plants in Argentina tend to concenleate on a few models, of
which a high proportion of the production volume will be exported so that the teade
deficits caused by importing autoparts and various models can be further compersated.
Even so, balancing the tradc in the automobile industry as a whale seems to be extremiely ©
difficult. . - | .

* The fiext section (Section V1.5.3) will briefly review thé characteristics of the

local markets in Argentina and Brazil, and then study the produclfori ciapacilyf and,
business strategy of automobile assemblers.
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5.3 Dynamics of the Mercosur Auntomobile Industry

5.3.1 Past Trend of the Production and Market in the
Argentine and DBrazilian Automobile Industry

The prodtiction of automobiles in Argentina and Brazit have experienced large
Muctuations for the last fiftecn years (Tables VI-5-3-1). The industry grew very fast in
the 1990s to reach the highest in the history in 1994, In 1995, however, the growth
slowqed'down due to the so- C'\llcd Tequila Shock in México. [t is said that Acgentina
suffeced from 25-30% nducuon while Brazil managed to break the record '\gam thanks
to the boom ini the first haif of the year. '

The main reason for the past stagnation was the depression of domestic market
after slabilizatioh programs were intcoduced to get oul of the debt crisis Brazil was able
to cover the loss to some extent by aggressive exports, but the Argentine mdustry faccd
in 1990 the marka size which was less than 30% of 1980. However, ifs recovery was
quick once the macroeconontic stability started to bring back foreign capital, also
encouraged by Protocol 21 and the Automotive Regime.

At the same time, the lower lariff and margin reduced the car price. The lower
price then raised car imports and caused bal ance-of-trade problems in the two countrics.
In Argentina, the economic stowdown played a role of limiting car impots in 1995 and
gave the country a breathing space. In contrast, Brazil saw a complete turn-around of the
car irade in the early 1995.. As a result, it mtroduccd such CIICTZENCY MEASUICS as hlgh
t'mff and quantilnme lmpon restriction, which caused serious dlsputes with Argentina
‘md gcncraled anxlc(y in the mmd of ass(:mblt,rs {see Sub- Semon VI.5.2. 5).
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_Table V1-§-3-1-(a): Production and Sales Statistics
of the Argentine Automobile Industry

: {unils)

Production Exports internal Sales tmports Domestic Market

1980 281,793 3.607 275,058 68,361 343,419
1981 - 172,363 2838 178,848 60,126 238,974
1982 132,117 3,2 131,805 5,339 137,144
1983 159876 5202 150,565 1,075 151,640
1984 167,323 C 4243 . 165,059 519 165,578
1985 137,675 ™ 145,524 147 146,271
1986 170,490 357 165,575 1,049 166,624
1987 193,315 460 190,827 1,530 192,357
1988 164,160 1,662 162,517 1,379 163,396
1989 127,823 1,841 132,921 642 - 133,563
1990 99639 1,126 94,7187 L 95,960
1991 138,958 5,205 137,175 28,631 165,806
1992 262,022 16,353 243,363 105,882 349,245
1993 342,344 29,976 ©3,213 105,637 420,850
1994 408,717 38,657 360,721 174,871 "535,592
19950ct S 244,018 44,382 191,201 85214 216,475

Source: Anuario Estadistico 1994, ADEFA, and Informacion de Prensa, octubre 1994, ADEFA..
Table VI-5-3-1-{(b): Produclion and Sales Statistics
of the Brazilian Automobile Industry

) (units)

Production Lxports Interoal Sales Tmports Domestic Market

. 1980 1,165,174 157,085 980,261 980,261
1981 - 780,883 212,686 580,725 ' 580,725
1982 859,304 173,351 . 691,294 691,294
1983 © 896,462 168,674 7217132 . - 727,732
1984 864,653 196,515 677,082 - ‘ L 677,082
1985 . 966,708 207,640 763,180 o 763,180
1986 1,056,332 183,279 866,728 ; - 866,728
1987 920,071 345,555 580,085 : ? . 580,085

. * 1988 1,068,756 320476 . 747,716 R =Y i [
. 1989 © 1,013,252 253,720 o T61628 Do 161,625
1990 © 014,466 187,311 ‘712,626 9,358 - 721,984 -
1991 960,044 193,148 770,754 22797 793,551
1992 1,073,761 341,900 740,228 123688 - 763,916
1993 1,391,376 331,522 1,061,397 79,900 1,141,297
1994 1,581,400 371,600 1,206,175 193,100 - 1,399,275
1995Apr 511,000 © 09,100 401,747 190,300 592,547

~ Soutce: Anudeio Estatistico, 1994, ANFAVEA, and Carta da ANFAVEA, varicus issucs.

_Allthou'gh Argentiﬁa was & marginal éxpoﬁé.r until recently, éxpoﬂé from Brazil
have been 1ﬁuqh more significant. The first ceiling was hit in 1987?83, when the exports |
surpassed 300,000 units. It is remarkable to peint out that the United States and ltaly |
raised their shares in the latter 1980s (Table VE-5-3-2) because of VW's Fox project to
America and Fiat's exports to laly. However, Fox lost its competitiveness gradualiy,
‘while Fiat Ewrope reduced imports partially due to idle capacity in Kaly. Brazil is no
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longer consuicr;d a possible expodt plalform to mduslrnlly f\dvanccd counitries, exccpt
for VW trucks (o Europe 6

Table VI- 32: Aulomobile Exports Destination

Argcnllna 1993 (US$) Brazil 1988 {uails) Brazil 1993 (US$)

Brazil 78.4  United States 204 Argentina 41.8
Uruguay 131 ltaly - - 204 Chile - 12.9
Chile 3.2 Argentina - 143 Mexico 9.9
France 1.8 Venezuela .94 Unuguay 1.2
Paraguay 1.3 Chile: 6.2 Inly | ‘5.9
Vepezuela - 0.6 Canada 3.0 Venenicla 22
* Uniled States 0.5 Uroguay 3.0 United States 201
Peru 0.4 Columbia . 24 Paragvay 20
Bolivia 0.1 France 2.2 Germany 2.0
Nigeria 0.1 Iny 2.1 Colombia 1.8
" Others 0.5 Others 16.6 Oihers 12.2
Total _ 100 Total ~ 100 Total 100

Source: ADEFA and ANFAVEA

As for the share by vch'iclc'lyp'es,' passenger cars have 78-79% of the total
production in both of the countries (Tables VI-5-3-3). However, the trend of the share
shows a contrast between the two countries. Argcniina is popular as dproduclion site of
pick-up trucks. GM retumed and Toyota is coming to the countey by producing only -

. pick-ups initially.7 Ford recovered the market share in 1995 by focusing on F-100 and
F-150 pick-ups (Table VI-5-3-4). Approximately half of the Peugeot production of
SEVEL is now pick-ups. On the other hand, Brazit has now compdfativc advantage in
the production of small passenger cars. The "carro poputar” r«,gimt,'pushed up the s'harc'

“of cars with an engine up to 1,000cc to over the half in 1995 (sc» Sub-Section VI.5.3. 4

“and T’lble V1-5-3- H) '

6 GM do Brazil might exporl Ceérsa to NAFTA countries, depending on the relative compcmu oness between -
 Brazil and Mexico. Sce also Noie 7. ’

TGM is going 1o stop the production of Chevrolel pick-ups in Brazil.
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Table VI1-5.3.3-{a): Proporlionhf Passeager Cars
in the Local Avtomoebites Production --- Argentina

. (units)
Passenger Cornmer¢ial Total qu;nnggrfrom!

1980 218,640 63,153 281,793 77.6%
1981 . 139,428 12,935 172,363 80.9%
1982 106,886 25,231 132,117 80.9%
1983 128,962 30,914 159,876 80.7%
1984 137.206 30,117 167,323 82.0%
1985 113,788 23,887 137,675 82.6%
1986 137,889 32,601 170,490 80.9%
1987 158,743 34,572 193,315 82.1%
1988 135,776 28,384 164,160 82.7%"
1989 107,597 20,226 127,823 84.2%
1990 . 81,107 18,532 99,639 81.4%
1991 114,113 24,845 138,958 82.1%
1992 220,502 41,520 262,022 84.2%
1993 286,964 55380 342,344 83.8%
1994 338,355 70,422 408,777 82 8%
19950¢ct 192,858 51,160 244,018 19.0%

Note! ¢ommercial includes Cal;gory A {light) as \-.cll as B (heavy) vehiclés.
Source: Anuario Estadistico 1994, ADEFA, and Infoimacion de Prensa, octubre 1994, ADEFA:

"Table Vi-5-3-3:(b): Proporiion of Passenger Cars

in the Local Automobiles Production --- Brazil
. ) : {(units)
Passenger - Comntercial Total Passenger/Total
1980 933,152 232,022 1,165,174 80.1%
1981 585,834 195,049 780,883 75.0% -
1982 672,389 186,13 859,304 78.3%
1983 748,371 148,091 896,462 83.5%
1984 619,386 185,267 864,653 78.6%
1985 759,141 207,567 966,708 18.5%
1986 ‘815,152 241,180 1,056,332 71.2%
1987 683,330 236,691 - 920,071 ©14.3%
1988 782411 286,345 1,068,756 . 73.2%
1989 : 730,992 282,260 - 1,013,252 ©72.1%
1950 663,084 - 251,382 914,466 . 72.5%
1991 705,303 2547141 960,044 73.5%
1992 815,959 - 257,302 1,073,761 16.0%
1993 1,100,278 291,098 1,391,376 19.1%
1994Jun 603,027 161,043 764,070 18.9%
1993]Jun 651,374 181,549 832,923 ?8.2%

Note: comniersial includes light vehicles.
Source; Anvirio Estatfstico, 1994, ANFAVEA, and Carta da ANFAVEA, various 1ssm5

Table VI-5-3-4: Production Shift towards Pick-Ups in Arg'eriliha:

(units)
" Pick-Ups  Toal -~ %
~ Ford o
1990 . 5055 18810 27
1995 (Jan-Oct) 04 245660 43
Peugeot _ .
1990 - 6448 19204 - 33
1995 Jan-Oct) - 15617 32071 47

Source; Anuario Estadistico 1994, ADEFA, and :
“Informacion de Prensa, octubee 1994, ADEFA.
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Tables VI-5-3-5 show the trend of market sham:b_y brand. Share fluctuations are
remarkable in both of the countries. ' '

In Argentina, SEVEL, its Fiat brand in patticular, has increased the market share
drastically after the control was transferred to the Macri Group. Although the share looks
decreasing in the receit years, impoits in 1992-94 includes those of Fiat modeis in fact.
However, the future of SEVEL is not certain afler the lcn"minalioh of the Fiat ticense,
because the share of Peugeot is declining. On the other hand, Au!ola!ma and CIADEA
could not 1mprove the performance by changing the Control struclure That of the Ford
Division, Autolatma, was miserable, mainly attributable to the lack of investment and
obsolete models. It stuck to the old Falcon for thirly years (from 1961 to 1991) VW is
gradually going up after introducing Senda, and then Gol 8

Table V1-5.3.5-(a): Market Share of Each Assembler in Argentina

_ {9

SEVEL C!ADEA Autolatina GM Imports

Total  Fiat Peugeot - Fotal . Foid = VW o

1981 15 NA  NA 21 @2) NA  NA 0 22
1982 20 NA  NA 25 “@n  NA  NA 0 3
1983 21 NA  NA 21 @)  NA O NA 0 2
1984 26 NA NA 27 - @S NA  NA. 0 0

1985 3} NA  NA 3 (36) NA NA 0 0 -
1986 35 NA NA 30 (33) NA © NA 0 0
1987 40 NA  NA 36 28 NA  NA 0 0
1988 39 NA  NA 3 20 NA  NA 0 0
1989 43 NA NA . D9 282 NA  NA 0 0
1990 44 23 2] © 29 28 20 8 0 0
1991 46 - 26 - 20 28 26 0 6 0 4
P1992 42 24 18 24 25 16 9 0 9
f1993 37 2 14 1 12 0 17
9% 37 25 12 22 C22 10 12 1 19
19950t - 37 27 10 21 29 14 15 2 1

NA: not available,
Note: the share in the domestic market of Calegory A wehicles {including lipht conmmercial vehicles).
 However, the shares of SEVEL and Autolatina are divided into two brands in accordance with the relative
production’ volume, In 1995, the figure for cach assembler includes its own imports, and that for
[imports contains only vehicles imported by distributors and individuals. This is why the share of
imports shows a targe decline from 1994 w0 1995,
Suvoree: SEYEL, Anuario Estadistico 1994, ADEFA, and Informacion de Prensa, detubre 1994, ADEFA.

'_ Aufola(ina_ reduced its share in Brazil, too. It can be said that this corporate
partnesship to increase the scale economies produced disastrous results. In contrast, Fiat
demonstrated excellent performance in the Mercosur countries. It rode on the crest by
introducing popular cars quickly and establishing smast division of fabor between local
production (Uno ete.) and impoits (Tipo ete.).

8 It can be argucd that the rise and fall of the assemblers' share has strong correlation with chang&s inthe - .
" ownership structure and vedtical integrationdisintegration. For fuither information, see Sub-Seciion VI.54.3,
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© Table VI-5-3-§- (b) Markel (Produrhon) Sh'lre of l'ach Assemb!cr m Brazil

(%)
Autolatina Fia GM  Toyota ‘Others lmporls
Total  Ford VW . ' '
1980 - (62 13 49 15 21 0 1 0
1981 (9 16 43 19 21 1 1 0
1982 (30 17 40 20 22 0 0 0
1983 (38) 18 40 17 24 0 0 0
1984 (58 A 37 17 24 0 0 0
1985 (38 20 - 19 17 24 0 0 0
1986 : (36} 18 39 17 25 0 ] -0
1987 51 0 S T 26 23 0 0 0
1988 53 16 7 22 24 1 ] S0
1989 51 17 34 S 23 25 I 0 0
1990 49 16 13 26 23 i ¢ 1
1991 - 47 16 n 28 21 i O 3
1992 47 14 33 30 20 0 0 2
1593 41 14 32 28 19 0 0 6
1994)in 47 A2 - 36 .26 22 1 0 3
1995Apr 40 13 27 26 18 1 | 14

Note: light commercials a8 well as passenger cars are maludcd here. Due (o data shoelage, the figures up to
£993 are substituted for by Lhe share of cach assembler in the total prnduction plus imports. In 1994

_ and 1995, the figurcs show the share in the domestic market.

Scurce: Anudrio Estatfstico, 15994, ANFAVEA, and Caria da ANFAVEA, various issucs.

5.3.2 Size of the Future Automobile Market]Projd.uclion

Overcoming the past fluctuations, the Mercosur automobile market is now ready
for steadier cxp’insmn In order to forecast the future demnand as pn,c:scly as possible,
factors siich as macrocconomic growlh, popuhllon structure, income distribution,
avcmgc car age, p'trkmg space, car price, consumers credit and chond hand market nced
to be taken into consideration.” The forecast thus calculated could still be out of the m:ul\

: due to an unexpected external crisis. Howewr this sub-scction cm,s lhe ﬁguus : '
presemcd by the assemblers as they are, because the main rescarch issue is not thc
forecast per se but its impact on the performance of autopats suppliers.?

In Brazil, an authoritative report argued "The goal of two million units in 2000 s
too ambitious. To achicve this goal, the economy will have to grow an averagé rate of 5-
6% per annum. The goal also foresees exports of 500,000 unils, which requires that the
long-term stability of the exchange ratio is achicved, ..." {Sindipegas/BA&H, 1994,
p.87). On the contrary, the President of ANFAVEA predicts at present that the
automobile production in 1996 will reach 1,900,600 anits (1,600,000 for the domeslic :
market and the remaining for ekports). Although Argeatina is still struggling to recover
the production pace recorded in 1994, the Brazilian industry secins to lead strong

2 Mosl asseinblérs and their assockations were not very happy to diséuss the future market growth.

23



Vol. VI (Chapter 5)

expansmn b‘lSCd on its hrgc potcnlnl lmrkct to b{, surf'lced by the cmry of thc Iowu-
middle iicome ¢lass. 10

Table VI-5-3.6: Mari&el Forecast by Asseﬁlblers

Year Argentind - Brazil Meccosur
CIADEA 2005 3,000,600 -
Vv ? 5-600,0600 1.5-2,000,000 o
Ford 2000 2,300,000 (5:7%/year)
GM 2000 2-3,000,000
Fial 2000 _ 4,000,000 ()
Toyola 2000 _ 2.5-3,000,000
Mercedes 2000 400,000 2,600,000
ADEFA 1996 600,000
ANFAVEA 1996 1,900,000 '

2000 2.5-3,000,000

5.3.3 Strategy of Automobile Assemblers
)] Investiment Plans and Production Capacily

As can be seen from Table VI}S—3-?, assemblers are expected to invest US$ 15

17 billion in the two countries by the year 2000 to expand the production capacity,
modernize the assembly line and introduce new products. Table VI-5-3-8 shows that the
above prediction of the market size is endorsed by the cotporate behavior. The average
production volume per plant {except for newcomers) i"s going to exceed 250,000 units in
-_Brhzil, while the same per model niay reach 100,000 units in Argentina by reducing
models per brand (10 be discussed later). This surge of investment wilt raisc the scale
,econm'ni;:s. to such an extent that the competitiveness of the in.dus'lry will be significanidy
‘_in:)p'g'oved. ‘ :

: Alihough both Argentina and Brazil enjoy benefits from the trade agreements, the
recent Automotive Regime, together with (he tariff protection and compensation rule,
tilted the balance towards the latter country. Renault’s decision to establish a large plant
in Brazil has made the CIADEA's future look more fragite (Clarin, 2 August, I99§)
Asia, Chrysler, Honda, Hyundai, Mcrncdcs Pcuguat and Toyota are all starting o
- produce passenger cars or hghl commercml vehicles in anul Those which '1lrcady hwe
assembly plants in both of the countries ate said o be § in the process of rewewmg their
moedel allocation and plant renovation plans.

L0 the population per vehicle is 113 in Brazil (1992) as against 6.0 in Argeatina (1994).
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©(UFSS million)

Argentina : Reazil -
- 1996 Corsa(?) 4-500 (| 1995-1996 1,200
cngineering 200
stamping 200
painting 300
Corsa 200
Corsatrans 200
1998 new Corsa 400
néw niedel $10 200
. . OmepafVecta 800
Ford 18952000 T1000[19952000 22,300
Escort/Orion 3400 1995 750
new models T00| 95-early96 1,100
truck/bus 200
Fiesta engftrns 400
1099 HNE0 1,000
Chrysler _ 80-90+ct 500
Fiat 1996 VAR 600-1,000[ 1996 Berlm, 178 1-1,300.
: 1095 250
: . L _ _ lorry plant 150
Renault (CIADEAY | 1996-1992 . .300-650 [ 1996-1999 ... 900:1,000
. Clio 8-90
Transax 250] 1995 Kombi injeciion
lotry plant 500
~ 1996 ‘EA-111 engine 250
‘ . néw model AB9 - 250
Mercedes Benz TS L 3 1.t T . Lot
ZF pear box T01 -1999  °  new sedan
: : {with Chryslery = 250-400
. “ 1995 busftruck g0
Scania . e JNA L <1997 i 220
1995 painting o
: o -1996 : 120
Toyola - 100-150] 1997- 2-300 -
Volvo N : L ' e 150-300
Pengeat (SEVEL) Peugeot 306 100-260 - 3-500
Honda ‘ 100 -
Hyurxdai 100 100+0x
Asia 500
Sub-Total — e ATOA950) e A 0370: 12,820
Total 14,540-17,770 .

Note: the table may include unofticial igures subject Lo modifications

seems particulasly suscepiible to the new Autemotive Regime in Brazl,

_+ argued that the plans were as a wholé too huge to be sensible.
Source: intervicws, newspapers, BOT, Reuters, EIU Country Reporl, JETRO, etc.
Special thanks to Mr. Kikuchi, advisor 1o Secretariat of fndustry, Argentina.
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“Table VI-5-3-8: Production Capacity of Actomobile Assemblers

(unit)
Argentina e ~ Brazil -

“GM * pick-up ciankay 17-20 OOOIy 1997 - Total - 700,0007y
: 96- 97 Corsa? 120,600/y Corsa 225,000/y

SRR IV 113,51 N 25300000y A
Ford 1996.9 OrionfEscort 600/d | 1996  Fiesta 270 OOOIy
e | OO Ranger e J0OML L FI00 s
Chrysler :.:uly 96 Grand 4.000/d 50-60,000/y
| 2000, Chetokee 67.000df : .
Fiat a:ly 97 178 400/d ‘Total o 222,300/d
1998 178 800/ 178 250,000/y (7)

180,000/y Tipo
PR SRR IUNIS NSRERTL.L 1L, . ¢ O
“Remault (CIADEAY | 000y | 1989 T i00,000
W Gol 1618 600/d 7 600 000y
. Gol 1.0/2.0
: - . . i . ___ABY(GolfY) 2,000/d
Mercedes Benz 1997  Sprinter 15-25,000/y | 1998  sadan NA-
RSO WU -1 ¢4 IO L., 4 A4 |

SToyota ol JI99T Milux 18,000/y Corolla e 3:60,0007y
Peugeol N . /1Y IR e 00,0007y
Honda 1997.8 Civie 15,0007y
1999 Civic 30,0007y
et S L Rlus Accerd (7) | 100,0007y
Hyundai e - o small passenger 10 000/y
Asia - u{rly 97 ’l‘ogscl Fowner 50,000/y

Note: these figores include informal oncs and are subject 10 miodilications.
Source: inlervicws, newspapers, Reuters, EIU Country Repord, JETRO, cle.
Special thanks o Mr, Kikuchi, advisor to Secretariat of Industry, Argentina.

(2)

Reduction of Models per Brand

‘When the impbﬂ was prohibitéd, assemblers offercd a wide range of models to

satisfy dwcrsc tastes with local products, Because the small production size did not

justify large fixed investment, they brought in dies and molds of outdated models from

their headquarters

. Once the market went up and the reglonal trade was unleashed,

“assembilers decided to introduce the world latest models with brand-new molds and dies.

In order to compensate for big investment at a short interval, each model has to sell a

large volume. To expand the production scale per model, model duplications are

removed between Argentina and Brazil, and between the Mercosur and the rest of the

world, Models of which local production is ceased are imported in retum for exporiing
local models, The apparent division of labor between the two countsies is as descnibed

above: pick-ups in Argentina and popular cars in Brazil.

In Argentina, the average design age has been reduced from 11,4 years in 1990 to
7.2 years (still inore than twice the international average) in july 1994, At SEVEL's
~ General Pacheco plaat, for example, six final assembly lines are producing an equal
number of models : Fiat Uno and Duana, Peugeot 504, 505, 405 and Regatta (pickup
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version of 505). According to the recent CFPAL n,port (Shaiken, 1995: p. |6) "(tthe
wide varicty of models resulted ina ruimkqblu prollfemtlon of parts. Painted bodics and
half-finished cars are stored everywhere as cars come off the line because of alack of
parts or for other repair.” A similar situation was found in the Ford Plant of Autofatina,
where old Gel and new Pointer were put on the sae line. Significant improvements are
expeclcd after the reduction of line-up as is shown in Table VI-5-3-9.

Table VI- 5-3.9: Reduced Numbcr of Models per Brand in Argentina

. Calégory A 1993 S 199_4 : . 1995 (Jan.-Oct) 1996 _ Foture’
CIADEA Renauli 18 6 Reaault 9 19,2902 4 chault_9 27 654 3 (Repauit 9)
' Renavli 197 34,861 'Reonault 19 20,809  Rehault 19
Trafic 12,828 . Trafic 6,555 Trafic
Renauli 21 4,238 Renault 21 - 1,632 Clio
Renault 11 1,866  (Renauli 1)) 2
Renault 12 13,464
. Total . 106,549 Total 57,652
SEVFL 10 Uno 26,300 8 Uno 11,835 9 Uno- ceased (1997)
Spazio - 23,326 Spavio 13,998  Spavio ceased (1997)
Vivace 19,785 Vivace 13,045 Vivace | ceased (1997)
Duna 49,803  Dupa 29.889 Duma ceased (1997
Regatta 6,010 (Regatia) 42

Peigeot 405 7,863 Peugeot 405 4,644 Peugeot 405
Peugeot 504 24,971 Peugeot S04 12,494 Peugeot 564 o ha Lcascd
Peugeot 505 4,101 (Peugeot 505y 154 Peogeot 306
S04 pickup 11,497 S04 pickup 12,540 S04 pickup

- Fiorino 4,780 . Fiorino. 3,097 Fiorino
. Tolal . 178,536 ~_Total 101,718 '
ViV 4 OWGol - 30,599 4 OldGol T 10,833 22 New Gol
. Scada’ 25,263 Scnda 14,756
Pointer 728 Pointer 11,853 - (Painter)
" Voyage 2,614  Voyage 4,123 Voyage
__Total 59,204 - Tolal - 41,565 - .
GM 2 C 20 pickup 401 2 C 20 pickup 146 2 C 20 pickup
D20 pickep 2,109 . D20 pickup : 3598 - D 20 pickup ) ‘
: . Total 2,510 Total - = 8,744 : i Corsa? (1997}
Ford Sierra 4 Orion 4,098 4 Orion. C4,026 3 . oo .
Gld Escort -~ 19,123 New Escorl 69 . NewEscont L
FLOO -~ 22,300 . FI00, T 0,244 0 F100 . (FlOM*
FI50 © 928  FI50 o221 Rangcr -
© Total . 46,449 , . . Total . 24, 566 . -

*: the production of FIOO will be trans[cned o Brazil in 1988,
Soum, Anuario Estadistico 1994, ADEFA, Informacion de Peensa, oclubre I‘)94 ADEFA, and inferviews.

“In Brazil, commercial vehicles arc updated thanks to the large dpmeslié markel.
As for passenger cars, the approach to model changé depeads on assellmblc'rs," GM
clearly took a stance to follow Opel swifl!y and is at pr@;sént proud of the most
competitive product ling in the country. Most of ifs old models l'n'\:'c already been
replaced with Omega, Vectea and Corsa, one for a ycar from 1992 on. The rummmg
two old models, Monza and Kade, are being phased out by Astra, first unponcd and
~ then locally produccd
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Table Vi-58-3 IO me Lag of the New' Mode! Debut in GMB

Woild Dc:b'ui Brazilian Debul Time' Lag

- Onigga 1986 1992 ' 6 years
- Vectra . 1988 - 1993 5 years
Corsa 1953 1994 1 year
- Astra - 1992 - 19967 4 years?

Note: the neat modet change of Omega, Veclra and Corsa will take p!au, in 19‘)8
Source: Sindipegas/BA&H, 1994, p.d3.

Fiat exploited on the popular car regime most éffectively by modernizing the
produc(ioh line of Uno Mille. Based on that success, this assemblcir has expanded the
product range by lntroducmg Tempra, medium-sized car segment where lhere had been
no product before, and then i‘lpo the best-seller unporled car (70,000 units a year at a
time). The new model 178 will be launched in 1996 to succeed Uno Mille,

On the other hand, VW was making a large variely of iu'odelS based on local
Ustyling. Its Anchieta plant was said to produce "440 cars spread over nine models on two
ishifls, utilizing a single robot" (Shaiken, 1995: .p. 14). Although new Gol introduced in
1994 has kept a breathing space, the product line seems to be slimmed down gradually.
Imported Passat is taking place of agcd Santana, and Parati, Saveiro and Voyage are to be
substituted by model code AB9 in 1996-97. Finally, Ford is lagging behind the new
imodel war. Fiesta will be at last pi‘oduccd loc'ally from 1996, compleniented with
imported Taurus and Mondeo. Both of the companies {end to focus more on small cars.

The effect of new models is not limited to stimulating the consumers' demand,

" First, the model change, e.g. n'cw Gol and Corsa, iS a trigger for the inslatlation of more
f ad\mnced production facilities (e.g- welding wto:mtzon), above all the cs!'\bhshmem of
" new pl’m!s in the greenﬁeld Sccond. advanced tcchnology ruqumd for new models’

‘ prowded assemblers with an opporiunity and a criterion to select first-tier supplxers

Third, the transfer of "world cars” is expected to increase the flexibility of

- procurement operations through the "Global Soutcing” program. Manufacturing the

* same automobiles and autoparts on difierent continents at the same time, assémblers can

use the price and quality information elsewhere as a benchmark. Moreover, they can

“increase the scate economies of autoparts production by conccnjtrzitingbrdérs. on a few
suppliers which are awarded global sourcing contracts. This is an important reason why
asscmblers prefer "world cars” to "regional cars” (like VW's coxltitfy-s'peciﬁc' designs or
the Asian cars developed by Japanese assemblers). For exaniple, Fiat 178 Mundial is
said to be designed in Raly, disregarding unique conditions of developing countries. The
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same model will be asscmbled all over the world: Argentina, Brazil, China, India, ltaly,
Turkey, etc. !

3) Intra-Firm Mercosur Teade

New investment and model changes are likely to result in the following pattems
of assembler-specific Mercosur trade .

- CIADLA is exporting 20,000 units to Br'mt but autoparis (gvubox cngine paﬂs

' and shmpmg parts) arc exported to France because there is no assembly plant of Renault
brand in Brazil. The exports to Brazil are balanced with maintenance-free batteries,
staping parts, castings, wheel and rims, etc. Once Renault establishes an assembly and
engine plant in Brazil, CIADEA will stop engine production in Argentina so that Brazilian
engines may be purchased to compensate for car expouts.

- " SEVEL is reviewing the intra-regional trade with Fiat do Brazil according to the
immincat end of the licensing agrecment. At the moment, it exports 30-40% of the -
engine and gear box production to Brazil, from which diesel engines are imported.
However, Cormee (its engine and transmission subsidiary) was bou ght owt by Fiat. This
supplier continues to Supply Pcilgcof 504 cngin.cs, but éifl'cr:lhc production of 504 is
terminated, SEVEL has to prodtice Peugcot engines internally. Rather, a new division of
labor is expected with coming Peugeot Brazil. '

- VW currently produces Voyagt, Pomter and new Gol in both Argentina and

" Brazil. Argumna will concentrate on new Gol l 0720 from M:\y 1996, or possibly with
Voyage, and would like to proﬁ 60-80% of the products to Bmﬂl In addition, Tnnsax
is now exponmg over 60% of its transmission to Brazil. Brazil could be spccnlmd in ‘
new Gol 1.6/1.8 and AB9 (Golf?) but is somewhat reluctant 1o teduce the model variety.
Percentage of the unit exports to Argentina is expected to be much smalles. This will be
supplemented with cold-strip sheet, body structure, engine parts, electricats; instru ments
" and front panel. | : '

- ~Ford Argentina will be Spéciafized in medium-sized Escoit and Orion as well as

| Ranger, of which'a little less than 70% are exported (o Brazil. Brazil will be speciatized
in s‘_ub'-cmnpad FieSla‘, of which 40% (plus crahkshnfis, starters, etc.) ":are exposied to |
Arg‘en'tina.

W rpe v-ord *would cars” is soms.lmks used ina d:um.nl sense. For example, Peugeot S04 pick- up for CIADEA
and Ranger for Ford are callgd 2 world car, because their produclion will be concentrated in Argeniina, from
where éxponted all over the world. llm-.cur, such a stralegy cannot bring about the above "global sourcing”
effecl.
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- Toyota's exports to Brm! may be ten tinics !argu lh"m its imports to Argentina.

* Autopatts imported from Brazil, lhough expected to increase rapidly, anno! catch up
with Hilux exports. This imbatance will be mitigated by importiig passenger cars in the
future.

- GM expoited 85-90% {May 1995) and 100% (June 1995) of ils piék-up’ trucks to
Brazil. Although cold- s'tn'p sheet, transmission, disk breaks, clectricals, instruments and
maintenance-free bitteries wefe smpnned in return, the mde balance is a surplus with a
big imargin. Argentind and Brazil may produce identical modcls (e.g. Corsa), if the
demiand is sufficiently farge.

- Meréedes Benz will discontinue the production of lighthi:redium}'hczivy trucks in
Argentina within 23 years. Instead, Sprnter (mihi-bus, 'Iigh't transport wagon, pick-up
single cub 2x4) is introduced. [t will export 80% of the new model and 50% of the bus
to Brazil in return for importing trucks, diesel engines for buscs, body pa:rtsza'nd cold-
strip sheet. |

5.34 Policy Impact on the Automobile Industry

In addition to the trade policy discussed in Section VI.5.2, both Argentinaand
- Brazil adopted policies to expand the market by reducing car price, and to promote fresh
~investment by smoothening the industrial relations.

i(l)l - Ar_gemiﬁ:i

. In 1990, the tocal aséembly bf:_aummobilcs was reduced 10 less than 100,000.
" The govemment was then obliged to radfcally diverge from the conventionat policy,
which had been just a makeshift response (o frequent crises: ADEFA members took an
initiative for change by collecting information of the automobile policy from other 26
countrics where their sister plants operate. A draft framework based on such a study was
‘dlscusscd with the trade union, autoparts suppliers, distributors and the government.
EThIS ageeement; later lnslatuhon'tlmd as Decree 2677/91 (Flgum VI-5-3-1}, stimulated
domestic sales by cffectively cutting car prices by 35%.12 Manufacturers promised new
investments, distributors cut sales commissions, the trade union restrained wage demand,
and the government lowered taxes to 18%.

12 price war re curred in late 1995. Ford nﬂmd discounts of up fo 40% on certain modals and was l'ol]omd by
SEVEL, CIADFA VWand GM. -

220



Vol. VI (Chapter 5}

Figure VI-§-3-1: Policy _Fo’rmuiatian Process of the Autosmobile Regime

“Mactoeconomic Stabilization through the Convertibifity Plan

Government

Tax Rdduction

Assemblers

Intreduction of New Models Wage Restraint

Technological Charige
Productivity and Cost Reduélion

Price Cut
¢ Maggin Cut

- Autoparts Suppliers

;

Car Price Coﬁlpared with the International Level:
70% Higher reduced to £5-20% Higher

(2)  Brazil

(a) The Sectoral Chamber (CAmara Setoriat) _

* The Sectoral Chamber set up in 1991 isa policy- making illS[ilUliOEil similar to
what was seen in Argenlma for the Automotive Regime. ltisa lrlp'lrm:, forum _
constituted by the federal and slate govesnmeat, the private busmess and the hbor union,
to discuss current problems of the catire mdustml llnk’lg&.., muw'\lly compronnsc their
interests and consensvally take a strategic decision. This new structure allows broad- '
based participation in formulating indusirial policy, which has lradmonally been the
domain of powerful interest groups. The Automotive Sectoral Chamber has had the most
far-reaching impact of alf the sectoral chambers, serving as a test case for this new
institution." Its business representatives include not only assemblers and autopasts
suppliers but also raw matedial supplicrs, car dealers and importers, and "conséreios”.

‘The Automotive Sectoral Chamber preseated a plan to produce two million units

" “and to increase 91,000 enmployecs by 2000. The business sector pledged to invest US$
20 billion by 2000 and, with the government, sel the target of reducing the consumer
price to promote market expansion (sce Tables VI-5-3-11). In retum for appeating to
collective bargaining, rather than strikes, as a first ool of industrial felations, the labor
won imeasures to sustain an employment level, guarantec of monthly wage adjustments in
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line with inflation and a real salary incrt:isc_ of 20% over the period 1993- 1995, The
agreeiments also refer to the PBQP (human-resource development and R&D promotion)
program, the new buyess' consoriiums with easier financing terms, etc.

Table VI-§ 1-]]-(3) Tax and Margin Culs b) the SEC[OI"’!' Chamber Agreemenls

{%)
Mar-92 "Feb-93

Pl 6.0 6.0
iICMS : 6.0 0
Assemblers’ Margin 4.5 3.0
Suppliers’ Margin 3.0 1.2
Distributors’ Margin 2.5 0.8
Total Price Reduction® 22% 10%

*: total share of the consumer price.
Souru ANFAVEA, Anudrio Eslatistico 1994, p. 120,

Table V1-5-3-11-(b): Change in 1he Tax Rates on Gasoline Passenger Cars
(% in Docember)

below 1,000cc up to 1QOHP - above 1001P

1990 1P 20.0 37.0 42.0
ICMS 18.0 18.0 18.0
PiS 0.65 0.65 0.65
Cofins : 1.2 - 1.2 1.2
Tolal"’ 34.5 42.2 44.1
1993 IpI 0.1 25.0 30.0
1CMS 12.0 12.0 12.0
PIS 0.65 0.65 - 0.63
Coﬁns 20 20 2.0
. Totat** " 17.0 33.0 SAs3
1995* 171 8.0 25.0 30,0 .
ICMS 12.0 12.0 120
" PIS - 0.65 - 0.65 0.65 -
- Cofins 20 2.0 2.0
Totat'® . 220 330 35.3

Fr March 1995,

s#; total share of the consumer. price.

!PI Industrial Product Tax (Federal Excise Tax) i
- ICMS: Services and Circulation Tax (State Value-Added Tat)

PiS: Social {mtcgration Peogram.

Cofins: Social Security Contribution,

The cascade elfect of PIS/Cofins may add 10-15% to the tax burden
iSindipegas/BAKH, 1994, p.75).

Source: ANFAVEA, Anudrio Estatfstico 1994, p42, and Carta da ANFAVEA.

. Dcsplte its commitment to long term poltcxcs the most efl ftclm. measures thus far
'h'we been tax and margin cuts which stunuhtcd inan ammcdmlc surge of the internal
demand. Comparing the second quarter of £993 with the ﬁrst quarter. of 1992, the
reduction of 30% from the consumer price raised car sales by £20% {Table VI-5-3-12);
i.e., the demand was extremely price elastic. However, the Secioml Chamber scheme
lost its vigor after President Franco came into office, as his populist advisors preferred
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bilateral talks with assemblers. ‘On the other hand, the state governinents were absorbed
in a review of the tax cuts, while the Federal Ministey of Finance in tarift reductions.

Table V1-5-3-12: Expansion of the Automobile Markel in Brazil
and ils Shift to Cars with an Engine up to 1,600¢e

T 000ccPopular - Total  {4)

1992 _ .
“Jan-Mar 10.7 96.1 A
Apr-Jun C 214 1539 13.9
Jul-Sept 244 1622 15,0
Oct-Dec 364 165.2 220
01993
Fan-Mart 333 | 1618 20.6
Apr-Jun 587 213 - 218
Jul-Sept 73:1 240.5 10.4
Oct-Dec 769 2310, 324
1994
Jan-Mar 821 2297 . 358
Apr-Jun 101.0 2319 42 4
Jul-Sept 1234 250.9 49.2
Oct-Dec 13 2572 55.0
1995 '
Jan-Mar 1269 2354 5318
Apr-Jun © 993 189.1 52.5

Source: ANFAVEA

'(b) The Popular Car (Carro Popular) Regiine

The Popular Car regime, introduced in April 1993 leSl al'lu the second ?ector'\l
Chamber agreement, is another policy which cut the tax rate and thus stimulated the local
‘demand. IP] on cars with an‘engine up lo 1,000cc had already been reduced in 1990 to -
the level 17% below that on cars with an engine up to 100HP in order to enhance lhc
demand from the middle class suffering from shgﬂwuon Fiat, latecomer to Brazil, h'ld f.
beéen increasing its market share by focusnlg on this segment. President Franco
encouraged Autolatina, GM and Fiat to introduce such "popular” models by reducing P
from 8% (after the two Sectoral Chamber agreements) to'a symbolic 0.1%.

The popular car mclude existing models 'uhpt:,d for al OOOu: cngme (Gol 1000,
Uno Mille, and Escort Hohby} relaunched Fusca (Bcellc) 13 GM Corsa ncwly
introduced in 1994 (to replace Chevelte), and old Kombi. Prices of these models (excepl |
for Kombi) were set at US5 7-8,000. The share of the total tax in the consumer price of
these models is 17%, while it is 35.6% for gasohnc passcager cais up to F00HP. lis
consumer price had been reduced by 35.7% (as against 30% for gasoline passenger cars

3 The producuon of Bwk had boen discontinued since 1987 and was pmduud only io Mexico, with many
parts and compomnls imporied from Brazil. It may have boea mmmaluj again in 1995,
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up to 100HP) in the period of 14 months since the first Scetoral Chanmber agreement. 14
As a result, the market shate of popular cars dramaiically went up in 1994,

Success of the "carro popular” regime has far exceeded the expcttaliéns. This is
because it not only maintained the demand from the uppcr—middlc class but also facilitated
the new exitry of customers from (he lower-middle class. In September 1994, they took
the majority of the domestic sales (Table VI-5-3-12), with Fiat accounting for 39% of the
popular models. Aéscmblers have announced new investment phns and begun updating
their local models, suggc,simg thal GM and Fiat may turm Brazil info a platform of
exporting popular cars. VW and GM have exclusive planls dedicated to their pradtiction
(Taubaté and S#o José), leaving the other plants for superior models. This marks a
striking turn-around from the previous situation in which assemblers focused on luxury
models with higher profit margins for a restricted market.

_ Some criticize th¢ regime that the popular models are diversion from the trend
toward "world cars”, i.¢. standard models introduced simultaneously all over the world.
The high market share of popular cars inay also deprive othér models of scale economics,
making it harder to compete with imports in this lucrative market. Moreover, the access
to niew technology could be limited because the world cars, especially those at the higher
market end, are the first to implement it. They expect the further tax cuts for non-papular
models so that the skewed sales structure could be remedicd.

Although tax cuts are dcsimblc as far as the public finance is well managed, the
" abové benefits will not automatically come into being. Brazilian tcchnology for luxury

‘ C'us are behind the world fronticr by a hrgc gap, whxch may not be filled easnly wilh

: nnrkel protection. On the othcr hand, auxmary benefits of the popular car regime should
" be more appreciated. 1t gave assemblers a precious opporlumly to leam a miass-
production togic and technology. [t also brought the world-class economies of scale into
the produchon of popular cars and a reasonable rate of retura in this competitive scgment.
| The internal reserve thus generated is likely to be reinvested unlike the profit from luxury
cars.

‘ (c) The Automotive Reglmc and the qu Reform

"The automobile industry had a very good time throughout 1994 thanks to lower
car prices and a lower interest rate. However, the imports of vehicles soared under the
trade liberalization and economic boom., The alarming balance of trade becane the last
call for the structural change of the industry and the tax reform rather than fax cuts, issues

M 1 fact, consuniers had 1o pay a premivm for popular ears, as the assemblers could not fulfill the heated
demand throoghout 1994, Ia early 1995, the government pulled up 1P frora 0.1% to 8% again,
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indispensable for int:emalional competiliveness but previously outside of casy conscnsus.
For that purpose, the Cardoso Government has reinvigorated the Sectorat Chamber early
1995 Tt first took an emergency action to raise the iinport tax and impose the quota, !5
and then continued discussion finally to announce the automotive regime in January 1996
{see Sub-Section V1.5.2.5), containing the local contents regulation, tax breaks for
capital 'gciods, review of the duty on autoparts, etc. The Chamber's function is liniited to
provide an appropiiate policy framework or an arena for negotialions, under which the
business associations and labor unions co-ordinate their interests bilaterally, and each
firm is left to make due efforts,

As for the tax rcl‘orrﬁ, the industry, in particular the autoparts sector, complains
that lower duty cannot be accepted unless the Cost Brazil, cating away the protection
afforded by import tariffs, is mitigate. The federal, state and municipal governments
introduced new kinds of tax onie after another!6 duting théir financial criscs. Such
complexity of the tax system mul(ipiiéd the overhead work of the business; it is said that
over 30% of the office work is concerned with tax management, which could impose 20-
30% additional administrative costs. M_oredver, honest companies have to take the tax
burden of those which remain informal to avoid being taxed.!7 If they borrow (o pay the
tax, the bapilal cost is high (ﬁnénéing ICMS and IPE have a negative impact estimmated to
be 5-7% of the factofy price of vehicles). Conscquently, the tax burden on Brazilian
vehicles is larger than that in other countries, including Argentina;

Table VI1-5-3-13: International Comparison of the Tax Burden on Vehicles

{$E)
Countsy ~ TaxRate
on ihe Consumer Price
Brazil” BRI X o
(popular) B X H
usa 6.0
Japan 9.5
" Argentina - 18.0
Germany 15.0
" ltaly 160
~ France 15.7
‘UK 14.9
Europe Avg. 15.4

*: 1PL ACMS and PIS/Celins on the final slngi: Li_nly
Source: Sindipecas/BA&H, 1994, p.74.

15 pespite of the strong demand, Plano Real, higher tarifl and quota, the market conkinues to keep price rises in
© carly 1995, VW cars rose in price by between 5.6% and 9.9%, while GM cars went up between 4.5% and 9.8%.
However, Fiat did not increase ils prices at all.

16 Theee were arguably 58-59 kinds of tax when the interviews were conducied.

U7 45-50% of the autoparls supplicrs tould He informal.
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_ The present tax regime '_also has a si'gniﬁ_cﬁnl' impact on the location of the
automobile indusiry. States except for Sao Paulo argtie that they are entitled to change
the structure of state tax. The decision of tak incentives is élrl:-il'mry'.f Once assemblérs
pledge an investiment plan in 'Bfaiil, states compele to provide additioiial tax and non-tax
(finance, infrastructure and training) incentives through individual negotiations. Tax
concessions, together with weaker inions, lower wages and cheap land, encourage them
to relocate their plants, ¢.g. the teuck plant of VW and the passenger car plant of Fiat, -
from the traditional ABCD area in Sio Paulo to the states of Rio de Janeiro, Minas Gerais
and Santa Calarina. Such relocation is flikely to cause a major reshuffle of lhc autoparts
sector, since they ask suppliers o follow them for the JiT purpose. The tax reform has
been currenlljf (iisCussed fron the standpoint of the Federal Constitution. Unification of
1P and ICMS is expected. '

Table V1-5-3-14: State-Level Incgnli\'es' with respect to 1CMS

. State Lending to ICMS _ Grace Period _Real Iotérest Rate Price Indexation

North-East . _ :

Ceard - SH00% 0 6-10years Mo Interest 100%

Pemambico 70-80% -10yéars - 3% pet annim 100%
. Bahia S0-T0% -6years  No Inferest 100%
Middle-West :

Goids -70% “-10years. 129 perannum 25%
South-East .

. Minas Gerais T5% S-8years  2.5% per annum 1065
Rio de Janeiro 40-75% Syears  NolInterest - 100%
Sdo Paulo Strongly Objects Regarding the Incentives as llegal

South _ :
. Parana -80% A4 yedrs . No Interest - 100%

- Santa Catasina 40-75% -10years  No loterest 100%

Rio Grande do Sul - -60% Drawback (8 years) -
Source: JETRO Daily, 29 August 1995.
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5.4 The Argentine Autoparts Sector

5.4.1  Autoparts Localization

What can be made by the Argentine autoparts sector is known from the tocal
procurement by assemblers. However, the assembler-supplicr relationship depends not
only on the local contents regutation and the competence of tocal suppliers but also on the
hislory of assembly plants in Argcmma and the strategy of their hcadquar{crs Morcover,
it seems reasonable that the same assemibler i impoits mom_componcnts from industeially
advanced countries for newer and more complicated models. Therefore, different
assemblers arid models take different levels of localization. Four cases are presented -
here: ' Assemblers A, C, E and G.

) Asse_mblcr A

Assembler A is an Argentine licensee of the European brand. Its local contents |
ratio is at present 75% on average excluding imponts from Brazil. Because it does not
have a clear vision of the compTcinc’maiion with Brazil, the ratio is quite high; and the
remaining is imported mainly from the country where the brand headquarters is tocated.

Table VI-5-4-1: Localization of Assembler A '
{inciuding componeats produced by intecnal divisions and subsidiary supplicrs)

Autoparts Present 2 Years Later .5 Years Later
‘Local Emport Local Iport Local Import

.anlne - s ‘ i 80 20 100 - 0 100 -0 -

Combustion Sys(em ' S o
fuet tank _ C0f 0 100 0 100 ¢
“injection system- _ o S0 100 0 100, ;0 300
carburetor ; C 100 0 R T
intake and exhanst manifold '8 20 100 © 0 100 O
exhaust system : % 10 90 10 % 10
 Catalysts continue to be imported. -
Ignition 50 560 S50 50 70 30

Eubrication and Cooling '

with air conditioner ' 100 ¢ 100 - 0 100 0
without air conditioner 70 30 70 -30 10 . 30
Transmission, Gear Box and Clutch 85 1S 85 1S 100 10D
Steering - S0 S0 76 30 8 IS
" Suspension ‘ 6 40 70 30 0 80 20
. Electric and Electronic Parts (excl. igaition) 60 40 - 60 48 - 715 25
Steel Parts 60 40 60 40 70 30

Stamping Parts 70 30 70 30 80 - 20 -
Plastic Parts . 60 40 10 30 85 15
Rubber Parts 70 30 70 30 80 20

© Source: Assembler A
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(2)  Assembler C

‘Assembler C is a subsidiary of the Brazilian subsidiary of the muliinational
assembler located in Argentina for a long time. Its local content ratio is high, but there is
a clear division of labor with Brazil. For example, transmissions made in Argentina are
exchanged with engines made in Brazil.

Table VI-S-d4-2: Locatization Scheme of Assembler C

- LocArgenting -

seats, in ios, baitety, akes, wheels, tires, glass p:imls se'ils steenng gear cap,

- instruments cluster ‘bumper, heaters and air conditioners, gasoline tanks, gasoline plpcs lanips,
radiators, stampirng patts, engine parts {intake and exhaust valves, springs, piston ring, bearings,
water pipes, oil pumps, intake and exhaust manifolds, air and oil ﬁlter’, pulle)s alternators, slatter
motors, distributors, ignition system for mrburetor engines (not for lgmuon engines), and exhaust

_system (muffler and pipes).

o B 8 A L8 A A A AR P AL 8 A 1378 T AT S 7 AR Y AR A48 48 R AL LA AR A AR AT AR R AT A R AR

diesel engine asse mbly (expwled soon), gfisolme engines (expected some day)
i Brazil ..
cngme casnngs crank shafls, camshafls connecting rods, pnstons
Source: Assembler C

(3)  AssemblerE

Assembter E is one of the newcomers recently atiractéd by the economic stability
of Argentina and the future prospect of Mercosur. It has a Brazilian subsidiary with long
presence in the region. However, it felt dif frcultics in élcaring the local contents
regulation despite of the promotional ratio (50% for the first two ycars) set for
NEWComers. '

Procuruncnt in Argenlma mlght account for up to 40% mcludmg the value added
by assembly Imports from Brazil (both internal producuon and out-sourcing) could
range between 15-30% and probably increase for the time bemg, as the experience of
exporting autoparts to industrially advanced countries is much appreciated. In the longer
run, they will be substituted for by out-sourcing from Argentine subsidiaries of OEM
suppliers and lomi independent suppllcrs The imports are of course compcnsqted by a
h;gh propomon of vehicle cxports to Brazil.

: Sect_ion 11 of Decree 2677!9] {(the Automobile Regime) brovidc‘s that 25% of the

" FOB value of exported vehicles shoutd come from local independent (non_—aft"lliated)
suppliers. However, to identify suppiiers in Argentina is said to be even more difficult
than to observe the local contents regulation. Assembler E oul-sources such components -
as body parts, although it is more economical to produce them internaliy.

228



Vol VI {Chapler 5)

Table VI-5.4-3; Locatization Scheme of Assembler E

. Anternal Pradoction in Argentina
. Jarge body paits, fuel tanks, etc, .
Out- -sourcing Argcnlin‘\
tires, plastic injection, ete. (brakes, aMernators, starters,
stabilizers, etc. in the fulure)
~ Infernal Production in Brazil
. doors, body panels, rear axles, crogs members, ete,
. Out-sourcing i Brazit
steering gear bokes, brakes, shock absorbers, clutches, drive
shafis, wipées, electricals, glass, springs, bolts and nuts, ele.
Extra-Regional - Impaorts

C engings, elg.
Source: Assembler E

@) Assembler G

Assembler G is planning of major resmrch.lring of its product Hne-up in 1996 in
view of complementation with Brazil. It has been already making continuous efforts at
ouf-sourcing (only some axlcjmns, shafts, gears and machining parts are internally made
at present), and will concentrate cxclus'w:_:i}' on asseinbly taking this opportunity of
'imroducing anew model. Procurement operation of the new model scems e'xirunely
complicaled and constantly changing, as it sticks to the economic principles of localmg
production most thoroughly as far as the local contents cegulation is satisfied.

‘The tocal contents ratio of the new model will be at first 65%: Thanks (o the
advanced level of complementation, imports of Brazilian autoparis are unlikely to cause
prob!cmé Engines will be made by an Argentine s"ubsidiary of a B’r’tﬁliaﬁ autoparts =
supplier, which bought the transmission plant of Assembler G, bascd on an anhsh
design. 18 In addilion, clutches, propeller shafts, upholstery of roofs and doors seats,
lights, paints, tires and wheels are locally procurcd. Transmissions are 1_mim_lly imported
from Europe and then transferred to a local subsidiary of an OEM supplier. The s
definition of local contents becomes extremely cdmplicaled when different stages Eof a
production process are conducted in different countries. For example, differential
carriers and shaft drums are made in Argentina and Brazil, aSscm_blcd:in Uruguay and re-
importcd for final asseimbly. In the case of front axles, cross members, cross feaf
* springs, calipers, disk brakes, and steering knuckles are all imported as a unit from
Eumpc, and then cambined with focal s!ccriﬁg i ‘Argén(in‘a.

[8 he engine supplier has 1o ‘abide by the same Tocal-contents regulation as the assembler,
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5.4.2 Steucture of the Autoparts Sector
()  Profite of the Sector

According to the National Census in 1984, there were 1,700 autoparts suppliers.
Approximately 41% were micro, 53% were simall of mediuim and only 95 companies
were considered as big. In terms of turnover, ihcy fcprcsémc’d 2%, 31% and 67%
respectively. | '

Table Vl-ﬁ-d-d-(a). umber of hstabhshn\en[s in 1984

: Farge  PyMEs  Micro Tolal
Buenos Aires 67 483 351 901
Capital 13 55 43 111
Cérdoba 9 126 R 226
Sania e 4 - Ho 108 222
Rest of the Countiy 2 W4 103 . 249
Total 95 918 606 1709

Source: Moori-Koenig and Yoguel (1992)

“Table YI-5-4-4: (b): Value of Production in 1984

{5
- fLarge  PyMEs  Micro Total

Buenos Aires 416 - 169 0.9 © 594
Capital 7.5 S 6.1 0.3 13.9
“Cérdoba - 9.6 C 4.3 0.3 14.3
Santa Fe 5.9 36 0.3 9.8
Rest of the Country 32 . 04 0.1 2.6
Total ' 66.8 4 L8 100.0

Soucve: Moori-Koenig and Yoguel (1992} .

~ Such a substantial dmélopmcht of the local autopats scctor has been brutally

1 reveracd lhroughout the 19803 Thc nunber of suppliers was reduced (o about 600 in

f 1939 of which 20% were OEM specialists, 60% were supphc:s both to assemblers and

' the after-market, and the remaining 20% were producing spare parts only. - The sales to
the ORM market barely reached 50%. This drastic decline was caused by (i} stagnation in
the automobile market, (ii) sising average age of vehicles, and (i) assemblers' shift in

“purchasing pattern.

" The Automolive Regime may seem to have made the 1990s adecade of a leap
forward for the avtomobile industry in A‘rgéniina. The autoparts sector also increased its
production level three-fold from March 1991 to January 1994. The rate of operation of
the installed capacity came up to 100% in 1994, However, the number of autoparts
suppliers has been farther reduced to 350 by the time of the present research. - It is said
that the sectoral concentration is so high that approximalély 10% of the suppliers
represent 65% of the total Argentine producllon The OEM sales saw a slight uptur to
60%, followed by the after-market sales and cxpons (see Table VI-5-2:5). The number
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of suppliers may become as small as $00 firms in 2000 (EL Economista. 7 July 1995),
one-seventeenth of 16 yc:irsag_o. due 10 the {rend towards trade liberalization (Section
V1.5.2) and vnit detivery (the next sub-section).

In order 10 understand the current situation of PyME supplicrs in Argentina,
questionnaire survey was conducted by the rescarch leam in co-operation with KPMG.
The total number of contacted suppliers is 221 (83 from CAIA and 138 from
CIFARA)'."Q The total number of the replies is 93 (48 fromi CAIA and 45 from
CIFARA). Although sone firms declined any information disclosure outright, others
could not ﬁaﬂicipatc as their manul‘acturihg business in this sectot or even their existence
itself is under threal, or they could not giasp the curment situation by themselves due to
the on-going 'maj'or restrucluring.

Among the 93 suppliers who answered the questionnaire, 66 are classified as

' PyMEs (26 froim CAIA and 40 from CIFARA). In Argentina, PyMEs are firms with a
turnover in excess of 18 million pesos'ur a workforce of not more than 300 e-ml:dowfcs‘=
{Resolution No.401 of the Ministry of Economy). As can be seen from Tables VI-S-?i-S,
there are miore small supplicrs than medium-sized oncs among the respondents.
Approximately two-thirds of them have a history over three decades, but at the same
time, over a quarter came into being in the turbulent epoch of the 1980-90s. Only cight
PyME respondents are affiliated to foreign capital {the majority interest in five and the -
minority intercst in three). Their nationality are: four from Brazil, three from Europe and
one from other Latin America. -

Table VI-5-4-5-(a): Size of the Autoparls PyMEs

Turnover Number -~ Employees Number -

: Up to 2 million pesos 16 24% Upto 20 4 6%
26 ' 22 33% 20-50 IS %
6-10 12 18% 50-80 10 15%
1014 8 2% 80-100 S 17%
14-18 4 6% 100-150 S0 15%
More than 1§ 4 6% 150-200 C 9 14%
200-250 2 %

250-300 5 8%

Total 66 100% Tolal - 66 100%
Source: IDCIKPMG T

19 Until November 1993, there were four business assaciations related to avtoparls suppliers: CAIA and
CIFARA in the Capital, CAFAC in Santa Fe and CIMC in Cérdoba, Itis said that CAFAC and CIMC have 20 and
60 members respectively, when the total qumber of Supplicrs was 350 at the end of 1994, In other words, about
40 autopasts suppliers have deparied CAIA and CIFARA during the first rine months in 1995, In November
1995, the four associations uniled io establish a new association, AFAC.
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Table V1-5-4-5-(b): Dafe of Establishment

Established Suppliers

‘ Before the 30s (1918) 1 1.5%
During the 30s 4 6.0%
During the 403 5 1.6%
During (ke 50s 12 18.2%
During the 60s 21 M 8%
During the 70s .6 %1%
During the 80s : Y 16.7%
During the 90s 6 9.1%

Sourcd; IDCHKPMG

Asone 'of the measuces of competitive strength, export performance of the _
respondents are reviewed here (Tables VI-5-4-6). Most of them are nol major expotters;
35% of the suppliers do not export, and another 43% do not exceed 500,000 pesos a
year. However, two foreign-affiliated PyMEs (Cibie Argentina and Thomson Ramco
Argenlina) and one Argentine PyME (Sintermetat) were ranked in the top autoparts
exporters. In the entire sector (sce Table VI-5-2.5), exports account for-15% of the total
sales. Most exported items include gear boxes, engines and their parts, and body and
cabin components, which are primarily produced by assemblers' internal divisions or
their subsidiarics. Morcover, they are mainly destined towards Mcrcosur and other Latin
American countriés. It can be said, therefore, the compct'iliveness of the autoparts sector
in Argentina is limited to the regionat level. Other aspeets of the sectoral performance
will be anaiyzed in Sub-Section VI1.5.4 4.

. Table VI-5-4-6-(a): Exports by Auftoparts PyMEs in the Last Fiscal Year
. ; : {tilion Pcsos)

Export Value Suppliers:

' Did not expon - 23 M9%

~ Upto 03 13 19.7%
0305 15 27%

- 0510 ' 5 T.6%
- 1.0-1.5 7 10.6%
©1.5-30 0 0%

- 3.0-5.0 1. 1.5%
More than 5.0 2 %

Souree: IDCHKPMG
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Table VI-§ -4-6-(b): Major Aulapfnrls Fxporlers in 1992
(millivn P&sos)

Conmpany Control Productline “Exports

Eaton . ~US  ° ° Heavy Axis and its Components 12.0
Daneri : Uus ~ Piston Rings and Piston Cases 1.5
Cibie Argentnm French Car lights 50
Fale Tires _ 5.0
Fab. Arg. Engranajes German Gear Box and Steering Wheel Parts 4.0
Perkins - English Edgines 35
Jaeger Argentina’ Instruments 30

"~ SKF Swedish = Beasings 2.9
Ammetal ' - Gennan? - Brake System Parts : 2.0
Thomson Ramco Arg. us - Brake System Parts 2.0

- Meialirgica Tandil CIADEA: Forge Parts 1.9
Sintermetal C local Friction Bearings 1.2

* Hoesch Argentina Suspension Springs and Parts 1.0
Arlazcoz ' o Fri¢tion Materials : 1.0

Source: Clarin, 12 septiembre 1993,

Table VI-5-4-6-(c): Autoparls h\porled from Argentina in 1993

. (%)
by Destination . by ltem

Brazit 65.7 Gear Box 2.5

Uruguay 6.6 Reciprocal Engine : 157

France 5.5 Components of Reciprocal Engioe - 11.0

: United States 4.5 Body and Cabin 9.6

“Chile 1.5 Other Autoparts 6.1

Germany 1.9 Tire 4.8

_Paraguay ¢ 1.8 Shaft with Differential and Transm:ss:on 4.4

‘Spain 1.5 Brake and its Parts 30

Venezuela 1.3 Chassis with an Engine [ncorporated -~ 2.7
Netherlands 0.9 Flectric Ignition o N

Wiper and Hlumination 1.0

Equipment Controlling qumd and Gas = 0.9

Pump 0.8

Steering C 0.8

Boli, Nut and Washer - 0.8

Wheel - 0.7

- Suspension N X

- Measuring Equipmeént EH 05

‘ ' o Spring : ‘ 103

“Others : 6 8 Radiator ' 0.3

Total: US$ 602 million

(2)  Foieign Direct Investment in Argentina

In the 1nsl|tut|oml fr*unewosk of Mercosur, buih ﬂsscmblus and supphem have io
maintain the local contents ratio (only in Argentina untit recently) and the balance of mdc '
Assemblers opcratmg or to be located in Argentina ’lsked supp!ms trusted by their
headquarters to invest near their plants. Multinational suppliers constructed a coopcratw:,
relationship between their affiliated companies in Argentina and Brazil; for example,

Cibie Argentina with Cibie Brazil , Fabrica Argentina de Engranajes with ZF Brazil, and
Hoesch Argentina with Hoesch Brazil.
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Brazilian firms, many of which import Argentine cap’iial goods, intermediates and
‘materials and in return exports their products, were also invited as some large ones have
satisfactory record of exporting to the US and Europcan counlries. For e:xa:mi)lc,
COFAP, the third largest Brazilian autopants supplicr (with sales of US$ 371.9 million in
1993}, has bought 26% of the Perdried share (see the next sub-section). The company
also took 50% of the capital stock of the Indufren group, the largest autoparts group in
Argenting, thereby also gaining paticipation in four member firms as well as access to
sell its products through the Speedy outlet. Freios Varga, the ninth lgest Brazilian
supplier (with sales of US$ 186.3 mitlion in 1993), has bought 25% of the indufren
brake manufacturer. Similarly, Nakaia Autopaits was asked by Mercedes to produce in
Argentina so that the focal contents ratio cbli_ld be cleared for a new miodet. It bought a
local firm which had been delivering 100% of the products to Mercedes and decided to
procure tube (for shock absorber) from a local supplicr.

In some cases, however, the initial matching of two distinct inaniifacturing and
management cultures has been conﬂiclmg Atlempts by Brazilian directors to introduce
" more flexible work practices and participatory programs have been iesisted by highly -
skilled and politically-conscious unionized workers in Argentina. No Brazilian supplicrs
have yet instalied a wholly-owned s’ubsidiary in Argcmimﬁ this strategy has only been
adopted by asseriblers 20

5.4.3  Relationships with Assemblers
§(l) S Prﬁm Veﬁiéal lntcgraﬁdn io l)isimegra!ion

ln J'ipan, aesemhlers ar:, usmlly specmhzcd in unit assembly and internal
‘productlon of bodies, engmcs and transmissions, thils out-sourcing other componcms to
Eautopmis suppliers. In Argentina, however, this division of labor oscillated in the 1980s
and early 1990s. |

In the economic crisis around 1988, GM and Citrden withdrew from Argentina,
Chrysler sold its planl to VW, and Fiat and Peugeot merged. The Macii Group, local
business lyc.oon purchased the last (SEVEL) in 1982. AALY merged with Ford to form
Aulohtmain 1987. The Antelo Group, anolhu local blISllleS lycoon bought Renau!t
(CIADEA) in 1992,

0 The opposite Mow of direct foreipn investment has nol yet been clear. However, several ‘Argentine supplicrs -
visited by the cesearch {eam expresscd an interest in manurac(unng in Brazil md;ptndmtiy or jointly with
multinational suppliers in response (o assemblers' reques
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-Under the economic stagnation, autoparts suppliess also straggled to maintain
cconomics of scale and -!d compete with expanding impotts, especially from Brazit where
Autolatina and SEVEL_hﬁd a partner. This situation oriented them to increase production
for afier-market and deteriorated the quality of their proditcts on the whole. 1 response,
assciblers raised the level of vertical integeation in order to control costs and quality
more rigidly. SEVEL led the process, followed by Autalatina and CIADEA when cach
of them faced the market-share crisis. Suppliers remaining independent also tended to
depend ekclusively on a single asseinbler, as they suftered from cu mbersone price
negotiation for each delivery (twice a week) during the sharp inflation. -

The case of CIADEA is unique in the sense that the initiative of vertical integration
was demonsteated by the side of autoparts suppliers. The Antelo group, owner of 22
autoparts suppliers (Fric-Rot and Indufren among others), first bbught Perdriel, autopaits
production arm of Re_nau‘lt.. In 1992, it joined forces with Cofap, aforementioned
Brazilian supplicr, to buy the Argentine subsidiary of Renault. Consequently, the Aﬁ!clo
“group achieved certain degree of protection against imponéd attopaits. '

However, it became clearly difficult to maintain vertical inicgration (and exclusive
dcpcndcncc) when the govemment decidcd to liberalize the trade of iwtomdbiles and
'aﬁtopmts. ‘Under the new condition, exclusive supply to the single assembler could not
“guararntee the scale economics necessary for price'compclilion. Moreover, (wo local
licensces, SEVEL and CIADEA, were later forced to raise fund to finance the pl'au't
expansion, sceing the vehu,lc producuon rosc once again. The Antelo group sold some
autoparts suppliers (including Perdricl) and autoparis divisions of Remult to ruducc its
Tixed capml and have enough cash flow to continue |ls expansion proc»ss 2
The trade liberalization and comi:;cnsation also brought abonl new bgusinéss"
opportunitics. Assemblers established an autoparts st1Bsidiary of the international scale
which exports a large proportion of products to Brazil and the global market: e.g.
Autofatina's Transax (transmissions) and Fiat's Cormec {(engines and transmissions).
Unlike traditional plants, they employed workers with higher academic thﬁcauon and
~Arained |hem in Burope and Brazil. '

2] The two local business groups are cxlrcmcly Nexible in distributing their capital into differont businesses.
" Once Fial (and possxbly Peigeot) decided to' terminate licensing and instead 1o build a plant in Argemma the
Macri Group staried to transfer their capital to independent autoparts supphgrs
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Table V1-5-4-7: Labor Structure in an O Plani and a New Plant

Educational Level ““General Pacheco, BA  Transax, Cordoba

Elémientary {(mostly completed) - 49% _ 6%

Secondary School ' _ ‘ '
Incomplete 26% MN%
Complete 19% 29%

Universitly Degree .
Incomplete 6% 2%
Complete 2%

(2)  Selection of First-Ticr Suppliers

Allhough asseinblers reversed the past tendency towards verical miegr’mon and
"have started to encourage out:sourcing, not all the aulopaﬁs sipptiers will benefit from
this strategic change. Introduction of new models requirés that suppliers as well as
assemiblers improve technology and quality control 22 Taking this op'p'onu:nily,
assemblers aitempt at ovaluating and selecting only the fittest suppliers in order to control
'prbcﬁre|11eail more effectively.

According to the manual of Assemnbly G, for example, 18 features rearranged
from 1SG9000 are cnumerated for the evaluation of su'p_pliers (Table'Vl-S‘4-8-(a)): five
concered with ma’hagemenl (M) and 13 with prod_ucl and process {P). Supplters fulfilf
~ the questionnaire for an initial diagnosis. Evaluators then check several issues for cach
feature and gi?c'séores (0, 4,6, 8 or 10)to cach iss_ué. The general score of the supplier -
" is calculated in the followmg way:

(i) Ave. Score for M=(Total Score given to ]"cnlun,s 1 10 5)/(No. of Issues)
' (ii) ~ Ave, Score for P=(Total Score given to Featuees 6 to lS)f(No. of Issues)
S i) General Scomz{(A\;e. Score for M)f(Avc.' Score for P)¥2)/3

22 C{ADEA itself was cvaluakd as Rank B by Frcnch Renault in 1994, If Rack A cannol be achmcd by -
Sepiemiber 1995, the production of Clio is not 1Ilm\ od frond March 1996.
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- Table VI-5.4-8-{a): Features Evaluated by Assembly G

i P ' o ! - Features

1 -Managemem Responsibifity

2 Principles and Auditing of the Quality (‘uaranke System

3 Economic Issues, Quality-Retated Costs

4 Product Guarantee and Liability over Defective Products
o Personned Training

6 Marketing Quality

7 Produect Specification and Design Quality

8 Procurement Quality

g Production Quality

10 Process Control, Material/Product Traceability and Verification [’ost

11 Product Vcnﬁcmmn

12 Control Method/Equipment Verification

13 Conitrol of Non- C()nform:ly Products

14 Corrective Measures

13 Matetial-Handling, Storage, Pack'\gmg and Delivery

16 Quality Documents Coritral, Qualily Registries

17 Statistical Methods

18 Quality Control 'of Materials Commissioned from ( lienls
Souru Assembler G

The suppliers are ﬂmn graded into four ranks based on their general score: AA-
B, B and C (Table VI-5-4- 8- (b)). There should be no issucs to which Score 0 is given.
Suppliers may have differcnt ranks for different products. While Rank A firms need no
special action, Rank A-B firms should take minor corrections. In conteast, Rank B firms
have to observe the prescribed corrective program strictly, and Rank C firmes will no
longer get order. Asscmbler G has currently 160 (potentially 200-220) supplicrs, of
which enly 30-40 might remain. Instead, superior suppliers such as OEM subsidiaries
will be added to organize a fulure group of supplicfs consistent of a‘odutj 60-80 supplicrs. .

Table VI-5-4-8- (b) leatures F\aiuated b) Assembl) G

oL Score " _Raak . - I‘vmluanon ; - Future Business |
- 90100 A Pully Satisfactory . | ; L
30-89.99 AB  Satsfactory . depend on minor corrections.
60-79.99 B Parially Satisfactory depend on schedule observance,
-60 C Unsatisfactory will be cut off

Source: Assembler G

-1t is extremely important to point out that the move of _ASSémbly G is not an
exception (Table VI-5:4-9). The interview results suggest that most of !He asscmblers.
located in Argenum would like to reduce the number of first-ticr Supp}ners The latfer are
thent expected to organize second-tier suppliers so that avtoparts are delivered as a unit.

In other words, autopaits PyMEs in Argentina can no tonger deal with assemblers unfess
they immediately changc the management style and attitude towards qualily control.
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(3} Guidance from Assemblers 1o Supptiers

Assemblers provide guidance 'main'ly_ for Rank B supplicrs to bring them up to

Rank A. The diagnostic team, often jointly with the recipient supplicr, ideatifies
problems, organizes and facilitates workshops, provides a guideline, sets a target,
diffuses best practices and ways of thinking and audits the progress. If the target is
~achieved, a long-term contract is signed. If short-torm finance is riceded, the assembler
provides an advanced payment, for example. I long-term and large finance is necessary,
il'encourag’cs_jdim venture or alliance with Brazilian supplicrs, or ask the headqiiarters to
introduce OEM supplicrs for licensing as well as joint venture.23 It may also tie the
supplict to scll its products at a discount price. However, asscmblers themselves would
like to avoid éapilal pariicipation.

- Such guidance is conducted by a diagnostic team of four to eight members mainly
from the Purchasing Departinent but joined by personnel of the Engincering, Production
and QC Departments. However, the assistance does not have a long history, i.c. largely
absent in Argentina until Protocol 21 and the Automotive Regiine. As Asgentine
‘subsidiary of assemblers have not yel accumulated sufficient capacity to guide first-ticr
suppliers, experts are aften invited from Brazilian subsidiarics (which can be their
owners). More ¢valuators trained in Europe or European evaluators stay there. |

Due to the insufficient guidance capacity, mscmblcm cannot assist all the rank B
ﬁnns at once in need of assistance for corrective action. Supphcrs are sclected accordmg
not only to the general score of (heir QC pcrfonmncc but also to the impostance of lhur
producls the assembler's share in their sales,24 possnblhty of i import subsh(ulmn ang
cxpomllon their producuon scale, investment "tblhly, commumcallon channel's and the.
cost of correclive actions. However, thcy are not dlscrnmnatcd by the capml ongm
(focal, Brazilian or others).

5.4.4 Fund Avallabllny Quality Control and i‘echllology-
Acquisition '

This sub-section makes vse of the IDCI/KPMG questionnaire §urv'c"y.of autoparts
PyMEs in Argentina, which has already appeared in Sub-Section VL5.4.2. In response
to.the question about sfrcngths and weaknesses, the respondents admit that their financial
rcsop_rcés are the weakest point.. R&D is also refatively weak. On the other hand, almost

pal The use of Ob'\i kchnology is sometimes -.ompulsory _
24 A1 ths samé time, however, dneisﬁcauon of the clients is cmouragud
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all the supphcrs ﬁnd themselves suong in production SkI"S which Secin to compensate
for lhear relatively poor production ﬁuhncs

Table VI-5-4-10: Strenglhs and Weaknesses
(Number of the Respondents)

Streripgth  :  Weakness

Production Skills (65 1
Organization 5.0 13
Information 45 o
Design = 38 . 28
 Production Facilities B T ]
R&D f 28 @ 38
Marketing 23 . 43
Finiancial Resources - 15 51

Source: IDCYVKPMG

When they are asked which government policy is desirable, financial support is
understandably ranked high. However, the importance of support for technological
acquisition and guality control is rather low. Self-image of autoparts PyMEs in Argentina
can be simply summarized that they arc quite confident in production but feet inferior in
design and investment.

Table V1-5-4-11: Policies Expected te the Government
(in the order of importance)

* Reduction of Tax/Pension Burden
Price Stabilization
_Financial Support
Flexible Labor Market
“* Foreign Exchange Stability
Suppori for Technological Acquisition
Support for Quality Control and Productivity lmpro‘, emenls
“Suppodt for Export Markeling
Soum. IDCHKPMG

RN Y RN Y

(1) Fund Availabitity

Although most of the suppliers visited by the research team answered that they
predominantly rely on internal reserves, 71% (47/66) of the respondents have managed to
borrow from li_nanéiat_ institutions according to the questionnaire suivey. BEven more
surprisingly, 61% (40 firms) were _l‘undéd for purchasing machinery and 27% (18 firms)
- for factory expahsion, both of which are loans of the long-term nature, during this
- financial disorder and restructuring.

However, they experience difficultics in borrowing, in particular due to the high
interest rate (could be 3.5% per month) and insufficicat availability. In addition, lenders
do not see the local autoparts sector very promising, as assemblers are trying to reduce
the number of first-tier suppliers.  Some of the suppliers visited by the research team
expressed that a long-term sales contract {or a license of forcign technotogy) is a must |
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which guarantees depreciation of the expensive machinery. Successful companies also
complained that the amount was often insufficient for renovation at the scale necessary in
view of the regional competition.

‘I'abte VI-5.4-12-(a): Purposes of the Loans

. Supplicrs
Renewal of Machinery 40 61%
. Wortking Capital’ 1 48%
Factory Expansion 18 21%
Frade Finance 12 18%
faventory : 10 15%

Source: IDCHK PMG

Table Vi-5-d-§3-(b): Difficulties in Oblaining Loans from Financial Institutes

. Suvppliers
Hi gh Intetest Rate . 32 48%
Scarcity of Financial Resources in the Financial Institutes 17 26%
No Difficulties 7 1%
"Stagnant Prospect of the Automobile Industry 6 9%
Lack of Mortgage or Collateral 5 8%
Absence of the Guarantor 0 0%

Source: IDCIFKPMG

Commercial banks aiid credit unions are the primary sources of finance. On the
other hand, BNA, which arranges institutional finance for PyMFs, is even less important
than crisis-haunted provincial banks. Only six supplicrs have so far used the system:
four for working capital, four for technological improvements, one for purchasing
machinery, one for export finance and one for quality improvements (multiple answers).
Another supplier visited by the rescarch team said that the BNA toan was used for‘pl'ant
relocation. FONTAR, preferential ﬁnance for R&D, is criticized lhqt the mtcrest r'uc is
excessively ingh and that the available amount is msuihcrcnt '

Respondents are fairly well aware of the special loans for PyMEs arranged by
BNA and BICE. However, the schemies scem to offer no advantage or attraction as
compared wilh other sources available on market. Above all, the procedure for sucha
loan is too cumber'so_me. BICE, providing a two-step loan for PyMES, evalvates the
soundness of intermediary banks. Morcover, mediators have to fake risks to gudraniee
the loan. 'Cbnsequ'cnﬂj', they do not wish to grant loans under this schenie, or if lhcy do,
charge a spread to a level close to the market rate. '

Other financial means in Table Vi-5-4-13-(a) include machine-tool supplicrs and
 dutomobile assemblers. From the discussion during the field work, suppliers’ credit
seems to have been used niore often than suggesled by the questionnaire survey. For
example, Supplier RR (l 5 employces) 'md Supplier GS (40 employces) pn,scnlcd the
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cases of highly preferential treatment obtain¢d from foreign (Spanish, Iialian, and

' 'Sv\_:iss)25 and tocal machinery producers (1-ycar grace period, 5-year rcpa’yﬁlcnt,' and

" almost cho'real interest rate). The intcwiéw also revealed that a couple of S_up'plich (with
135 and 200 cmployees rcspccli\"cl'y) procured cap‘ital from overseas financial market.

A local machine-too! builder (200 employees) argued that inany of local autoparts
suppliers cannot fulfill the conditions of the institutional finance. Instead, that company
can provide supphcm cedit al a reasonable interest rate on the condition that 20% of the
price should be lmmedmtely paid as a deposit and that the mmmmg should be repaid
with 14-28 instatiments. For the machinesy supphcr, sales of repositioned machinery on
a second-hand market would still make profit even if (the customer went into defatﬁt after
paying the deposit and four to five installments. As the purpose of this credit is to raise
the rate of operation by promioling sales, such factors as historicat customer relationships
are also taken into consideration.

Table Vl -4-13-(a): Financial lnsmuliens Grantmg the Loans :

. Supplicrs
Commercial Banks 37 ' 56%
Credit Unions 11 C17%
Provincial Banks . : 8 . 1%
Bance de la Nacién Argentina 7 1%
Financing Entitics : "2 3%
Others 2 3%

Souree: IDCIKPMG

Table VI-5-4-13-(b): Reasons for Not Using the BICE/BNA Finance
) {Total = 30 suppl:ers)

~Suppliers
Lack of Advantage or Altraclmn of the Schemc : © 16 X 1
Tight Conditions on the Mortgage, Guarantor, etc. 12 - 40%
Scarcity of Financial Resources in the Scheme 4 0 13%
Lack of Interest on the Side of Financial Mediators 8 27%

Source: IDCHKPMG

" Table VI.5-4-13-(c): Financial Measures Expected as Inslitutional Support

: Suppliers
Simplification of the Application Procedure _ 52 9%
More Financial Resources for Lending Rl 7%

* Looser Conditions of \1ongagx, and ( ‘ol fatera) . 26 39%
* Trade Finance ©25 A8
* Establishment of the Loan Guarantee S)alem 22 33
Interest Subsidy _ 19 29%
Loaser Conditions of Guarantors 17 26%
Lquity Participation in PyMEs 3 8%
- Others _ 3 5%
Not Necessary - ' 2 F 3%

Source: IDCHKPMG

25 Not all the supphcn can oblain suppims credit for tmpmicd mmhmuy If it is not avaﬂabl», they hau 0
bortow from local private banks at a hvgh rale of intcrest and take an exchange risk as m]l
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(2)  Quality Control

Autoparts supplicrs in Argentina were threatened 1o lose business with assemblers
unless they are cedtificd with ISO9000 or its equivalent designated by their customers.
Among (he questionnaire respondents, however, only ong (forcign-affiliated firm) has so
far got qualified. On the contrary, 17% {1 1/66) of them are not planning of acquiring it
in the near future. The reasons for dispensing with the certificate are {multiple answ ers);

i . increase in fixed costs (six finns)
(i) ~ increase in the cost of managing documents (five firms)
(iii) . small benefit (two firms)
(iv)  others (five firms), including: _
a. not requested from clicnts (priority given to continuous improvements for
OEM suppliers and to customer satisfaction for after-market specialists.)

b. crisisgf the autoparts sector

None of the respondents replied that the procedure for obtaining it is too complicated.

Accordmg to Table Vi-5-4-14, the design-related QC 'wlwmcs, alihough most
lagging behind, havc alrcady been conducled at half of the rospondcnts This may show
their levels of understanding about 1SO9001, as these are the most difficult tasks before
qualification. Among the interview collaborators, Supplier L (cmploying 150, but more
than 1,000 employees in the entire grbup) initiated the manual preparation around the time
of Protocol 2126 and is now rapidly expanding its business, while a laggard wnll not be
ready by 1997 as its plant lay- oul has to be modlﬁcd bcfon, quﬂlﬁmuon

Table V1-S-4-14: Activities Requircd for 1309901

Ac!wmes B umber

Final inspection and testing _ _ 60 91%
In-process inspeciion and testing 59 9%

" Inspection and testing of incoming goods - 53 80%

~ Executive review of the quality system at the specified intervals 50 6%
Preparation of the docomented procedures - 50 76%
Maintenance of inspection, measuring and testing equipment .50 6%
Document which defines quatity policy o C 49 %
Preparation of the quality manual ' S 49 %

" Conlrol of non-conforming products S48 3% -
Documentation of the procedures for implanting corgective action 47 Th%
Document which defines the responsibility, authority, etc. 46 0%
Preparation of the quality plan 45 68%
1n-house quality auditor ' 43  65%

"Documentation of the procedutes for controlling and veri fymg design 40 61%
Design verificalion to conform to user néeds and requirements 32 48%

* Sourve: KPMG/DC)

26 However, ISOS000 was still expected in 199% at the time of the inlerview.
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Besides 1SO%000, many suppliers are imr’aduciﬁg co'nti'nuous improvements such
as monthly SPC {statistical process control) reporis, a_nd some are going as far as the
TQC. A couple of the interviewees have been awarded with a national of provincial (c.g.
Cérdoba) quatity prize.

Supplier P (I 40 employees) accepted a private consultant seat froin oné of its
client assemblers. He introduced the Ss activity and arranged the cells system. ‘The
shapfloor was divided into cells, each of which were regarded as an indeperident plant
responsible for production. Under the guidance of the cons’ulla'ﬁt, the assembler and its
subsidiary (from which P purchases forgings) participated in lhe'experini‘cnts' lasting for &
week. Using the productivity data, the cell's leader, pi\rlicipﬁhls from the assembler and
its subsidiary, and the consultant discussed in the workshop to i'dcntify problems,
schedule problem-solving activilics, and facilitate them through incentives. ‘The
assembter evaluates and scores the achieveinents and provides appropriate assistance for
QC methods and toolings.

Although these experiments are becoming continuously managed under the

-internat thly committee which consists of seven members froin Production,

Procurement and QC Divisions and the top management, the TQC still needs external
~ assistance and mmotivation. ‘The autonomous improvements from the shopfloor do not
seem to be sufficiently 'cncdumged, as the produciibn’ statistics are not open to the
“workers. Another supplicr visited by the rescarch team trics to diffuse the learnings from
an AOTS, s¢minar participant through internal training, but iis business performance isin
-~ crisis due to the lack of steady order after borrowing extremely expensive local capital.2? |

Who hélpcd PyME Sllppllicfs to improve their quality control? 65% (43/66) of the
_ questionnaire respdndcms referred (o clients. The Purchasing or Quality Assurance

" Department of assemblers and first-tier supplices provided assistance for continuous

~ improvement prbgrams,- drawing up a quality manual for ISO9000, training courses,

- quality inspection/auditing and suggestions at various levels. Supplicrs sometimes

- dispatched their éngineers for lminir:lg'm their clients.

- 55% (36/66) of the respondents hired external QC constjltanls during the fast
.? fiscal year. Many of the small suppliers sought support from indépendent pmfcssioimls,
particularly cngineem; Unlike assemb_lefs, however, their budget does not altow them to
‘contract good specialists. A number of supplicrs visited by the research l@:a_m actually

27 TQC activity of this supplics was highly praised by the JICA mission five yedrs ago.
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complained that they were too gencial and could not understand the intemal affairs,
Instead, they a’!lcmptcd to interalize the QC régi me by employing experienced QC
épecialisis. Supplier C (220 employces) ¢mployed one from Brazil, where ISO9000 is
more widespread than Argentina. Similarly, others cinploycd those with experience in
assemblers or other suppliers. They were in charge of arranging internal training
programs, providing lectures themselves, and drawing up the quality manual and
proceeding. Some specialists can judge even the completion of preéparation, but usually
external consultants are called in for this final check.

In contrast, autoparts PyMEs have rarely relied on public institutions. Although.

several suppliers visited by the research team registered at INTI or IACC, they have

never atiended at the seminars, because it is believed that they are not practical.

Evaluation of the SDP (Suppliers Development Program) was divided. Some say that the

prograin is good, but that its progress is hindered by the lack of finance, Othcrs doubt

INTI's competence in qualily control and training. In gencral, however, their expectation
is not small. Public nieasures most expected by the questionnaire respondents are (i)

training services, (ii) subsidy to consulting fee, (i} information services, (iv) subsidy to -

training fee, and (v) assistance to in-house quality auditing. .'

(3}  Technology Acquisilibn

The questionnaire made an inquity o the sources of lcchnoloQicaI change at
present and compared them with their importance expected five years fater. - In the next:
five years, technological efforts will be intensificd on the whole (Table V1-5-4- 15).

“Supplicrs' own cfforts are currently of pi‘ime impbrtancé, and this pm(ninehcé :
will not be ch'anged in the near future., Suppli'cr: L, the largest asa group among those -
visited by the research team, builds press imachinery intemally. Supplier AZ (50 |
employces), after-imarket specialist, developed coiling machinery because machinci’y
available on market was not appfopriatc for snmil-lol production of various products. On
the other hand, Suppticr RR ar’guéd that aulonomops R&ID cosl too mu_t:h for their -

- production scale. Another supplier mentioned that internal minor modifications were
active during the economic stagnation when new machinery could not be purchased.

Internal technologicai ef! forts not only generate ideas on the shopfloor but'also
seck information fromn various sources: assemblers, machinery producers, equity
parliCipanls, inteinational trade faics and trade joumnals (notin the order of inportance).
" Such information needs to be modified to adjust to smaller production scale or available
feedstocks, for example. However, human resources necessary for such technalogical
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change are not fﬂways well ruogm?cd Quppher L is an exception whlch recrultt.d over
30 fresh gradvate engineers and broughl thein up mtcmally

The other significiint sources of lechnology are foreign companies and clients.
Their significance is expected to leap forward in the next five years. While desire of the
suppliers to remain self-reliant is quite strong, many of theém wish to fonm various kinds
of forcign parme'rship's {mergers, joint ventures, technology licciises aild strategic
alliances).28 Licensing was easier when multinational autopars suppliers gave licenses
of different léchnolbgy or products (o different Argentine suppliers. Supplicr RR, for
example, écquircd four licenses from US and German OEM suppliers hltogelller.
However, licensing is increasingly difficult because multinational supplices began to
review their strategy so that licenses are provided more selectively or they themseives
establish a plant in Mércosur,

Government institutes and Argentine universities made fittle contribution to their
technological acquisition. INTI is widely used for testing and certification, but a couple
of supplicrs expressed concern about its reliability even in these areas. Suppliers’
altempts at establishing cooperative relationships with them may continue to be slow in
the next five years.

' Tablé VE-5-4-15:  Route of chhnologyi;\cquiéilion

Route Number

Now _ o
" Developed by their own efforts 36 55% -

Acquued through cooperation with custonter companies H 1%
: Acquxred through cooperation with government institutes . 1 2% .
" Acquired through cooperation with Argentine universitics 1 2%

Acquired through cooperation with foreign companics 14 21% -
- Acquired through cooperation with consulting firms 5 8%

By other means (¢.g. feedstock suppliers) 4 6%
Next Five Years

Developed by their own elforts 47 M%

Acquired through cooperation with customer companies 35 53%

© Acquired through coaperation with government institutes 8 12%
© - Acquired through codperation with Argenting universities 6 9%

Acquired through cooperation with foreign companies 41 62%
Acquired through cooperation with cénsulting firms <120 18%
By other means {various partnerships) _ 9 14%

' Souree: KPMG/DCT

28 Thase who answered that they would acquire technology by other mcans pointed oul these parineeships.
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5.5 The Brazilian Autoparts Sector

5.5.1 Aut'opar'ts: Localization

Details on the items localized by cach assembter in Brazil were not available in the
present reésearch. GM do Brazil reportedly imported 15-20% of the autoparts in early
1994; in _oihcf words, the local contents ratio was 80-85% on average for all the vehicles.
‘This is said to be lypiciﬂ for most of the assemblers at that time. The ratio s set lower for
new'n{odels, since the global sobircing network is used to aceelerate the introduction and
devetopnient process. Sonie models né\vly introduced by GM initially recorded 70%,
before progressively augmented. However, the figure is still higher than the "optimum”
local contents ratio defined later. Table VE-5-5-1 is presented below to suggest a rough
idea as to what kind of antoparits are made in Brazil. '

‘Table VI-5-5-1: Awmloparts Suppliers by Specially

Product Category Suppliers Product Category Suppliers
‘Stamping 129 Filters . T
Engine and its Parts 104 Lamps oon

. Electricals 67 . Transmission and Cluetches 22
Machining Parts . 61 Exhausl i
Casling and Forging - 60 Springs . L 20
Other Components 48 Control Cables I8
Plastic Components 47  Wheels o 17
Rubber Components _ 46 Carburetor and Injection 16

 Boltsand Nuts 43 Bearings B &

! Electromechanicals - o 43 Tron Fittings - ¢ . N
Suspension and Steering 41 - Synthetic Components- S v

- Seating and Upholstery . 34, Friction Linings S AT

* Finishing Components 28 Clutches : R |

" Brake and its Paris 24 . Instrementation . 8

Note: 487 auteparts supplicrs identified as many product categories as they apply.
Source: Sindipegas, Desempenhn do Sector 192471994,

5.5.2 Structure of the Aufoparts Sector

{hH Profile of the Sector

Thanks to the powerful governmeit promotion, 1,500 autoparts suppliers had
already beén'opcmting in Brazil in 1964, However, many PyMEs had to become
: speéialized in the after-market, when the BIG 3 internalized component production in the
late 1960s. The market share of spare parts expanded again in the early 1980s due to the
: slow-down of automobile assembly. Approximately 80,000 employees were dismissed
feon the autoparts sector in 1980." This time, large suppliers ate away the after-market
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from PyMESs as well as redoubled their efforts at cxporting to the more stable overseas
market. Nevertheless, the autoparts sector as a whele had not experienced dmsilc
restructuring by 1990, when there were reportedly still 2,000 suppticrs.

Table V1-5-5-2: Transition of the Autoparts Seclor since 1980

{thousand)

Year | A“ulop"\r(s Market(%¢) ~ ldleCapacity Numberof | Automobile

Ol M AM l*,xporls Others (%) . Employees  Production
1980 707 . 184 58 5.1 20 8 278.6 1165.2
1981 650 216 62 12 33,2 198.4  180.9
1982 650 200 67 8.3 29.4 219.5 - 8593
1983 628 227 92 53 301 _ 2110 896.5
1984 589 216 - 150 . 45 223 240.1 - 864.7
1985 60,3 225 127 4.5 19.8 2608 - 966.7
1986 56.2 251 134 53 15.7 2911 1356.3
1987 583 212 163 - 52 16.8 280.8 920.1
1988 60.3 213 131 5.3 17.0 288.3 . 1068.8
1989 597 248 10.2 5.3 17.8 097 10133
1990 5717 260 1.1 5.2 © 257 2852 914.5
1991 595 223 135 4.7 1269 2556 960.0
1992 60.1 203 15 4.5 278 . 231.0 10738
1993 616 175 157 5.2 198 2359 1391.4
(1994  60.0 17.5 17.0 5.5 15.0 235.0 1554.0

Source: Sindipegas, Deseinpenho 4o Scctor 19741994,

. The sectoral transfomlalipn cmerging in the 1990s is quite different in nature from
the previous crises. First, the Coltor Plan introduced in March 1990 hit hacdést upon
: PyME suppliers, which were de-capilalized overnight with no other source of finance
“available. Sccdnd_, trade liberalization forced suppliers to compele with imporis from
industrially aﬂv_aﬁced countries, While 78,000 workers lost a job like a decade before,
lﬂe number of supplicrs also f)IummeECd to about 750 in 1993 because those which
treated the sector as a sccondary business exited the market. Although high tariff
protecﬁoh was fe-in(rodﬁcéd for vehicles in 1995, the duty on autoparts Was in contrast
“further cut down at the beginning of 1996. In addition, the real remains over-valued
against the US dollar and have thus deprived local autoparts of price competitiveness.

“The third hctor of the structural change is a new type of relationships bclwccn
'\ssemblers and supplicrs; to be discussed in Sub- Section VL.5.5.3. In order to introduce
new models qulckly and to make procurement confrol simple, assemblers are picking up
a smalt number of first-tier suppliers, which are trusted | to sub-assemble components for
unit delivery. According to Sindipegas, the recent econoniic recovery has encouraged the
re-entry of marginal suppliers to reach 1,000 firms in the summer of 1995. Out @f these,
500 firms belonging to Sindipegas (200 OEM suppliers and 300 after—markct_spééialisls)
are manuf:m!ufing autoparls as a principal .pr_oducl, which reprcseht over 90% of the total
sales of independent suppliers. The association forecasts that, despite of the lasting
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growth of automobile assembly in Brazil, the number of first-tier supplicrs will be
reduced to 230 (200-250) within 2-3 years. In fact, the sector’s average profitability had
been minus or barely above zero between 1991 ang 1994,

At present, about three-quarters of the Sindipegas members employ less than 500
workers (Table VI-5-5-3). As for the capital origin, 74.5% are eniirely national, 5.2%
majorily national and 20.3% cither total or majority foreign. However, the autoparts
sector is macked by the dorninance of large firms, under fbréign own:ershi'p in particular
(Table VI-5-5-4). Brazilian gianls are also multinational, pursuing stralegic alliance and
even with an R&D center in the USA (Metal Leve) to aceumulate technological capability.

Table VI-5-5-3: Size and Establishment Date of the Sindipegas Members

Employces®  Suppliers  Estadlished”®  Suppliers

Up 1030 27 5.6% Before 1939 18 3.7%

3160 35 72%  in 1940-44 20 4.1%

61-125. 73 15.0% in 194549 30 6.2%

126-250 110 22.6% in 1950-54 55 11.3%
251-500 112 23.1%  in 1935-59 " B0 164%

501-1600 68 14.0% in 1960-64 65 13.3%

1001-2000 43 88% in 1965-69 62 12.7%

2001-4000 14 29% in 1970-14 ST H.T%

over 4001 "4 08% in 197579 37 1.6%

in 1980-84 24 4.9%

in 1985-89 18 3.7%

| S in 1990-94 21 43%

- Total 486 100% Total - - 487 100%

£ July 1994, ' '

*+: October 1994, :
Souru Slndlpccas Desen: punho do Sector I974Il994

Tab!e VI : Major’ Auloparls Snppliers in Brazll

{Uss m:l]lon)

- Company Main Produocts .. 938ales  Conlrol’
Bosch Electric Parts, Electronics 650 German
Cofap Engine Parts, Shock Absorbers An7 Brazilian

- Metal Leve Pistons, Bearings “251  Brazlian

AL Transmissions, Pewer Steering - - 194 Geanan
TRW Steering Gears, ‘Tie Rods, Arms, Ball Joints 169 us
Clark - Transmissions, Rear Axles : _ 159 o Uus
MWM Diesel Engines P . 1558 German
Varga . iBrake System <~ © 7+ 151 Brazilian
Wapsa . Electric Parts . : . : 150 Genmn
Allied-Signal Brﬂ\eS)stem C 118 T US :
AlbarusiBana Universal Joints, Pileﬂ ngs (‘Iutchcs 118 ' US:
Cumming Diesel E ngmcs : 117 us
ATH i us
Rockwell Braseixos  Axles, Forged and Slamped Paris i Us

Soucve: "Maiores & Melhores”, Exame, 1993,

Due to lhc data shomgc the followmg refers to the entire autoparts sector in
Brazil rather than PyME suppliers.
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2) Compclilivé.ness in the Local Markel

The local contents ratio and the items to be tocatized f undamentally depend on the
competitiveness of local autoparts, although other factors,2? including the locat contents
rcguhnon and the tariff table, influence the decision. Figure VI-5-5-1 shows the

““optimum" local contents ratio {i.e. the ratio calculated on the condmon that only the
pncc compelitive items are locallnd) in 1993 when the logistic cost from Europe is 8%
and the duty is 20%. It means that Br'tzllrm supphcrs have’ competence to supply
compemwe autoparts worth 60% of lhc tocal contents under the tariff of 20%, but only
worih 40% (or even lower with hlghu cfﬁucncy in togistics) if the tariff protect:on is
removed.

Low wage rate is a significant advantage of Brazitian autoparts supplices {Table
V1-5-5-5). The share of labor costs in casting parts is as high as 35-50% against % in
automobile assembly. However, the uniform pay rise in the automobile industry hit the
autoparts sector harder, as the assemblers absorbed it more easily by introducing new
models. Low-price cnergy is another advantage. Moreover, the sector’s profitability,
and the competitiveness of Brazilian autoparts, is highly sensilive to the production scale
(Figure VI-5-5-2). The expanding automobile market can thus clevate the strength of
Brazilian supplicrs. On the other hand, the price of raw matenials ahd feedstock s,
although declining, still higher than the international leve! {Table VI-5-5-6).%¢ These
factors as a whole, together with sone productivity improvements and the tax and margm
cuts agreed in ;he S_ecloml Chamber (sce Sub-Section VI5.5.5), broughl about pnce
reduction up 10 30% belw_cen 1990‘jand 1993. |

Table VI-5-§ e D:rccl Labor Costs including Social Benefits

(US$houi)
Brazil Germany France Italy USA Japan
- Labor Cost 6 26 17 20 16 17

~ Source: Sindipoca’BALH, 1994, p. 1S

29 The business cycle in Brasi! and the foreign exchange rate ase iwo more cxamples. - In the éconcmic boon,
when the locally installed capacity is in full operation, ihe ratio is likely to go down. - Assemblers can switch
grocuumcnt sovrces from appreciated conntrics (o devaluated countries.

0 Matcrial cosls are said to be a strength for casting, according 1o ABIFA (Found:y Association). On lhc other
hand, ABIPLAST {Plastics Association) argued that material suppliers weee a2 main soutee ol quality preblem,
but smabler injection businesses could not put efaims, The members welcomed the reduction of import dutics,
now 2%, B . '
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6: Price of Raw Materials Compared with the International Level

Raw Material

- Furope/Brazil

- Cold Laminated Flat Steel YeP 04

Hot Laminated Flat Steel FeP 13

Bond Steel Bar

Carbon Stez! Bar SAE 1040

Seamiess Steel Tube SAE 101

Welded Stecl Tube

Primary Aluminum {{ngot) 9‘} ‘s%

Alurioum Bend AISi 132

Piece of Léad (ingot} 99.99%

Electrolytic Cathode Copper

Zamak

Silver 999/1000

Copolymer Polypropylene 0% Flastomer
Copolyimer Polypropylene 30% Tinsel + 10% Black I“!astomer
AMS 42 Heat-and-Impact High Resistant Injection
Nylon 6.6 A-216 Natural

Nylon 6 Injection (52.5/3.0 Nateial

Resin PVC Solvic 271

Termaloy (AMS + Polycarbonate)

- Synthetic Rubber EPOM EP-27

Natural Rubber CEB2
Lubricant Basic Qi PS30-Bright Stock 140

0.90
0.99
0.94
0.81
0.91
0.59
1.22
0.79
0.90
0.91
t.19
0.73
0.62
© 0.63
0.56
0.65
0.69
0.67
0.53
0.72
0.49
0.48

Note: US$, Tax not included.
Source: Sindipecas/BA&L, 1994 pl?

{3) Export Performance

- As

Was seen in Table VI-5-2-5, independent suppliers account for 61% of the

 autopaits cxp{)ncd fromB’raz_il, while the rest is attributed to assemblers. It is said_lha:i_,

- although 150 shpp!iers are in'vo_lvcd in export business, the top 15 companies deal with

three-quarters of what independent suppliers exported; There are some clues in the

export performance showing remarkable competence of the Brazilian autopaits sector.

According

to Table VI-5-5-7, Brazil exports a much hlgher proportion to industrially

advanced countries than Argentina, which has remained a regional exporter. The

introduction of world cars during their lifetime in the US and Europe may reinforce this

tendency, since assembly plarits all over the world of the same brand ¢an thgoru'ically use

‘componen(s made in Brazil. VW nominated Brazil as one of the countrics consulted for -
the "Global Purchase", Brazilian supplicts took pat in af most 80% of the quotations all
over the woild, of which 67 firms were invited (o visit the VW headquarters in Germany

in 199431

3 ABIFA {foundry association) and ABIMAQ (machinery association} poinlcd cut that port handling and
shipping costs are the major weakness for exporting from Bravil.
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Table VI-§ '1' Auloparls Exporl Structure by Destinatlon

(1993, %)

_ Brazil 3 ) : Argenlina

" United States 40.6 Brazil 65.7
Argentina 22.2 Uruguay 5.6
Mexico 8.3 France - 5.5
Gemany 7.2 United States 4.5
United Kingdom 3.2 Chile 15
Chile 1.4 Germany 1.9
Uruguay 1.3 Paraguay 1.8
laly 1.2 Spain 1.5
Venezuela 1.1 Venczuela 1.3
Paraguay 1.1 Nethertands 0.9
Others il 4 Othars 6.8

Total USS 2.665 mil. 100 Total USS 602 mil.. 100

" Source: Sindipegas, Desenpenho do Sector 1974/1994 fur Braril,
and Eco-Axix SA for Argentina

5.5.3 Iielationships with Assemblers

(1)  Verical Disintegration

In Brazil, like in Argentina, vertical integration was a corporate culture of |
autoniobile assemblers during the economic instability. Insuf; ficient scale and dispersed
technical efforts deteriorated incfficiency of the inteinal autoparts production. However,
the recent liberalization of trade has reversed this trend towards out-sourcing.

Por e‘{ample GM do Br'ml has been i mcnamng the number of items to be
externally purchased from 2,000 to 11,000 in 1994-95. Inlunnl produuxon of Mercedcs
was ’IO%, is $0% and witl be 20-30% a couple of ymrs later. VW is rmsmg its out-’
sourcmg_rallo from the current 70%. Fial do Brazil is even more adwmcui o champ:on
the policy of “outward gfowlh"; which means naximum out-sourcing. In an extreme
"case;, Fiat teansferred 16 presses to Usiminas, ifs traditional supplier of steel sheets, in
order lo procure sfampinQ parts. Usiminas has begun 10 'weld some of thém into sub-
assemblies and eventually plans to deliver the entire body pre-assembled.

(2) ' Sélcclion df First-Tier Suppliers

Vemml dlsmu,grauon nolwnlhs{'mdmg the number of lirst-tier suppllers is rather
dcclmmg as can be seen in Table VI-5-5-8. Assemblers prefer to receive sub- assenblics
from a small number of first-tier suppliers, which are price compc.luu_.'e,‘ demonstrate
excellent product quality, ha\*e_ accumulated design capability to collaborate on the quick
intcoduction of new models, and can share the task of controlling those below the second
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tier. Itis too costly 1o support a large segient of PyME supphcrs $0 that lhcy might
reach competitivencss beyond the local after- matket 32 -

The pace of selection is varied between different assemblers; GM and VW are
arguably doing so faster than Ford. They take the opportunity of introducing new
models, which require more complex techiology lhaﬁ old oncs, for sifting out suppliers.
It is no coincidence that Ford, reluctant to bring in ne\«fx models, feels it less compelling to
reduce the number of sui}plicrs. The most pngrcssivé assembler in this regard is again
Fiat. Another remarkable exan-\ple of its unil délivefy ‘systcni is a medium-sized producer
~ of dashboard conttol pane} for Tempra, which receives 100 paris from 15 sub-suppliets.

Nevertheless, Brazitian autoparts suppliers still form a network rather than a rigid
pytamid in general. They belong to different constellations depending on products and
clients. A first-ticr supplicr of a cedtain component for Brand A may operate as a second-
tier supplier of another for Brand B. Otherwise, siipp!icrs may lose flexibility to survive
econotnic turmoil when its sole client ruris into trouble. One of the first-tier suppliers -
visited by the research team (shown in Table VI-5:-5-8) insisted that double sourcing was
still indispensable for important materials. For example, the mold-making for aluminum
injection takes 5-8 months even if the supplier needs to be switched. In another case, an
- assembler regotiates price and quantity dircetly with all its suppliers, but unassembled

parts are delivered to the first-tier suppliers, which have to manage the storage before the
“sub-assembly is ordered. |

| During the boom of 1993-94, pfoblcllié of controlling too mmiy supplicrs became
acuite. In Décémbcir 1993; GM's Sao José plant was working at its full capacity, and
~ suppliers are often unable to keep up with the pace. As a result, about 15-17% of the
" vehicles were “crippled”, ic. 5ssemb]'cd without parts which had to be addedf later on at a
very high cost. GM is introducing a "pull system" of inventory management, i.c. JIT
with some safety stocks. However, Fiat and VW are experimenting a more courageous
approach to exploit on single-sourcing and unit delivery.

_ ' Flat s) Progr'\m has been suc»cssfuﬂy altracting suppliers (o ils assembly site in

‘ |he state of Mmas Gerais and lmprovcd considerably its materials handling and logistics.

- Some of thcm are located inside its site, facmtalmg the JIT system and the delivery of
more co'mplelc units. The aforcme,nli'oncd control-panel supplier, originally located in the

“state of Siio Paulo, has ncafbja installed a plant for sub-assembly and linked it on-line

“with Fiat. The lead time from order to dispatch is reportedly as short as two hours.

32 Apother reason for single sourcing is transporl efficiency in spacious Brasib.
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_ VW'S Modular System allows sub-asscmblers of cabin, body and engine to locate within

‘the Spacé of its Taubaté [Sla'nl. VW chooses just one reliable supplicr responsible for the
stable delivery of cach module. The suiwplier has an access to preferential finance at the
VW/BNDES rate if it intends to invest in the industriat estate nearby.

(3)  Guidance from Assemblers to Supplicrs

As was mentioned in Scelion V1.5.4, assemblers in Argentina introduced the
suppliér developmient schieme from their Brazilian parents/sisters and are still dependent
on evaluators sent from Brazil due to kick of scale ccotiomies. Therefore, describing the
system in some depth is probably pertinent here, as this might show a basic stance of
Asgentine assemblers as well 33 In gencral, assemblers mix a carrot (consulting services)
and a stick {increasing iniports) to upgrade their suppliérs quickly. However, the balance
between carrols and sticks scems to be varied among them, e.g. between GM do Brazil
and Autotatina 34 .

a) GM do Brazil

PMC (Program of Conlinuous Improvemicnts) was introduced to asseibly plants
- by its previous president, who had become familiar with shopfloor improvements as a
" managing director of NUMMI during the late 1980535 In the Sao José dos Campos
plant, mectings lasting several weeks to several months take place, comprising wage
workers, managers and engineers. '

PMC has been expanded to aulopans supphcrs butina less continuous way. Fhe 1

' programy, called OTIMO (Optimization of Time, Inventory and Labor), is a celis syslcm |
modificd from PICOS i in Europe and now applied to Argenlun as OPTIMO. - In this

| program, GMB sends a team of speu’ihsts toa suppher for a week of intensive work. _
They select one working area to serve as a pilm project, where llld!C'ltOrS of production, -
inventory and costs are devised and analyzed. Next, problems such as lead time,
production flow, plant lay-out, inventory steucture, etc. are identified together with the

supplicr's staff. When corrective actions arc effectively implemented mlhc area, the imm .

leavcs the supphcr to carry on spreading changcs throughout the plant.

As GMB off_crcd'lhc'sé services free of charge, supplicrs résponded quickly. T he
program cost will be resumed by demanding price cuts in future purchases. By the end
of 1993, GMB had conducted OTIMO at its 200 principal suppliers (half of the total, but

3 This parl is mamly based on Posluima {1995).

34 Accordmg to Supplm N, Fial's )} Program cnjoys the highest reputation among the supp!u fs.
Unforiunalcly, however, the details wore not avaitahle during the Gieldwork.

35 e was tecently recrvited by VW do Branl to lead a similar program.
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resporisible for approximately 90% of its total purchases), plus some potential suppliers.
It stilt has 150-200 programs in 1995, which are said to be increasingly scif-reliant.36 -

b) Autolatina
Autolatina began encouraging supplicts to generate shopfloor improvements in

1992, but its approach is quite different from GM.B In thé Pt Program (laler; Q1 for

Ford and Q for VW), Autolatina makes autopats suppllcrs to hire a consultmg firin,
instead of providing consulhng services by theniselves 7 Although those w ho agree to
foltow the prograin receive the Preferred Supptier status (i.c. long-term contract), they
have to pay the consulling fee, send a monthly rcp’mtjdésc_ribing their performance on the
12 produélivil_y indicators, permif the assembler to inspect theie plants at any time and
share the benefits with other supplicrs by making presentations.

P1 seems to center more on price reductions than on quatily improvements.: The
assembler is pushing suppliers to realize the inl_crhaiional benchmark price known from
the database of its headquarters. As of mid-1994, it still allowed a 10% price maigin for
local suppliers against imports. They are removed from the supplier list when surpassing
the margin of 30% above the benchmark and showing no signs of improvements.
Nevertheless, international benchinarking in its strict sense would be extremely difficult,
as far as plants in Brazil produce models of different (i.c. outdated) generation from those
made in more industrially advanced countries.

133 out of the 500 suppllcrs (rt,pr-S\,Illlﬂg around 96% of the total pun,h'lses) had
joined this program by mid-1994. Ohwously, PYME supplicrs are cxpectcd to face inore
difficulties than large ones in bearing the consulhng fee. In one case, howcvcr they have -
managed to getthe pufcrumal status by orgamizing a club Autolatina orchestrated the
collaboration of five PYME supphcm in the same producllon chain with a consulting firm
and SEBRAL. After achieving significant improvements through SEBRAE's assistance,
each of the PyMEs is now pooling US$ 5,000 every month {o finance the fee for the
ISO9000 certification,

N chms'.'intcr;csling (o point out that there might be an incentive problem, too,
because a number of suppliers sell their products to both GMB and Autolatina. The latter
is in a position to enjoy a free-ride: in other words, it can purchase better and cheaper

36 Mercodes provides production facilitics when the guidance is obsceved, Suppliers can pay back in kind, or
Mercedes can relain the ownership of machinery.

37 At the time of ihe interview, VW had 30 personnel in the Procure menl Dtpanmenl in chargs of 1dmul')mg
problems and facilitating their solution, Hnm\cr. "YW just puls pressure, hul does not teach”, accordmg 0.
one of the supplicrs.
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autoparts from suppl:era. suppomd by GMB. ln fact, however, CMB demonstrates
much beltt,r lmrket petfommnce th'm Ford.

(4) | Co-bp‘emliv'c Development

There are a number of subsidiarics of Buropean and US suppliers located in
Brazil. In their origin count'ric's'. they have stronger design autononiy than the Japanese
style of design-in suggcsls tis s'mi that some of them still stick 1o products of three
generations ago in Brazil. New -comer assemblers are struggling hard to make them
accept their specifications because their production scale is not enough to request custom
development. |

The recent mtroducuon of new models has attracted attention to lcchnologlcal
capablhly of autoparis supphc;s ‘First, timely model change requires quick design
modifications so that assemblers' price and f unctional specifications, and local climate
and road conditions, are accommodated into products feasible on the production facility

“of supplicis. Second, simultaneous assembly of world cars of the same generation could
facilitate the export of components developed in Brazil to other assembly sites through the
global sOurcing network. |

Conscquently, an increasing number of ocal suppliers have acquired capability of .
dehilcd'design to remain first-tier supplicrs (see the next sub-section (3)). A major
reason why assemblers desire the buy -out of Argcmmc suppliers by Brazilian capital is
that the former will be able to concentrate on producuon (to clear lhc locah?,auon and’
compcnsallon rule) while relying on the latter for development. '

S.S‘.4 Fund Avallalnllty, Quahty Conirol 'md lechnology
Acquisition

In addition to Sindipegas, four autoparts-related business associations were
visited to grasp a general situation of PyME supplicrs in Brazil: ABIFA {casting), _
FORJARIA (forgmg) AB}PLAST (plastics) and ABIMAQ (nmchmcry) Thc:r membcr -
profiles are as follows: '
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Table VI-5.5.9 Prof:!e of the ler Associ’nllons

ABIFA o 1000 members 0”‘« (Py\1Es) ‘
B Memhers can impmve pmductwuy without hrge lnveslmem Bosides
dismissal and lay-out change, out-sourcing to smaller firms has become an
imporiant source of productivity improvements,
FORJAR!A 52 members 40% (small)
30% (medivm)
Fxpoﬂs are nearly dommaled hy ‘the three largest firms: Krupp, S:fco
Acesita. First-tier suppliers will be reduced and be obliged to become
second-tier.: Nevertheless, the number of small firms is inceasing. . Large
firms are vertically d_isintegraied into smaller enifs dué to management
difficolties. New PyMEs are also established through spin-offs of ex-
employees etc, These PyMEs tend to be specialized in the production of
unique products or for segmentéd markets, leaving R&D and mold/die
design in the hand of Targe firms. They contribute mdtreclly 10 the exports .
" of sub-assemblies. For éxample, an éxporter of suspensmn -axle unif is
increasingly out-sourcing the componeals.
ABIPLAST 6,000 firmns inkotal 800 members 4S% {micro and sma!l)

' . tpioduciiig 90%) . 35% (medivm) -
Py\ﬂ*s cannol vend dlreclly to set makers and assemblers and have a share
of less than 10% of the expoit market. - However, they have survived
demand Mtuctuations by using their versatile machiriery for umely products

. and markets.
ABIMAQ I.’ZO{) me_mbers 57% (micro and small)
i 31% - {medium)

R AR S A Ay kAR LR o A A R LA ARSI AR AR AR AR Y R AR 1A e A e A

Py\‘lLs are specialized in the low-tech end “small equlpmen! sub-
coniracting, components, agricultural machinery and machine tools in
remole areas.  As a family business, they have difliculties in accepling
M&A and in forming joint ventures.

(N Fund Availabi!i_ly_

When vertical i'mcgmlion was sweeping over Brazil, 'aul(ip:iﬂ's'suﬁplicr‘s also built
necessary cquupmem mlemfdly Trade liberatization has madc investment in superior
machinery indispensable to keep business with assemblers. Supphcrs internal reserve is
~ nof always enough to instali the fatest nmss-produumn machinery to explon on scale -

. cconomics. ‘Nevertheless, private banking loan has been limited to shori-terin working
capita), whose interest rate is by now extremely high due to the high inferest rate of
government bonds and the financial transaction tax {IOF). '_During the interview, the bill
 discount rate was said to be as high as 7% per month. Table VI-5-5-10 indicates the

- examples of capiial COsts.
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- Table VI-5-85-10: Capital Costs
. (December 1993)

Finance " Temm © Real Interest Rate

Hot Money 1 operational day Monthty
Overdraft 30-90 days Monthly 3.
Term Loan . 30- 90 days Yealy :
A(,C (for expon) up 1o 180 da)s mwuw""--“'--"Yearly S585% (US$)
ACE {forexport)  up to 180 days Yeuly 7.5-8.5% (US$)
lmpoit Finance  up to 360 days Yearly 8.5-9.5% (US$)
Expoit Note 30 days in general Yearly = 20% (US$)
No. 63 Loan “over 90 days Yearly * 16-18% (USS$)
Leasing over 40% of the lega! Yearly  20-279% (US$)

‘ : : depreciation period

~ No. 4131 Loan . over 2 years Yearly 16-18% (1JS%)
Parent-Child Loan "over 2 years Yearly ~ negotiable

' Debenture over 2 yedirs, but Yearly LIBOR +4-5%
(FRN etc.) up to 3 years in practice

Source: Bank of Tokyw

In such a money squeeze, BNDES-FINAME has been playing an important role
in ﬁnancing the fixed investment. BNDES administeates the sufficient resource of
FINSOCIAL, social investment uad, to promote the local capital- -goods mduslry The
local contents ratio to be qllahﬁed was over 70% but is now 60%. It is m'uniy used by
medivm and large firms, although the target borrower is PyMEs, due to burcaucracy
(¢.g. the minimum amount of !ending is too large for small firms). Even so, the ‘
conditions seem (o be less rigid than other public finaiicial means.38 In order to import
costly machinery, suppliers' crcdil suppfemchted with overseas insl'itulionzil lending
(e.g. German Ex-Im B'\nk) is very atlractive, but eligible PyME supphers are not
many. 39

(2)  Quality Control

Brazilian autoparts supplicrs have been much more actively involved in exporting
to industrally advanced countries than Argentine suppliers. After the trade liberatization
in the 1990s, QC has become important in the domestic market, too. Over 720 finis
have obtained 1SO9000 by June 1995, of which a majority40 is reporicdly automobile-
related (AB]MAQ has 130 ISO-certified members, ABIPL AST 17, ABIFA 10,and _
FOR]AR]A none) Four firms are added to the certification fist every day during the ﬁrsl
hatf of 1995, and the government projects that 5,500 compwmcs will achieve this
recognilion by the begummg of 1998. The three supplicss visited for the present research

_ 38 ABIMAQ told the research wam mal FINAME was pmndcd at 24.3% por year with the maxintum term of §
{cars (enepuonally 8-10 years) ai the timie of Lhe inlervigw.

9 Today, BNDES provides FINAMIN foi financing machmuy impeits.  According to Supphu C2, the mtcrcst
rate is 129% plus inflation, and the repayment period is 4 years |ndudmg the Z-year grace poriod.

+ 40 500 firms according to Supplier C1.
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(1400. 500, and 600 cmployces fcspcuwely) said that lhcy would got !SO900(} bctwccn
October and December 1995,

In addition ta the basic requirements of 1509000, supplicrs are committed to
various methods and activities to improve qualiiy and productivity (Table V1-5-5-11).
Supplier FK (Europeaﬁ-US joint venture with 600 employees) added a Japanese etement
to invent the COPPIC Program (Conformity, Organization, Productivity, Punctuality,
Inventory and Cost) after the European way introduced from its parent did not live up to
expectation. Supplier C1 (500 employecs) started the C1-2000 Campaign, "top-down
TQC”, from 1993_[0 break with the cullure of family enterprises. Supplier C2 (258
employees) asked a drama company to show shopfloor workers a QC play in ordér to
brainstorm them on the impontance of QC.

Table VI-5-5-11: Quality and Productivity Census in 1994
Issues : Understanding  Implementation

Qﬁalily System :
15O 5000 Principles 84 58

Quality Manoal - _ 88 70
Evaluation, Development and Certification of Suppliers 86 60
Quality Cost ‘ 78 52
- Auto-Evaluation of Organizational Quamy 82 60
Quality Control Tools
Failure Mode and Effect Analysis (FMEA) 80 60
Quality Function Development (QFD) _ 58 34
-~ Statistical Process Contro} (SPC) ' 86 64
Benchmarking . : - 62 .40
" Problem Analysis and Soluuon - 90 58
. Taguchi Method = | - .54 .30
" Esseatials o ‘ '
Dustla-Time ¢ 0 - ' 78 ' 52
Cells System - - 80 60
Total Productive Maintenance 68 38
Value Engincering 66 38
Out-sourcing : ‘ 80 56
Quality and Productivity in Services Admhmslrauon 60 _ 44
Organtzational Developmeal
Education for Quatity and Productivity : 82 67
Participatory Administration 7 54
Philosophy of Quality and Preductivity _ 80 )

Note: inquiry into 187 Stndipegas members: 104 supplicrs with less than 400 employecs, 58 with 401 to
1,000 cmployees, 25 with more than 1,000 complayees and 3 eaknown.
Source: Sindipegas, Desempenho do Sector 197441994,

As a source of assistance, suppliers seem to use a vaﬁcly of information sotirces
in Brazil: sclf-reliance (or internal employment of experts), Tocal private consultants with
practical experience, public instil-ut_cs and universities (¢.g. Fundaciio Vansol'ilni, USP;S
QC Foundation), and clients’ programs. ‘Opinions regarding the external consultants are
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divided: Supplier N (1400 employees) employed external (minihg consultants at moiithly”
fees. They fitst educated the intermal QC personnel, who then diffused the knowledge to
the marketing, purchasing and production personnel at thic level of division chicfs and
supervisors. Conscquently, the manual was being produccd at each section. Supplier
(2, which was in the midst of major restructuring and had digested no more than 30% of
the 1SO9000 schedule when visited, intended (o hire consultants only for docunmentation.

Public progranis and institutes for QC also received mixed comments. Public
assistance is essential for PyMEs, as their needs for 1ISO9000 are urgent, but many of
them cannot bear the-casts. ‘However, PBQP courses provided at SENAT and SEBRAE
are not beyond general principals. Therefore, the aforementioned business associations
are arranging sector-specific courses. For example, INP (National Institute of Plastics),
established by ABIPLAST, the association of plastic-material supplicrs and that of
equipment produters, modifics and diffuses PBQP for the plastics industry. ABIMAQ is
going to coordinate a quality management course by invifing SENAI lecturer, aiming at
those which already completed the SEBRAE course.

Advice from customer assemblers are not always welcome, either. F:rst of all,
supphcrs cannot cope with all of the clieat asseiblers, as it costs too much or their
requests are mutually contradicting. Sccond, technical ideas and specifications from the
clients are often impractical on the shopfloor. Third, their recommendations on the
quality management may not fit the corporate cullure of suppliers.

(3)  Technology Acquisition

Py‘\AEs have becn dcpendenl on the dcsngn 0f lhur chmls and ¢ on copymg ln
{his age of trade libcralization, they nced to introduce OEM tachnology or cquwalcnt
otherwise, the customers can procure better and cheaper autoparts from overseas.
However, multinational suppliers increasingly prefer to produce in Brazil rather than o
license tocal firms. PyMEs also rarely conduct co-operative R&DD with public mstllulcs
such as ITP, UNESP and UNICAMP, because PyMEs cannot transmit their nocds
precisely. The only exception is SENAI schools, which are training rather than R&D
institutes at the high-school level. It is a pity ilml skilled workers trained there h'wc not
been well accumulated due to economic msi'lbillly '

Larger suppliers are usually either foreign subsidiaries or licensees of OEM
technology. 4! Partners were introduced by assemblers or, in the case of after-market,

L4t For _c:_(ample, it is said that the technology of bait joint is controlicd by six fitms (two in cach of the US,
Europe and Japan) which are intereclated theough cross-ticensing.
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: tra_ding firms and distributors. Brazilian suppliers prefer German or Italian t’echn'ology,

" because US assemblers also produce Ruropean models in Mercosur. Nevertheless, these
firms conduct development internally, (oo, though ﬁm lcading to radical innovations of
the basic dcsign.

According to Supplier N, assemblers biing in specifications of excessive quality
but do not'havc} a sense of production ¢osts. To clear the price fargel, all the detailed
engineering has to rely on N's EXperience, -;N has the Division of Mechanical Enginecring

“with 60 graduates of universities and technical high schoots, which internally built 85%
of the installed machinery until recently. Today, N has established the R&D center,
recruited university graduates only and sent them overseas for training. Supplier C2

: employs 16 engincers for process development and 14 for product development. The
latter adjust the products to the Brazilian climate in the labogatory for piloi development.
Supp]icf FX holds two brands: one for those introduced from Europe and the other for
tocal development.
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