3.1		Agriculture, Livestock and Fisheries

		-- Start from the Basics for Competitiveness --



3.1.1	The Present Situation



3.1.1.1	Sector profile



(1)  General



	Since the beginning of the 1990s, wide-ranging policy measures have been put to effect toward the opening and transformation of the Argentine economy.  Although it is too early to expect the full impacts of still on-going reform measures, it is useful to summarize the general changes of the agricultural sector in the early 1990s relative to the 1980s.



	The share of the agricultural sector in GDP did not change greatly over the last decade, increasing from 17% during 1980-1983 to 18% of GDP during 1990-1993.  When aggregated with the share of the agro-based processing industries, the combined contribution to GDP increased significantly from 41% to 45% over the same period.  Within the agricultural GDP, the relative importance of the subsectors changed: reduced share of the livestock sector from 45% to 38%, and increased shares of agriculture from 45% to 53% and of fisheries from 1% to 2%.



	The contribution of the agricultural sector to Argentina's exports has been traditionally substantial.  Over the last decade, the share of primary commodities in the total exports decreased sizably from 43% in the early 1980s to 27% in the early 1990s, but the decrease was nearly offset by the increased exports of agro-based processed products.  The contribution of agricultural commodities and their processed products stood at 67% of the total exports in the early 1990s compared with 70% a decade ago.  



	The composition of the agricultural exports (including processed products) underwent significant changes relative to the situation in the early 1980s.  Among the traditional major export commodities and products, the contribution of beef products and cereals (wheat, maize and sorghum) declined substantially, while oilseeds and their processed products increased.  The exports of fishery products increased sharply, and their value during 1991-1993 was comparable to beef exports.  The export positions of other products are yet too early to evaluate, but dairy products, vegetables and beans, and tea and mate showed sharp increases of more than US$10 million in 1993.



	Agricultural imports traditionally had been of minor importance, consisting mainly of those products which are not produced in Argentina or used as raw materials by domestic industries.  The liberalization of external trade since 1991 stimulated the imports of agricultural and agro-based products, which rapidly increased from US$0.3 billion in 1990 to US$1.8 billion in 1993.  34% of the increase between 1990 and 1993 was for paper products, followed by 27% for processed foods, 16% for livestock products (mainly fresh and prepared meat of chicken and pork) and 11% for agricultural products (mainly fresh fruits and beverages like coffee, tea and cocoa).  



(2)  Impacts of reforms



	Many of the reform measures, notably the tax reform and deregulation, have been influencing the relationships of important factors of production and external trade in the sector of agriculture, livestock and fisheries.  According to the recent studies on the impacts of deregulation in the agricultural sector�, changes of tax policy have had immediate favorable impacts on the selected aspects of production and commercialization, while the impacts of deregulation and privatization have been mixed, basically because their intended objectives, such as improved efficiency and lower production costs, will require medium- to long-term time frames to manifest themselves.  In addition, the studies point out the special difficulties of adjustment in so-called regional agriculture, where various industrial crops, fruits and vegetables are grown mainly by small-scale farmers.



	Several major findings of the studies are summarized below to indicate their implications for the future perspective of growth.



- A series of reductions and/or elimination of taxes, rates and contributions imposed on exports substantially reduced the costs of secondary commercialization for major export products, and increased the share of domestic prices relative to the FOB prices.



- Reduction of import taxes on inputs and capital goods, coupled with other reform measures, significantly lowered the prices of agricultural inputs such as machinery and equipment, fuels, fertilizers, agricultural chemicals and veterinary medicines. 



- The favorable impacts on input prices have been partially offset by the increased costs of non-tradables.  For example, wage rates of labor have risen, while the deregulation and privatization in service sectors, especially in the grain distribution and  transportation sector, have so far had mixed results in reducing the costs of these services.



- During the period from early 1991 and early 1994, the profitability (in terms of gross and net profits) of major grains (wheat, maize, sunflower and soybean), cattle breeding and fattening, and dairy farming significantly improved.  This improvement has resulted from the increased share of domestic prices relative to FOB prices, while both variable and fixed costs of production generally increased in aggregate terms (increases or decreases varied among individual cost items).



- The improvement of profitability has been small and thus tend to favor medium- to large-scale producers employing improved farming technology.  Small and less technified producers and tenants could not realize a sufficient increase of their total agricultural income, which seriously affects the viability of their farms. 



- The improved profitability has not been adequate enough to induce investments for modernizing farming practices, partly because the tax burdens of the producers increased as a result of the improved tax efforts by the federal government, and partly because tax reforms on the provincial and municipal levels are not yet completed.  The reduced costs of capital in the banking sector improved the accessibility to credit, but the interest rates still remain high compared with the international standards (with no possibility of anticipating negative interests due to inflation).



- The growers of deregulated regional agricultural products (sugar, mate and Tobacco) outside the pampean region are losing what little viability they have had if ever, and are seriously disadvantaged in improving their competitiveness in the international and domestic markets. 



- Small-scale growers of fruits and vegetables are similarly disadvantaged in their access to improved farming technologies, appropriate post-harvest facilities (cold storage and transportation), efficient distribution network reaching international markets and so on.  The situation if left unattended will further widen the regional and income disparities in the agricultural sector. 



(3)  New institutions and support programs



	The process of deregulation and privatization involved, among others, the dissolution of eleven public entities which used to control some aspects of agricultural production and marketing.  At the same time, a number of new or reinstituted organizations have been established to facilitate the adjustment and transformation of the agricultural sector.  With external financial assistance, these organizations and the Secretaria de Agricultura, Ganaderia y Pesca (SAGyP) with its research institutions have been implementing a variety of support programs and activities.



	IDB-financed PROMSA, which aims to modernize federal-level support services, have been implementing since 1992 animal health and plant protection campaigns respectively by SENASA and IASCAV, seed multiplication and certification by INASE, selected research projects by INTA and INIDEP, new export promotion programs (PROCAR for beef and PROMEX for non-traditional products), and the integrated agricultural information system (SIIAP) managed by SAGyP.  Similar modernization programs will be shortly initiated on the provincial level by IDB/World Bank-financed PROSAP.  The full realization of the objectives of these support activities and specific programs described above will no doubt take some time to materialize, but  the early signs are more than encouraging, as shown in the FMD eradication campaign, export promotion activities by PROCAR and PROMEX, and copious generation of information by SAGyP and other institutions, to name but a few.



	A number of technical and financial support programs have been launched with special emphasis on small and medium producers and/or specific regional agricultural producers.  For example, the Program of Rural Change under the decentralized INTA management provides farmers groups with technical assistance on advanced production and post-harvest technologies for intensification and diversification, facilitates better access to credit, and also promotes cooperation and interactions between the public- and private-sector organizations.  With cooperation of IICA, the Social Agricultural Program (PSA) offers technical assistance and subsidized credit for productive group efforts of small farmers to improve their agricultural productivity and income, on the one hand, and provides aids to small farmers affected by socio-economic and climatic emergencies, on the other.  Together with other support and credit programs designed for regional agriculture (e.g., NEA and Patagonia), these programs are receiving overwhelming responses from the producers, indicating the pressing needs of such supports during the period of adjustment.





3.1.1.2	Crop subsector



(1)  General



	Argentina grows a diversity of crops, reflecting the country's diverse agro-climatic endowments. However, the bulk of export traditionally has been concentrated in five crops of wheat, maize, sorghum, soybean and sunflower, which together command a planted area of some 15 million ha in and around the fertile Pampa region.  Other cereals and oilseeds, industrial and horticultural crops have been grown usually in much smaller scale of operation and many of them are chiefly produced for domestic use.  



	The production of various crops was affected by the economic destabilization toward the end of the 1980s.  Immediate impacts of the economic reform measures were seen in the quick recovery of many crops from the dip of production recorded in 1989.  However, it is yet too early to evaluate their prospects of recovery and growth in the medium term.  Compared with the averages in mid-1980s, the performances of selected cereals, oilseeds and industrial crops  during 1990/91 - 1993/94 were mixed (Table 3.1.1).  Only soybean and beer barley indicate dynamic growth in their production trend, while others such as sorghum, rye, linseed, mate and sugarcane are in a clear declining trend.  The rest of the crops show either in moderate increase or decrease, or leveling off.  



Table 3.1.1   Production of Selected Cereals, Oilseeds and Industrial Crops

(‘000 tons)

�1984-86 Av.�1991/92�1992/93�1993/94��Wheat�11,369.3�10,700.5�10,903.6�10,614.0��Maize�11,166.7�10,700.5�10,903.6�10,614.0��Sorghum�5,700.0�2,767.0�2,859.7�2,261.0��Soybean�6,866.7�11,310.0�11,045.0�11,457.0��Sunflower�3,233.3�2,059.7�2,955.9�3,549.0��Rice�439.7�732.7�592.8�551.0��Oat�570.0�695.0�600.2�551.0��Beer barley�146.7�570.1�580.1�456.0��Rye�126.6�62.5�34.0�57.0��Millet�133.7�65.3�59.3�53.0��Birdseed�42.2�56.9�33.2�23.0��Groundnut�244.7�221.4�233.4�209.0��Linseed�540.0�342.9�176.5�112.0��Safflower�6.9�n.a.�16.0�7.0��Cotton�507.6�652.0�431.1�695.0��Sugarcane�14,670.0�12,834.0�10,310.0�n.a��tabacco total�68.4�n.a.�112.0�n.a��Mate�454.1�172.4�195.4�n.a��Tea�185.5�199.6�235.4�n.a��Source:  Figures are based on the printouts provided by the Direccion de Informacion y Sistemas of

	SAGyP.





	Given the available resource limitations, the Study Team selected, in consultation with the Argentine counterparts, only limited aspects of Argentina's crop subsector in this report: namely, five major grains and horticulture.  This does not mean that other agricultural products have no export possibilities in East Asia.  From the viewpoint of pursuing export expansions vis-a-vis East Asian countries, the Study Team considers that the five major grains will be most important.  Given the predominance of small-holder agriculture and strong policy tendencies to protect small farmers in land-scarce East Asian countries, Argentina has more definite comparative advantage in the extensive type of production.  The existence of various forms of regional agriculture suggests a diversity of potentials to be activated for export-oriented production, as indeed being vigorously promoted by PROMEX.  At the same time, the problems to be coped with  are as diverse as the number of regional crops grown.  Horticulture is selected to ascertain an emerging approach to export promotion.



�(2)  Major cereals and oilseeds



a.  Production

	Five major grains together account for nearly 90% of Argentina's gross agricultural product of total cereals and oilseeds.  Although with fluctuations caused by the vicissitude of international market conditions and a vagary of periodic economic destabilization, the production of these grains showed a secular trend of growth since the 1950s and expanded tremendously during the 1970s (Table3.1.2).  The growth of soybean was especially dramatic, its production which began experimentally in the early 1960s jumped from a mere 0.1 million tons in the early 1970s to nearly 4 million tons in the early 1980s.  The remarkable performance in the 1970s was derived from the global technological innovations.  The mix of the green revolution adopted in Argentina was the introduction of new genetic materials in the form of hybrids and other high-yielding varieties and the increased use of mechanical power to expand the area under cultivation, without appreciable utilization of chemical fertilizers in the cultivation of the five grains.  Especially notable development during the 1970s was the quick diffusion of double cropping of early maturing wheat and soybean, which expanded in the traditional single-cropping area of maize.  



Table 3.1.2  Trends of Major Cereals and Oilseeds

�70/71-72/73�80/81-82/83�90/91-92/93��Production (1000 tons)�����Wheat�6,073�10,346�10,249��Maize�8,497�10,500�9,789��Sorghum�3,993�7,883�2,619��Soybean�136�3,973�10,939��Sunflower�846�1,880�3,466��Harvested Area (1000 ha)�����Wheat�4,320�6,096�4,684��Maize�3,593�3,178�2,267��Sorghum�1,928�2,377�717��Soybean�87�2,049�4,947��Sunflower�1,312�1,618�2,321��Yield (1000 kg/ha)�����Wheat�1,406�1,697�2,188��Maize�2,365�3,304�4,319��Sorghum�2,071�3,316�3,655��Soybean�1,563�1,939�2,211��Sunflower�645�1,162�1,493��Sources:  For the 1970s and 1980s, Bolsa de Cereales, Numero Estadistico, 1984.  For the 1990s,

	Direc. of Agrarian Economy and International Affairs.





�Figure 3.1.1  Production of Major Cereals and Oilseeds (1,000 tons)

�





	The dynamism of the 1970s more or less continued through the early 1980s, but after mid-1980s the decreasing trend of three cereals set in (Figure 3.1.1).  After the sharp drops during the hyperinflation of the late 1980s, the five grains showed recovery in the early 1990s, but the behaviors differed significantly among them.  Relative to the respective levels of production in the mid-1980s, only soybean recorded a substantially higher level of output in the early 1990s.  Wheat, maize and sunflower remained more or less on a par, with sorghum showing a steadily declining trend.  Different behaviors are principally related to the external conditions.  Wheat and feedgrains (maize and sorghum) have been seriously affected by the loss of major importers like former Soviet Union, the import-restrictive agricultural policy in EC, and subsidized exports by other producing countries.  The production of soybean was aided by the growth of oil milling industry as well as by better external market conditions.  The growing importance of soybean was shown in the expansion of its double-cropping in the wheat-soybean rotation area.  



	On-going economic reforms include those measures which influence, directly and indirectly, the structure of costs and margins of various farming operations.  The Study Team was able to obtain only limited, and indicative information elaborated in the afore-mentioned study on the impacts of deregulation.  The indicative figures in Table 3.1.3 show improved profitability for wheat, maize, soybean and sunflower during the period from 1990/91 to 1993/94.  The primary source of this improvement is the increased farm-gate prices derived from the elimination of export taxes and other rates imposed on various stages of secondary commercialization.  The aggregate direct costs increased, with the exception of wheat, because of the risen costs of labor and services (e.g., transportation) which more than offset the reduced prices of material inputs like agrochemicals and fuels.



Table 3.1.3  Changes in Average Costs and Profit by Farming Activity

(US$/ha)

��Wheat���Maize���Soybean��Sunflower�����Period 1�Period 2�Period 3�Period 1�Period 2�Period 3�Period 1�Period 2�Period 3�Period 1�Period 2�Period 3��Farm-gate Price (US$/qq)�6.26�11.80�12.00�8.55�8.90�10.30�17.57�19.63�21.75�14.97�21.00�21.70��Direct costs (1)�171.95�184.04�171.27�269.53�265.69�291.56�243.68�254.63�271.92�211.94�231.00�249.00��Gross margins (2)�-34.35�75.56�92.73�115.22�134.81�171.94�142.86�177.30�206.58�57.46�147.00�141.60��Structural costs (3)�53.72�75.89�66.02�65.47�71.39�66.02�65.47�71.39�66.02�65.47�71.39�66.02��Net profit (4)�-88.07�-0.33�26.71�49.75�63.42�105.00�77.39�105.91�140.56�-8.01�75.61�75.58��Average costs (5)�7.82�8.37�7.79�5.99�5.90�6.48�11.08�11.57�12.36�11.77�12.83�13.83��Period 1:	Wheat - December 1990 to january 1991; Corn, Soybean, Sunflower - April to June 1991.

Period 2:	Wheat - December 1992 to january 1993; Corn, Soybean, Sunflower - April to June 1993.

Period 3:	Wheat - December 1993 to january 1994; Corn, Soybean, Sunflower - April to June 1994.

(1)	Direct costs for production, harvesting, and commercialization (in sunflower, discounts are excluded).

(2)	Gross income minus direct costs.  Yields in qq/ha are 22 for wheat, 45 for maize, 22 for soybean, 18

	for sunflower; Gains in kg/ha/year are 114 for breeding, 272 for fattening, and 107 for dairy farming.

(3)	Taxes for asset and real estates, municipal tax, moblie tax, fees for agents, administrative costs,

	office expenses, conservation and unforeseen expenses.

(4)	Gross margins minus structural costs.

(5)	Direct costs per quintal.

Source:	Taken from Table 8 in Obschatko, Edith S. de, Sguiglia, Eduardo and Delgado, Ricardo, Effectos

		de la Deregulacion sobre la Competitividad de la Produccion Argentina, Fundacion ARCOR,

		Coleccion Estudios Politicos y Sociales, 1994, pp.70-71.



	The costs and margins above are estimated on the basis of the typical farming practices with constant yields close to national averages, and notably fertilizers are not included among the direct costs.  This implies the possibility of increasing the profitability by improving the productivity of farming operations.  According to the SAGyP information, the consumption of chemical fertilizers have picked up in recent years, and the wheat area applied with fertilizers, for instance, increased from 25% of the total area in 1991/92 to 34.5% in 1993/94.  The possible improvement in profitability shown in the table appears too small for smaller farmers to generate sufficient income and to invest in the application of more technified, productive farming technology.  



b.  Marketing



1)  Deregulation and privatization

	Since the late 1980s, the grain commercialization, as many industries in Argentina, has been compelled to readjust the new economic rules created through deregulation and privatization.  In 1989, the National Grain Board (JNG) halted its price support mechanism and purchase programs of wheat aimed at ensuring a steady supply of flour for domestic consumption.  The dissolution of the JNG in 1991 put a period to the guarantee to producers for the delivery of their crops to grain merchants and exporters, the instrumentation of input/output exchange schemes, and the operation of silos and country elevators and port elevators.  Under the deregulation policy, there has also been a reduction of the tax burden on exporters of cereals and oilseeds with the purposes of cutting export costs and of enhancing competitiveness for production.



	The state has transferred to the private sector, by means of sale or concession, the network of country and port elevators.  40 country elevators out of 64 have been privatized, as well as three port elevators out of 16.�  As a consequence, there have been a fall in elevating tariffs and a speed-up of loading procedures, which reduce the cost of vessel stays.  A number of informants for the present study, particularly those in the private sector, however, have pointed out that poor inland infrastructure (e.g., roads) due to lack of public investment is now a major constraint for a quick delivery of harvests to ports.  In addition, there has not been a significant change in domestic collecting networks for grains because they were already handled by grain merchants and exporters before the dissolution of JNG.



2)  Impacts of economic reforms

	The domestic commercialization costs for grain, which were found to be excessively high in comparison to other major grain producing countries in the previous study have significantly decreased due to the elimination or reduction of taxes and duties affecting grain exports.  These include export tax, statistical tax, INTA duty, tax on foreign currency transfers, and the charges for services provided by various official agencies such as the Shipping Inspectorate, JNG, and the Port Authority.  It is also reported that the efficiency of grain elevator operations has increased due to privatization and thus helped to reduce commercialization costs.  SCI has reported that between 1990 and 1994 the price per ton effectively received by grain exporters increased from $96.60 to $110.29 for wheat, from $80.99 to $102.48 for maize, and $179.73 to $221.95 for soybean.



	What the marketing sector is currently undergoing as part of the restructuring process is the concentration of grain merchants (acopiadores).  According to Bolsa de Cereales, the number of acopiadores decreased from some 400 to around 150, with 27 country elevator closed down, in the last few years, though this is due partly to a shrink of grain harvests in the late 1980s.  Companies that do not have good management together with access to finance are most severely affected by the policy changes.  But even most of the large transnational corporations that have long dominated the Argentine grain export have reduced the number of their employers.  After a period of speculations that could generate an "artificial" income, the marketing sector, as well as the production sector, now seems to have no choice but to improve the efficiency of their operations.



	Nevertheless, the private sector has been gradually adapting its way of business to the new situation.  For example, futures markets and options in dollars, authorized recently, have been increasingly used for risk-hedging, from 1.5 million tons of grains in 1992 to 7 million tons in 1993, after the price support mechanism was abolished.



3)  New programs and organizations

	To facilitate the private sector's readjustment and to expand market opportunities, SAGyP has been implementing a program called COMERCIAR (the Promotion of Instruments of Marketing and Financing for the Modernization of Agricultural-Livestock Commerce) with the support of the Grain Exchanges (Bolsa de Cereales) and related entities.  Its activities include the diffusion and promotion of the utilization of prefinancing for exports, futures markets and options, and warranties.  For this purpose, the program staff distribute publications and provide seminars at different locations of the country.  The previous study concluded that the underdevelopment of futures markets was one of the institutional constraints for increasing grain purchases, especially by foreign buyers in Argentina.  This can be therefore considered an important development for the grain commercialization in the light of enhancing international competitiveness.



	After the dissolution of JNG, the function of obligatory plant health and quality controls for grains was transferred to the Argentine Institute of Plant Health and Quality (IASCAV), an organization created under the Secretariat of Agriculture, Livestock and Fisheries (SAGyP) in 1991.  In addition to plant quarantine and general inspection, it also controls the rules of market and industrial quality of agricultural products, including agro-based manufactured products.  A weak quarantine and quality control system of the country has been one of the technical constraints for exporting various agricultural products.  Many Argentine experts stress the importance of strengthening IASCAV's activities for the agricultural export expansion, especially of non-traditionals such as fruits and vegetables.



c.  Grain exports



1)  Trends

	Grain exports generally decreased during the latter half of the 1980s and so did the Argentine share in the world market.  Cereal exports as a whole dropped from US$ 2.9 billion in 1983 to US$ 0.7 billion in 1987, while oilseed exports from US$ 1.0 billion in 1984 to US$ 0.2 billion in 1989.�  There were large falls in the exports of all major grains in the late 1980s (Table 3.1.4).



�Table 3.1.4  Argentine Exports of Major Grains

(Unit:  1,000 tons)

�Wheat�Maize�Sorghum�Soybean Grains�Sunflower�Soybean Oil�Soybean Pellets�Sunflower Oil�Sunflower By-products��1983�10,174�6,477�5,260�1,419�3�300�1,704�614�943��1984�7,280�5,558�4,236�3,100�146�490�2,460�595�846��1985�9,671�7,040�3,306�2,987�379�525�2,352�840�1,191��1986�4,030�7,374�1,936�2,604�524�669�3,275�954�1,403��1987�4,197�3,963�1,030�1,292�48�724�3,622�662�948��1988�3,672�4,233�1,440�2,096�55�897�4,521�773�1,155��1989�4,952�1,879�391�430�113�760�4,521�834�1,252��1990�5,847�2,922�1,128�3,259�351�1,246�5,157�1,303�1,419��1991�5,544�3,840�1,286�4,406�368�1,008�5,803�751�1,475��1992�6,058�6,055�1,164�3,105�296�946�6,411�655�1,200��Source:  Bolsa de Cereales de Buenos Aires, Numero Estadistico 1992/93.





	Grain exports have somewhat recovered since 1990, but not to the levels seen in the early 1980s.  An exception was soybean and its exports reached US$ 0.9 billion (4.4 million tons) in 1991.  As far as grains and oilseeds are concerned, therefore, the export performance has been stagnant even though there appear to be favorable impacts of the economic reforms on the production and commercialization.



	This situation is rather a result of the international price crisis for grains brought about by an increase in subsidized exports from industrialized countries since 1985, than a deterioration in Argentina's international competitiveness itself for these commodities.  A change in the international political map in the late 1980s has also influenced the international trading pattern for grains, with the ex-U.S.S.R., which used to be one of Argentina's major clients, becoming an importer of subsidized grains.  The growing demand in domestic markets owing largely to the expansion of agroindustrial activities is one of the factors for the decreased exports.



2)  Destinations

	It is one of the characteristics of Argentina's grain exports that destinations fluctuate from year to year, which has not much changed since the mid-1980s (Tables 3.1.5 - 7).  However, there are some large, relatively stable, destinations of Argentina's major grains; Brazil for wheat and maize, Japan for maize and sorghum, the Netherlands for soybean and sunflower seeds, and Mexico for sunflower seeds.  A recent significant development is the growing importance of neighboring countries, e.g., Brazil and Chile for wheat and maize exports.



�Table 3.1.5  Major Export Destinations of Wheat

(Unit:  tons)

Country�1986�1987�1988�1989�1990�1991�1992��Benin�8,400�0�0�0�0�0�0��Bolivia�20,470�23,718�23,528�8,722�1,500�148,258�103,064��Brazil�687,053�1,063,912�928,861�1,635,951�1,810,329�2,889,043�3,248,856��Chile�6,050�0�7,700�0�0�33,580�303,605��China�402,505�808,958�304,147�1,131,388�749,764�444,861�42,000��Colombia�75,454�82,600�67,410�99,482�11,424�0�187,490��Cuba�66,000�135,800�90,786�49,810�118,800�168,923�59,850��Indonesia�164,100�240,734�190,156�10,000�308,155�375,550�350,805��Iran�512,730�496,589�772,628�659,612�1,469,707�359,508�431,999��Lebanon�148,891�64,000�0�0�0�50,323�0��Libya�87,340�0�0�0�0�0�0��Malaysia�61,973�0�0�16,720�18,412�35,890�0��Netherlands�10,130�0�0�0�0�1,700�1,500��Nigeria�56,327�0�0�0�0�0�0��Norway�56,326�0�0�55,000�0�25,641�0��Pakistan�131,413�0�0�0�0�0�0��Paraguay�25,000�0�0�0�0�23,460�29,125��Peru�593,680�413,262�440,042�479,285�307,074�567,598�571,400��Poland�223,142�0�0�0�0�0�0��Portugal�29,975�0�0�0�0�0�0��Singapore�0�0�0�0�0�2,200�0��South Africa�28,641�30,000�0�0�0�0�30,172��South Korea�64,332�63,178�21,300�0�0�0�0��Spain�291,484�0�0�0�104,295�193,110�57,750��Turkey�177,887�0�0�69,695�444,605�0�0��Uruguay�58,532�6,536�0�15,404�0�0�216,455��U.S.S.R.�15,288�541,093�633,400�609,112�466,053�31,723�0��Venezuela�0�199,547�151,557�111,435�0�46,300�12,800��Other Countries�26,557�27,500�40,366�0�37,302�146,765�410,652��Total�4,029,680�4,197,427�3,671,881�4,951,616�5,847,420�5,544,433�6,057,523��Source:  Bolsa de Cereales de Buenos Aires, Numero Estadistico 1992/93.



Table 3.1.6  Export Destinations of Maize

(Unit:  tons)

Country�1986�1987�1988�1989�1990�1991�1992��Angola�8,250�7,551�64,507�68,437�39,880�49,131�12,937��Algeria�404,330�0�0�0�0�47,500�0��Belgium�270,685�264,112�179,116�90,400�42,012�62,973�28,250��Brazil�859,037�118,855�32,086�206,425�449,938�544,287�429,845��Canary Island�25,870�6,004�4,710�3,500�1,000�1,000�4,005��Chile�0�0�0�0�0�43,025�221,996��China�52,585�143,496�0�0�0�0�0��Cuba�303,138�367,559�518,048�548,244�421,797�92,829�17,437��Cyprus�36,580�0�13,315�0�0�0�35,410��Dominican Rep.�32,094�0�0�0�0�9,225�44,930��Egypt�357,846�27,031�255,059�0�30,442�207,260�282,921��France�0�0�0�0�0�0�17,602��East Germany�64,353�0�0�0�0�0�0��West Germany�128,555�80,445�188,692�100,504�116,973�80,599�134,385��Iran�915,262�923,458�443,710�622,946�795,767�516,278�340,567��Italy�269,426�197,396�188,255�65,745�53,751�152,282�65,375��Japan�1,276,189�257,846�143,094�180�60,475�462,950�341,809��Jordan�16,500�0�21,996�0�0�48,000�100,438��Lebanon�48,725�0�10,000�0�7,430�39,139�19,665��Libya�87,618�10,000�0�0�86,268�67,633�67,070��Malaysia�88,711�118,161�308,384�0�94,521�0�30,675��Malta�80,562�0�12,601�0�9,300�34,288�0��Mexico�266,034�0�0�0�0�0�18,075��Morocco�59,249�0�0�0�0�0�76,830��Netherlands�36,611�8,524�26,230�40,852�89,366�87,491�70,987��North Korea�261,495�0�0�0�0�0�0��Norway�0�18�0�0�0�0�0��Peru�101,880�0�256,385�45,188�115,750�444,772�648,285��Poland�19,329�0�0�0�0�0�0��Portugal�180,841�0�31,620�0�57,856�0�0��Puerto Rico�61,564�28,545�32,129�18,400�12,197�14,932�16,780��Rumania�290,801�0�0�0�0�0�0��Saudi Arabia�100,600�32,739�63,633�0�95,434�86,022�295,611��Singapore�16,147�19,075�126,548�0�67,002�0�27,085��South Africa�0�0�0�0�0�131,542�1,192,141��Spain�14,606�22,927�190,821�4,199�70,007�31,539�127,089��Syria�33,786�0�0�0�28,188�57,983�32,844��Tunisia�78,581�0�0�0�52,500�23,043�140,157��Turkey�121,584�0�0�0�0�20,800�13,810��U.S.S.R.�387,743�1,260,923�878,378�0�0�0�0��Uruguay�20�43,793�35,883�59,375�21,159�21,508�29,977��Venezuela�0�0�0�0�0�0�98,230��Other Countries�17,291�24,539�207,367�4,956�102,771�462,345�1,071,756��Total�7,374,478�3,962,997�4,232,567�1,879,351�2,921,784�3,840,376�6,054,974��Source:  Bolsa de Cereales de Buenos Aires, Numero Estadistico 1992/93.

Table 3.1.7  Export Destinations of Soybean Grains

(Unit:  tons)

Country�1986�1987�1988�1989�1990�1991�1992��Belgium�259,034�25,000�0�27,950�130,299�98,824�30,810��Brazil�0�0�0�0�0�251,279�194,557��China�102,939�0�0�0�0�0�28,513��Cuba�10,020�0�0�0�0�0�4,000��Finland�25,500�0�0�0�0�0�0��France�0�0�0�0�22,478�45,046�60,583��West Germany�360,234�80,150�133,001�55,790�347,699�355,469�200,334��Greece�56,080�13,800�86,616�25,050�66,210�121,967�85,151��Isreal�0�0�0�0�0�757�0��Italy�314,386�77,850�368,364�52,500�341,113�476,981�487,216��Japan�7,381�0�0�30,420�25,253�26,170�23,754��Lebanon�18,000�0�0�0�0�0���Malaysia�10,550�0�59,654�0�223,378�81,538�119,385��Mexico�46,461�0�0�0�43,395�19,515�23,790��Netherlands�633,737�410,444�1,043,440�233,139�1,270,578�1,721,540�1,055,588��Norway�85,345�24,500�28,000�0�96,699�70,626�46,510��Portugal�244,531�23,750�194,870�0�127,617�298,703�15,117��Rumania�137,209�0�0�0�86,202�122,548�0��Spain�230,070�0�0�0�296,105�496,931�203,688��U.K.�0�0�0�0�0�31,947�51,170��U.S.S.R.�0�636,358�0�5,000�0�0�0��Venezuela�53,551�0�74,316�0�0�88,307�0��Other Countries�9,446�0�108,005�0�181,649�97,488�475,242��Total�2,604,474�1,291,852�2,096,266�429,849�3,258,675�4,405,636�3,105,408��Source:  Bolsa de Cereales de Buenos Aires, Numero Estadistico 1992/93.





	Asian countries, with their large populations and the declining relative importance of the agricultural sector in those countries in general, are potential destinations of Argentine grains.  If the industrialized countries stopped subsidizing grain production and export, certainly, there would be greater possibilities for Argentina to expand the destinations for its products.  The Argentine government, as a member of the Cairns Group, has been putting much effort to improve world agricultural trade environments.



d.  Domestic demand 

	There are three categories for Argentina's grains from the viewpoint of export/domestic use:  a) Grains mainly exported (maize and sorghum); b) Grains exported but with a higher percentage retained for domestic use (wheat and soybean); and c) Grains mainly retained for domestic use (sunflower seeds).  The difference in domestic consumption, i.e., utilization by industries, can be attributed mainly to the external marketability of their processed products.  Crude vegetable oils and meals can be processed for external markets, while cereals are favored unprocessed.  These characteristics have remained basically unchanged since the previous study (Okita I).



	Over the past decade, however, the domestic orientation has tended be intensified as exports have become stagnant and, partly because of it, agro-based manufacturing industries developed.  This tendency was already seen for soybean in the 1970s and the early 1980s, when the oil milling industry grew.  Between 1980-84 and 1985-92, the percentages used by domestic industries in the total demand increased from 41% to 44% for wheat, 21% to 25 % for maize, from 5% to 12% for sorghum, and from 46% to 66% for soybean.�  Only for sunflower seeds, the number decreased from 98% to 92% for the same period due partly to the increased exports to Mexico since the late 1980s.



Table 3.1.8  Commercialization of Major Grains in Argentina

(Unit:  1,000 tons; %)

Crop�Wheat��Maize��Sorghum���Soybean���Sunflower���Year�Dec.-Nov.��Mar.-Feb.��Mar.-Feb.���Apr.-Mar.���Jun.-Dec.����Used by Domestic Industry�% of Export

in Total

Demand�Used by Domestic Industry�% of Export

in Total

Demand�Used by Domestic Industry�% of Export

in Total

Demand�Used by Domestic Industry�Of Which Oil Export Grain Equiv.�% of Export

in Total

Demand�Used by Domestic Industry�Of Which Oil Export Grain Equiv.�% of Export

in Total

Demand��1985/86�4,030�70.6�1,454�82.9�  211�94.0�3,669�3,281�94.2�2,908�2,100�75.4��1986/87�4,065�49.8�1,418�83.9�  371�83.9�4,236�4,181�99.2�3,730�2,385�78.8��1987/88�3,957�51.5�1,465�73.0�  217�82.6�5,019�4,525�92.2�2,259�1,655�83.0��1988/89�3,900�48.7�1,317�76.3�  131�91.7�6,298�5,606�91.8�2,721�1,933�83.6��1989/90�4,136�54.5�1,175�61.5�  96�80.3�5,389�4,750�93.4�3,120�2,085�85.9��1990/91�4,131�58.7�1,036�73.8�-�-�6,617�7,788�111.9�3,511�3,258�96.3��1991/92�4,313�56.2�1,297�74.8�-�-�6,620�6,300�97.1�3,753�1,878�77.0��1992/93�3,834�61.2�1,268�82.7�  93�92.6�8,145�5,913�80.2�3,550�1,638�71.3��Source:  Bolsa de Cereales de Buenos Aires, Numero Estadistico 1992/93.





	Since the late 1980s processing industries, such as flower milling and oil extracting, have also been going, or gone in some cases, through the process of restructuring, associated with concentration around relatively large-scale and more efficient plants equipped with new facilities.  This process has occurred under the new economic policies but was also be brought about by a fall in profit margins under the price crisis for grains in general.  The present situation of these industries is analyzed in more detail in the manufacturing subsector analysis of this report.



(3)  Horticulture

 

a.  Production

	Horticulture (fruits, flowers and vegetables including beans and pulses) in Argentina is reported to have recorded moderate long-term growth since the beginning of the 1980s, and accounts for roughly 20% of the agricultural sector GDP�.  Blessed with the diversity of ecological conditions, it is commonly pointed out that the country has year-round possibilities of producing various horticultural crops (fruits, vegetables and flowers) for international trade as well.  The fact remains, however, that the apparent potentials have not been fully exploited.  Only a limited number of crops, such as apple, pear and a few citrus fruits show some consistent export performance over the last decade or so.  



	Horticultural production of Argentina is mainly found outside the pampean region, such as in the northern parts of the country (NOA and NEA), the western area (Cuyo) and river valleys of northern Patagonia.  In addition, the southeastern part of Buenos Aires Province and the areas along the mid-streams of the Parana and La Plata produce a variety of horticultural crops mainly to supply to the metropolitan area of Buenos Aires.  The crops grown in these areas are quite diverse, but a rather limited number of crops dominate in quantitative terms of planted area and tonnage.  Table 3.1.9 shows the production of major fruits and vegetables in recent years, mainly based on the information obtained from SAGyP�.



Table 3.1.9  Production of Major Fruits and Vegetables

(‘000 tons)

�1984-86 Ave.�1989/90�1990/91�1991/92�1992/93��Orange�621.5�648.3�773.9�739.0�708.9��Lemon�436.2�534.1�656.0�660.7�605.0��Mandarin�257.7�280.4�346.3�395.3�321.3��Grapefruit�165.5�166.6�203.9�191.9�196.5��Apple�796.1�1,050.0*�950.0*�1,043#�600.0��Pear�174.8�275.0*�204.4*�290#�263.0��Grape�2,478.7�('89) 2,938.3�n.a.�2,953.0#�1,944.6#��Peach�245.8�('89)    249.5�n.a.�235.0#�250.0��Apricot�22.2�('89)      16.5�n.a.�22.5#�21.8��Plum�51.5�('89)      48.8�n.a.�54.6#�53.0��Potato�2,136.4�2,800**�n.a.�1,961#�2,210.0��Sweet potato�380.7�460**�n.a.�266#�270.5��Tomato�799.3�800**�n.a.�720#�700.0��Bellpepper�76.1�90**�n.a.�91#�90.0��Melon�63.9�85**�n.a.�69#�70.0��Onion�315.7�320**�445.0�500.0�379.0��Garlic�39.6�40.0�72.7�89.8�79.3��Carrot�180.6�160**�n.a.�217#�215.0��Bean (dry)�200.0�207.8�175.0�169.0�146.5��Pea 1)�7.7�('88)    26.1�n.a.�36.0#�38.5#��Lentil�12.2�('88)    25.0�n.a.�24.0#�25.1#��Sources: �Figures are mainly taken from the printouts provided by the Direccion de ��� Informacion y Sistemas of SAGyP, except for those indicated below.���* = Taken from Estudio de Competitividad Agropecuaria y Agrodindustria: ���      Manzana, Pera y Jugos, prepared by SAGyP/IICA in 1993.���** = Taken from the JICA study on the present situations of Argentina's���         agriculture and horticulture prepared in 1992.���# = Figures prepared by the Argentine counterparts and presented to the Study Team���       during the mission in March 1995.��Note: �1) Figures for 1984-86 average and 1988 are dry pea only.��



	Fruits (excluding grapes) command an estimated total area of about  0.33 million ha, of which nearly 70% are planted to citrus fruits (oranges, lemon, grapefruit, etc.), apple and pear.  Grape is mainly grown in the western region (Cuyo) for wine production, with a total planted area of about 0.28 million ha.  As shown in Table 3.1.9, four major citrus fruits and pear show increased production levels in the early 1990s compared with the averages of the mid-1980s.  Production of apple appears to have also increased over the same period, although it is reported to fluctuate because of its susceptibility to late frost.  The data on other fruits in the table show no clear trend.



	Vegetables (excluding beans and pulses) are grown in an estimated area of around 0.3 million ha, of which about 50 % is planted to potato and other tubers (sweet potato and cassava).  The other major vegetables are heavy fruit vegetables (melons, watermelon and squashes), tomato and bell pepper, and onion and garlic.  Compared with the average levels in the mid-1980s, only garlic, and perhaps onion and carrot, show significant increases of production in recent years, partly reflecting their growing exports since the 1980s.



	The production of beans and pulses was once substantial, especially in the region of NOA, and the export of dry bean (poroto) once reached about 0.2 million tons.  Of the combined area of 0.20 - 0.25 million ha, poroto usually accounts for 80 - 90 %, but its production has been decreasing in the early 1990s due to the decline of its export. 



	Flowers account for a small fraction of horticulture in Argentina, and besides there is no consistent national production figures.  According to the Agricultural Census of 1988, flowers have an estimated area of a little over 3,000 ha, and small centers of production are formed to supply to urban markets like Buenos Aires and other major cities.  The afore-mentioned JICA study reports that the average operation is less than one ha, and that green house production is limited to a few hundred ha.  According to the information from a cooperative of flower producers in Buenos Aires, the flower production has been adversely affected by the deregulation because of the growing imports from other Latin American countries.



	According to the studies consulted�, horticultural production varies from small-scale low-technology operations found in regional agriculture to small-scale but diversified intensive operations near urban centers and large agribusiness-type operations (usually fruits) which employ irrigation and other advanced technologies and sometimes integrate production, marketing and processing.  But the majority of producers are small-scale, with their operations often not exceeding 10 ha.  Small-scale horticulture is usually characterized by low yields and quality compared with international standards.  Few producers employ high-yielding planting materials, suitable irrigation and soil management technology, effective plant protection, and appropriate harvest and post-harvest technologies.  



�b.  Marketing and export

	According to the JICA study, producers, independent shippers, integrated producer-shippers and integrated producer-retailers variously participate in the distribution of horticultural products in the country.  In addition to consigning their products to the brokers operating at wholesale markets, producers sell them directly to bulking traders, supermarkets, exporters and processors.  Wholesale marketing for the metropolitan area  of Buenos Aires was centralized in the mid-1980s, but the deregulation of 1991 ended the monopoly of the metropolitan central market.  Under the on-going reform, distribution and marketing of horticultural products must have been undergoing significant restructuring, but the Study Team is short of adequate information on the changing situation.  At present, the pressing need is said to be the establishment of an effective system of standardization, such as grade classification, sanitary control, preparation, packaging and presentation, which will serve to upgrade the quality of the products relative to the demands of consumers and to increase the competitiveness in international markets.  IASCAV for instance has been implementing some important measures toward this end.



	In tonnage, apple and pear traditionally led the exports of fresh horticultural products, the former fluctuating between 133,000 and 260,000 tons and the latter increasing from a little more than 50,000 to 160,000 tons during the decade since 1981.  During the 1980s, combined exports of citrus fruits (mainly oranges and lemon) increased substantially, tripling from less than 80,000 tons in 1984 to 240,000 tons in 1992.  Other than the major fruits mentioned above, grape, plum and peach have some exports in recent years respectively ranging from 10,000 to 20,000 tons.  Non-traditional fruits like cherry, apricot, berries and avocado have been exported in small amount, usually not exceeding a few hundred tons.  What is notable is the growing exports of fruit juices in recent years.  Juices of citrus fruits (mainly lemon and oranges), for example, rose from about 7,500 tons in 1984 to 28,000 tons in 1992.  



	Exports of vegetables have never been important in Argentina.  Only garlic and onion show appreciably increasing exports in recent years, each amounting to about 50,000 tons in 1992/93.  In addition, a few hundred tons of tomato, asparagus, bell pepper, potato and olive began to be exported since the late 1980s.



	Until recently, the traditional export stance concerning horticultural products, except for a few major fruits mentioned above, might be characterized as indifferent, as in exporting a surplus if any.  However, the emphasis has been currently shifting to explicitly export-oriented production.  In fact, not only horticultural products but all kinds of non-traditional agricultural and animal husbandry products are considered for their export possibilities.  This is reflected, for example, in the creation of the Directorate of Non-traditional Products in SAGyP which provides an increasing number of useful information on non-traditional products, and in the launching of PROMEX which assists the private sector efforts to promote non-traditional agricultural exports.  



c.  Future prospects

	The IICA/SAGyP Study on competitiveness� evaluates a selected number of horticultural products: namely, tomato (processed), citrus fruits and their derivatives, apple, pear and their juices, and non-traditional products (berries, strawberry, cherry, melon, asparagus, kiwi, tropical fruits like avocado, banana and mango, and organic products).  Given the diverse ecological conditions in Argentina, technical possibilities would be much larger than the products listed above.  



	The approach to horticultural development by SAGyP and its related institutions appears to be two-fold.  One approach, as exemplified by PROMEX, is to back up private sector initiatives by the provision of information and the financing of certain aspects of their export promotion efforts.  The initiatives of agribusiness firms and associations of producers, partly benefiting from such public supports, have already begun to bear results in the growth of non-traditional exports such as asparagus, strawberry, melon, plum amd apricot. 



	The other approach aims at improving the productivity and income of regional small farmers with no explicit  export orientation.  For example, the INTA Action Program of Research and Extension for Small Producers�, which was announced in mid-1994, focuses on regional small farmers distributed in 17 provinces in NEA, NOA, Patagonia, Cuyo and elsewhere.  Various technical assistance, training, and organizational supports are being offered to approximately 20,000 small farmers, and about 30% of the beneficiaries are small farmers who produce fruits and vegetables.  Horticulture is also one of the important components in the Rural Change and Social Agricultural Programs. 



	Considering the 'non-traditional' characteristics of horticulture, its dynamic export growth would require wide-ranging improvements in farming technology, associated infrastructure and institution building, research and extension, market development, finance and so forth.  Among many requirements, most essential will be the establishment of an effective system of sanitary and quality control which concerns the processes of farming, harvesting, and post-harvest handling, the development of efficient marketing and distribution networks, and strengthening of market information systems.





3.1.1.3	Livestock subsector



(1)  General



	The livestock sector remains important in the Argentine economy, accounting for 38% of agricultural GDP in 1990-91 and 19% of total agricultural exports in 1991-93, though its importance has noticeably decreased in comparison to 10 years ago.�  The sector supplies a wide range of products such as beef, mutton, pork, horsemeat, poultry, milk, hen eggs, leather, and wool.  Meat is the most important livestock product with the annual production of over 3.3 million tons, of which beef accounts for some 2.5 million (Table 3.1.10).



Table 3.1.10  Argentine Meat Production, Consumption, and Exports

�Average�������1980-89�1990�1991�1992�1993(f)��Cattle�������Liniers Market Sales (1,000 heads)�2,637�2,624�2,452�2,358�2,170��Steer Real Price index (Base 1960=100)�93�73�82�100�86��Total Slaughter (f) (Million heads)�13.1�12.5�12.3�11.7�11.9��Total Production (1,000 tons CWE)�2,698�2,686�2,607�2,487�2,508��Total Consumption  (1,000 tons CWE)�2,432�2,212�2,196�2,190�2,232��Per Capita Consumption (kg per year)�77.4�71.3�67.9�66.4�66.9��Exports (1,000 tons CWE)�363�474�411�296�278��FOB Price (US$ per ton)�1,388�1,441�1,777�1,938�1,986��Pigs(f)�������Liniers Market Sales (1,000 heads)�710�326�237�226�189��Pig Real Price Index (Base 1960=100)�n.a.�118�144�113�98��Total Production (1,000 tons CWE)�221�146�145�160�185��Total Consumption  (1,000 tons CWE)�220�141�152�190�212��Per Capita Consumption (kg per year)�7.6�4.4�4.6�5.8�6.6��Sheep�������Total Production (1,000 tons CWE)�101�95�75�62�59��Total Consumption (1,000 tons CWE)�83�77�68�60�60��Per Capita Consumption (kg per year)�2.9�2.4�2.2�1.8�1.8��Poultry�������Total Production (1,000 tons CWE)�n.a.�338�416�559�616��Total Consumption  (1,000 tons CWE)�n.a.�334�420�602�666��Per Capita Consumption (kg per year)�n.a.�10.4�12.8�18.2�19.8��Imports (1,000 tons CWE)�n.a.�0.4�4�44�50��(f):  forecast.

Source:	Direccion de Mercados Ganaderos based on information collected and processed by SENASA and

	DGI.





	The development of the sector as a whole has been rather stagnant since the mid-1980s, yet some subsectors have grown substantially while others have been going through a restructuring process both in production and in commercialization towards more efficient operations.  This report focuses on the cattle/beef sector partly because of its importance as an export product but also because of the limited availability of information on other products.



(2)  Livestock production



a.  Cattle population and characteristics

	In 1993 the total cattle population amounted to approximately 52 million heads, while there were 18.5 million sheep, 3.6 million goats, and 3.4 million pigs.�  While the population of these livestock followed a long-term trend of decline, the number of poultry, mostly chickens, has steadily increased from 159 million heads in 1986 to 257 million heads in 1993 as indicated by the numbers of slaughtering.



	The cattle production in Argentina is characterized by large-scale operations with extensive grazing on natural pastures.  Cattle farming is divided into breeding and fattening; the former is mostly carried out extensively in areas less suitable for crop cultivation and the latter is mainly done in the Pampa region in relatively more intensive manners than breeding, often complementarily integrated with crop cultivation.  Because of the grazing method, Argentine beef is widely considered "healthier" or more natural than North American and European beef.  This has become an advantage in the world agricultural market, which increasingly demands organically grown products.



	The number of cattle traditionally follows the "livestock cycle" with a liquidation phase and a retention phase which is mainly caused by changes in the real price.  A fall in the real price leads to an increase in the amount of slaughtering and thus to a shrink of the stock.  It seems, however, that the Argentine cattle production no longer follows the typical livestock cycle.  This tendency was already observed, with a prolonged liquidation phase, in the mid-1980s, when the profitability of beef production declined due to weak demand in external markets.  The cattle population decreased during the 1980s and hit the lowest of 47 million in 1988.  It bounced back to 53 million in 1992, though still 5% smaller than that in 1980.



	The National Agricultural Census 1993 indicates that nearly 80% of the total cattle stock exists in the Pampa region, i.e., the provinces of Buenos Aires, Cordoba, Entre Rios, La Pampa, and Santa Fe.  While the cattle population increased in the Pampa region between 1988 and 1993, a number of cattle farms are reported to have been converted to agricultural land in this region, which is generally suitable for both activities, due to the higher profitability of cereal and oilseed production.�



	The lower profitability of cattle production makes new investment difficult, resulting in little technological improvement in cattle production.  The land productivity measured in terms of live cattle weight per hectare per year has not shown a significant change from the mid-1980s' level of around 90 kg.�  The adoption of new technology is more noticeable in fattening than in breeding; also in mixed areas and in larger farms.  Technical assistance, together with access to credit and better market information, is desirable for improving production technology, particularly in small operations.



b.  Impacts of economic reforms

	As discussed in the sector profile, the changes in macroeconomic and sectoral policies since 1991 have lead operations in the agricultural and livestock sector towards increasing their profitability.  There were some increases in gross and net profit between late 1990 and early 1994 in cattle production (Table 3.1.11).  SCI has reported that government deregulation measures increased the revenue for exporting meat-packers by 10%, but their immediate impacts on cattle production need to be further assessed.



Table 3.1.11  Changes in Average Costs and Profit by Farming Activity 

(US$/ha)

�Breed-ing���Fatten-ing����Dairy����Period 1�Period 2�Period 3�Period 1�Period 2�Period 3�Period 1�Period 2�Period 3��Net revenues (1)  (US$/ha)�52.74�74.49�70.57�116.76�157.61�159.68�547.55�522.66�582.72��Production costs�24.29�26.51�25.76�57.15�64.34�72.12�329.36�311.63�317.48��Gross margins�28.45�47.98�44.81�59.61�93.27�87.56�218.19�211.03�265.24��Structural costs�29.20�43.08�39.27�53.72�75.89�66.02�53.72�75.89�66.02��Net profit�-0.75�4.90�5.54�5.89�17.38�21.54�164.47�135.14�199.22��Average costs�0.21�0.23�0.23�0.21�0.24�0.27�3.05�2.89�2.94��Period 1:	December 1990 to January 1991.

Period 2:	December 1992 to January 1993.

Period 3:	December 1993 to January 1994.

(1)  Sales minus purchases, commercialization expenses deducted.

Source:	Taken from Table 8 in Obschatko, Edith S. de, Sguiglia, Eduardo and Delgado, Ricardo, Effectos

		de la Deregulacion sobre la Competitividad de la Produccion Argentina, Fundacion ARCOR,

		Coleccion Estudios Politicos y Sociales, 1994, pp.70-71.





	The viability of smaller operations is reported to have declined under current economic conditions, though definite information is not available for this study.  Some producers, however, have already moved to adapt to the new situation through association and/or integration in order to enlarge the scale of production and thus to reduce production costs.  These efforts are partially supported by new government programs such as Cambio Rural  and Programa Social Agropecuario.



	Hoping to reduce costs for intermediaries, cattle producers increasingly sell their products directly to slaughterhouses and meat-packers.  Product diversification is another strategy taken by producers who seek to increase the sales, as well as to enhance the efficiency, of their operations.  The diversification often seen in cattle production is to introduce new varieties such as Shorthorn or Aberdeen Angus, which may also help to place Argentine beef in a better position in the international market.



c.  Animal health control

	Since the mid-1980s the Argentine government has made considerable efforts to improve the animal health control, particularly for the eradication of the foot-and-mouth disease (FMD), in every production stage from the animal's birth to the meat processing and marketing.  FMD has been a serious obstacle for the development of Argentina's cattle/beef industry not only because of the losses in production and the higher costs for veterinary inputs but also because of the limited access to FMD free markets.



	Various campaigns, such as the National Foot and Mouth Control Plan 1990-1992 and the National Foot and Mouth Eradication Plan 1993-1997, have brought about significant decreases in the incidence of FMD as well as other animal diseases and, in some regions, achieved the virtual eradication of FMD (Table 3.1.12).  Control measures must be intensified for the nationwide eradication of FMD and other diseases in order to bring Argentine beef into East Asian markets, where many countries maintain import restrictions on meat from the FMD circuit.



Table 3.1.12  Annual Average of Areas Affected by

  Foot and Mouth Disease

Region�1985-89�1990-92�1993*��Southern Patagonia�0.0�0.0�0��Northern Patagonia�1.2�3.0�1��Pre-Andean�10.8�6.7�3��Mesopotamia�25.4�12.0�0��Central�188.2�126.7�62��* - First semester.

Source:  SENASA, National Foot and Mouth Eradication Plan 1993-

1997, 1994.





(3)  Meat production and marketing



a.  Trends

	The number of cattle slaughtering decreased from 14.8 million heads in 1986 to 12.2 million heads in 1989 and, in recent years, has remained almost unchanged at 12 million heads, with the slaughtering-inventory ratio at 22-25% and the average weight approximately at 210 kg in whole carcass weight.�  Beef production also decreased from 3.0 million tons in carcass weight in 1986 to 2.5 million tons in 1993.  The declining or stagnant trend of Argentina's beef production started during the 1980s due to weak demand in external markets brought about by import restrictions and subsidized export drives of industrialized countries, as well as by worldwide economic recessions.  As a result of the losses in external markets, nearly 90% of the beef and veal production was oriented towards domestic markets in 1993.



	Pig slaughtering boosted to 1.3 million heads in 1992 after remaining at 1.2 million heads in the early 1990s.�  In 1993 the number reached over 1.5 million heads.  Sheep and goat slaughtering has been decreasing fast; 1.6 million heads in 1990 to 0.99 million heads in 1993, though these numbers do not include the slaughtering not registered in SENASA, which is often the case for goats.



b.  Vertical integration and concentration

	Since the 1980s, the meat processing industry has been going through a process of vertical integration of purchase, processing, storing, domestic marketing, and export within a company or a business group in an attempt to reduce intermediary costs.  The integration includes special contracts, advanced purchases, and other similar methods.



	This process has been associated with the concentration of meat processing around a smaller number of companies/plants.  It is reported that many inefficient plants closed down and the number of qualified plants reduced by 25% to 2,469 between 1987 and 1990.�  A higher degree of concentration may be seen in the export sector; among the 79 exporting companies, the top 10 accounted for more than 80% of the total export value in the first half of 1994.�  This situation is brought about partly by the decline in total beef production.  The total slaughtering capacity of the industry is estimated to be over 20 million heads per annum whereas the number of slaughtering has been stable around 12 million heads in recent years.



	Plants had to shut down often because of lack of investment in new technologies and better facilities.  It is reported that the Argentine meat processing industry, in general, has been lagging in the adoption of new technology, particularly for producing thermoprocessed meat and specialty products.�  But there are a small number of plants that have adopted technological innovations for manufacturing and packaging so as to transform a "commodity" into a brand-product with a higher added value.  These plants have integrated their production for domestic and external markets, along with product diversification and differentiation.  They operate relatively more efficiently and at lower costs with new technologies and, therefore, could maintain the volume of production and their sales even when total beef production decreased.



	Related to the vertical integration of the meat processing industry is a shrink in the shares of the central markets in live cattle marketing.  The share of the Central Market of Liniers, which is the country's largest central market of live cattle, decreased from approximately 30% of the total registered transactions in cattle in 1983 to 22% in 1991 and to 17% in 1994.�  This occurred in spite of the improvement in its management following the privatization in 1992.  The decreased share is a result of the expansion of meat-packers' direct purchase from cattle producers, by which meat-packers seek not only to reduce costs but also to prevent infectious animal diseases.



	Some experts interviewed pointed out that the decrease in the amount sold through the central markets had reduced transparency in cattle transactions, the process of price determination in particular.  After the dissolution of the National Meat Board (JNC) in 1991, the market information provided by the Liniers through its newly introduced computer system has become important, particularly to cattle producers.  The direct purchase, which is dominant in U.S. and Australian cattle markets, is often more advantageous for buyers like meat-packers and supermarkets, especially when demand is weak as the present.  By direct sale, cattle producers may reduce commercialization costs (e.g., for transportation and consignment, and sometimes including tax) but have to collect payments from meat-packers by themselves, without the guarantee provided by a consignee.



c.  Fiscal and sanitary controls

	As a part of the economic reform, the National Meat Board (JNC) was abolished in 1991.  The classification and quality control of meat were transferred to the National Service of Animal Health (SENASA), and the statistical information service, the allocation of Hilton and GATT quotas and export promotion to SAGyP.  The elimination of the charges for JNC's services, together with the elimination of other duties and taxes and a reduction in transportation costs, has helped meat-packers to reduce production and commercialization costs.  According to SCI, these measures generated a 10% increase in revenue for exporting meat-packers.



	On one hand, it is pointed out that the elimination of JNC did not affect the country's meat marketing system as a whole partly because its functions were merely transferred to other agencies and partly because its actual activities had been already confined to some such as classification and the control of meat-packers' operations during its last few years.  On the other hand, however, the services of collecting, processing, and distributing information on domestic and international markets have not been completely restored under the new regime.  The lack of a good market information system is considered a serious problem of this sector in terms of international competitiveness.



	In 1993, with the purpose of reducing the possibility of evasion of tax and social security, as well as of sanitary controls, the government introduced a new scheme of collecting VAT in which slaughterhouses and meat-packers are to act as tax collection agents.  The tax, "IVA Ganadero," covers livestock production that was excluded in the previous tax regime.  It is reported that the meat processing industry welcomed this scheme, considering that it would contribute to reversing the strong tendency of tax evasion in this sector.  Yet, an Argentine marketing expert has estimated that as high as 20% of the total number of cattle slaughtering is still carried out without paying tax, which generates unfair competition among slaughterhouses and meat-packers and reduces the competitiveness of those who follow the rule, i.e., operate at higher costs.  The expert emphasized the need for more strict government measures to eliminate tax evasion.



	Another problem in conjunction with tax evasion is the less strict sanitary control for products sold to domestic markets.  In some cases, particularly at a local level, there is even no sanitary control at all.  In the meat processing industry, not only for beef but probably more often for mutton, there traditionally exist slaughterhouses and meat-packers that operate outside the "legal circuit" controlled by the official agencies, i.e., do not comply with tax and sanitary obligations.  Slaughtering cattle privately may be an Argentine tradition, and, therefore, "perfect" control everywhere in the country may not be possible.  But the presence of the "illegal circuit" reduces the reliability of Argentina's whole sanitary control system and thus seriously damages the prospects for its meat exports.  In mid-1992 the government introduced a new program to improve the hygienic conditions of the domestic marketing chain, as well as to increase transparency in the marketing process.



(4)  External trade



a.  Trends in beef exports

	Beef is the most important product in export, as in production, though in a declining trend since the 1980s.  Argentine beef exports started to diminish in the early 1980s, hitting an all-time low of 250,000 tons in carcass weight (US$ 302 million) in 1984 due mainly to import restrictions and subsidized export drives by EU as well as by the U.S.A., the two main traditional importers of Argentine beef products.  They recovered to 420,000 tons (US$ 595 million) in 1990 but dropped again to 280,000 tons (US$ 555 million) in 1993 (Table 3.1.13).



Table 3.1.13  Argentine Beef and Veal Exports by Product

�1980�1985�1990�1991�1992�1993�1994��Volume (tons)���������Quarters�14,262�3,024�10,741�3,652�548�1,492�2,795��Chilled Cuts�12,726�18,029�39,359�36,396�34,692�36,866�21,429��Frozen Cuts�118,641�44,288�103,008�51,421�22,588�25,617�21,182��Chilled and Frozen Cuts�131,367�62,317�142,367�87,817�57,280�62,483�42,611��Manufacturing Type�58,366�9,125�4,929�547�553�1,107�1,379��Cooked Frozen�23,498�23,870�35,759�43,153�32,004�33,930�15,535��Canned, Corned Beef, Specialities�46,037�39,339�68,071�68,755�54,033�41,782�17,773��Corned beef����55,651�45,011�32,880�14,260��Specialities����13,104�9,022�8,902�3,513��Total Beef and Veal in CWE�469,000�260,000�474,078�411,289�296,407�280,000�149,826��Value (US$ 1,000)���������Chilled and Frozen Quarters�25,320�2,296�n.a.�6,210�915�1,599�2,879��Chilled Cuts�70,698�64,680��250,060�260,675�250,244�136,665��Frozen Cuts�310,564�69,301��135,527�74,650�72,128�52,019��Chilled and Frozen Cuts�381,262�133,981�n.a.�385,587�335,325�322,372�188,684��Manufacturing Type�119,416�6,833�n.a.�762�859�1,437�1,737��Cooked Frozen�100,967�75,623�n.a.�149,969�117,544�129,794�57,475��Canned, Corned Beef, Specialities�146,249�71,305�n.a.�188,152�119,692�99,563�42,845��Corned beef����150,753�94,890�75,268�33,551��Specialities����37,399�24,802�24,295�9,294��Total Beef and Veal in CWE�773,214�290,039�n.a.�730,680�574,335�554,767�293,619��Source:  SPE et al., Estudio de competitividad Agropecuario y Agroindustrial, 1993;

	Data from SAGyP, Direccion de Mercados Ganaderos.





	The import restrictions and subsidized exports by industrialized countries and the weaker world demand deteriorated the international price for Argentine beef in the 1980s.  The external market situation led Argentina to focus its beef exports on high quality products.  The average export price, therefore, increased in the early 1990s but not largely enough to offset the decrease in overall beef exports.  The loss of the European beef market, a traditional buyer of fresh beef, resulted in a change of the ratio in terms of carcass weight between fresh beef (chilled and frozen) and thermoprocessed beef (cooked frozen and canned), from 70-30 in the early 1980s to 30-70 in the early 1990s (Table 3.1.14).



Table 3.1.14  Compsition of Argentine Beef Exports 

(% in CWE)

�1980�1985�1990�1991�1992��Chilled and Frozen Quarters�3.1�1.2�2.8�0.9�n.a.��Chilled and Frozen Cuts�42.0�35.8�38.4�32.4�n.a.��Manufacturing Type�18.5�5.1�1.7�0.2�n.a.��Sub-Total�63.6�42.1�42.9�33.5�29.0��Cooked Frozen�12.5�22.8�19.3�26.9�n.a.��Canned, Corned Beef, Specialities�23.8�35.0�37.9�39.2�n.a.��Sub-Total�36.3�57.8�57.2�66.1�71.0��Source:  SPE et al., Estudio de competitividad Agropecuario y Agroindustrial, 1993;

	Alberto de las Carreras, La Aftosa en la Argentina:  Un Desafio Competitivo, 1993.





�b.  Destinations

	Although Argentina is one of the largest beef exporters in the world, its fresh beef exports have been confined to countries in the FMD circuit.  It is distressing to the Argentine beef industry that the country does not have access to the fresh beef markets of the U.S.A. and Japan, the two world largest beef importers, which belong to the FMD free circuit.  Argentina's beef export strategies since the mid-1970s, when EU started its export drives, have been to increase the exports of quality cuts to EU (mainly to Germany) and those of thermoprocessed products to the U.S.A. and other FMD free countries.  In 1993, in terms of carcass weight, the U.S.A. accounted for 31% of Argentina's total beef exports, followed by Germany's 21% and the U.K.'s 12%, but in terms of value, Germany accounted for 44%, reflecting that it is a single largest importer of Argentine quality cuts (Table 3.1.15).  Chile and Brazil are two growing markets for Argentine beef in recent years.



	One of the latest important developments for Argentine beef exports is that the U.S.A. has granted Argentina 20,000-ton quotas for chilled and frozen beef under a GATT agreement.  The U.S. policy now allows beef imports not only from zero FMD-risk areas but also from minimum FMD-risk areas and from FMD free regions within a FMD country.  Although actual export is still subject to Argentina's achievement in FMD control, many Argentine experts expect that the country will start beef export to the U.S.A. within a few years.  Opening the U.S. market will enable Argentina to re-negotiate its sanitary status with other FMD free countries.  In Argentina, thus, the 20,000-ton quotas are widely seen as a promising sign for its beef to enter new markets.



c.  Export promotion

	The Argentine government has been vigorously assisting the private sector for expanding meat exports.  For example, SAGyP, in collaboration with INTA and SENASA, created a program called PROCAR (the Promotion of Meat Exports) as a part of PROMSA (the Program of Modernization of Agricultural-Livestock Services) in 1991.  Its objectives are not only to consolidate traditional markets and to open new markets but also to develop new products for external markets.  Its main services are to publish market information, to assist exporters to participate in international fairs and expositions, to organize and send commercial missions to potential importing countries, to finance new export promotion projects of Argentine companies, and to provide technical assistance to livestock producers and processing industries.



	PROCAR has sent various missions for beef export promotion to Chile and some Asian countries, including Malaysia, Singapore, and Hong Kong.  These missions help the Argentine beef industry to gain better understanding about and access to Asian







�markets.  This program should be highly appreciated as a new type of government effort made since the early 1990s and must be fortified for the expansion of Argentine meat exports.  A more permanent form of institutional support is necessary for establishing international marketing networks, particularly for Asian markets.





(5) Domestic consumption



	The total meat consumption increased from 89 kg per capita per annum in 1990 to 95 kg per capita in 1993.  An increase in the poultry consumption has contributed most to this change; 10.4 kg per capita in 1990 to 19.8 kg per capita in 1993.  SAGyP explains that its better prices against beef, together with consumers' health concerns over high cholesterol foods and preference for fast foods, have boosted poultry consumption.  Consumer preference for leaner meat also has lead to an increase in pork consumption recently.  The increases in chicken and pork consumption have boosted their imports in the last few years.  Pork comes mainly from Brazil and Denmark, and poultry almost exclusively from Brazil.



	In contrast, the domestic beef consumption has been in a declining trend since the last decade.  It has stagnated around 2.2 million tons in carcass weight and 66-67 kg per capita per annum in recent years.  As a result of the sharp decline in beef exports, the share of domestic consumption in total beef production reached an unprecedented level of 90% in 1985, which has been maintained almost until today.  While a large part of beef consumed in Argentina is traditionally bought fresh by households, the consumption of processed beef, including hamburger patties and vacuum-packed brand-cuts, seems to be gradually increasing.  Nevertheless, Argentina's overall beef consumption is not expected to expand significantly in the near future.  This is one of the reasons that the country needs to put greater efforts for beef export expansion.



	Mutton consumption has decreased since the last decade but remained stable at 60,000 tons in carcass weight and 1.8 kg per capita per annum in 1992-1993.  At the end of 1993, Patagonian producers started a promotion campaign, using the "Carne Ovina Patagonica" logo, in an attempt to increase consumer awareness about the quality and taste of sheep meet.  This campaign, which is "to transform a commodity into a specialty," is being implemented as a joint strategy of sheep producers, meat-packers, SAGyP, and INTA.  It primarily aims at domestic markets but evidently includes external markets within its focus.





�3.1.1.4	Fisheries



(1)  General



	Marine fisheries in Argentina began to grow in the mid-1960s, and the landings more or less steadily increased throughout the 1970s, showing a dramatic rise to 550,000 tons in 1979.  The production declined somewhat during the 1980s, but recovered to the 1979 level in 1990.  Along with the successful implementation of the macro-economic and sectoral reform policies, marine fisheries have been showing another dramatic surge since the beginning of the 1990s, despite the generally depressed international market conditions.



	In addition to those macro-economic policy measures involving the elimination of export taxes and various other impositions and regulations which caused the high costs of production and commercialization, the following measures have been contributing to the recent upsurge of Argentina's marine fishing efforts.



- Improved transparency of fishery administration, which are ensured by Decrees 2236/91 and 1493/92 and their resolutions, especially concerning the granting of fishing permits/licenses, resource management, and the evaluation and approval of new exploitation projects.

- Deregulation of maritime port operations by Decree 817/92, which served substantially to reduce the costs of loading and unloading, pilotage and transshipment operations and so forth at fishing ports, and thereby to improve the competitiveness of exports.

- Elimination of import tariffs on fishing boats of more than 35m in length, which, coupled with the improved availability of foreign exchange, encouraged the investment in fishing boats and gear.

- Temporary chartering arrangements of foreign flag vessels stipulated by Decree 1493, which increased the fishing efforts in the southern waters of Argentina's exclusive economic zone.

- Varying rates of reimbursements given for exports from Patagonian ports, in addition to the regular export reimbursements, which encouraged the increased fishing efforts in southern waters.

- Successful conclusion of international agreements guaranteeing increased exports, among which the recent agreement with EC is combined with committed foreign direct investments and financial assistance during the stipulated period of the agreement.



�(2)  Production



	As shown in Figure 3.1.2, the estimated landings of marine fisheries show a long-term growth trend, albeit with substantial fluctuations caused by the vicissitudes of international markets and periodical destabilizations of the domestic economy.  The growth over the last two decades have been closely connected with  that  of the fishery production in the Patagonian waters.



	The fishing efforts in the Patagonian waters began in the latter half of the 1970s, contributing to the sharp surge of production in 1978 and 1979. In the early 1980s, the landings from these waters were seriously affected by the exclusion of Argentine fishing boats from the rich fishing grounds around the Malvinas Islands because of the war, but none the less the landings from the Patagonian waters  in the country's exclusive economic zone was on the increase in the mid-1980s, accounting for 35% of the national total.  The trend has continued through the early 1990s, and the landings from the Patagonian waters rose to around 60% in 1993.  



Figure 3.1.2  Landings and Exports of Marine Fisheries (1,000 tons)

�



	From its beginning, the Argentine fishing industry grew with a strong export orientation.  The domestic consumption was estimated at about 110,000-120,000 tons in the mid 1980s. The study conducted in September 1993 reportedly estimates the annual consumption of 75,000 tons of fresh fish and 18,000 tons of crustaceans and mollusks for five major cities (the metropolitan Buenos Aires, Rosario, Cordoba, Tucuman and Mendoza), indicating that the level of consumption has remained more or less stable through the early 1990s.



	The sharp increase of the landings over the period from 1990 to 1993 was dominated by southern blue whiting, squid, and, though to a much reduced scale, Patagonian whip hake  in addition to  common hake (Table 3.1.16).  Southern blue whiting and Patagonian whip hake were little exploited in mid-1980s, but their production began to pick up in the early 1990s by the introduction of surimi-processing boats.  The sharply increased landings of squid was largely due to the chartering of foreign boats permitted since 1992.  Some 60 jigging boats of mainly Asian countries are currently chartered by the Argentine fishing companies to catch squid in the southern waters of the Argentina's exclusive economic zone.



Table 3.1.16  Annual Catches of Selected Species

(Unit:  tons)

Species�1990�1991�1992�1993��Common Hake�341,042�409,252�368,998�422,195��Patagonian Whiphake�3,840�5,290�7,747�39,373��Southern Blue Whiting�32,836�44,143�85,549�109,829��Flounder/Sole�8,965�9,738�8,591�9,557��Anchovy�13,099�20,615�19,289�19,149��Other species�101,345�83,595�98,327�105,374��Subtotal fish�501,127�572,632�588,501�705,477��Squid�27,603�46,313�77,468�193,690��Other species�4,369�2,404�1,165�1,899��Subtotal Moluscs�31,972�48,717�78,633�195,589��Prawn�9,852�8,218�24,397�17,645��Other species�492�469�580�792��Subtotal Crustaceans�10,344�8,687�24,977�18,438��Unidentified�1,497�35�            -�            -��Total�544,941�630,072�692,110�919,503��Source:  Direccion Nacional de Pesca, Secretaria de Agricultura, Ganaderia Pesca.





	The increased importance of the Patagonian waters is partly reflected in the changed composition of the Argentine fishing fleet (Table 3.1.17).  In 1985, the refrigerator and processing boats accounted for a little over 20% of the total landings, but with a remarkable increase of refrigerator boats from 28 to 218, they account for 58% in 1993.  Some 40 refrigerator boats are equipped with jiggers for squid fishing.  Furthermore, six of the eleven processing boats now produce surimi, which began to be exported in sizable quantity since 1992.



�Table 3.1.17  Composition of Fishing Fleet

Types of Boats��1985�1994��Deep-sea��188�347���Conventional�143�121���Refregerator�28�215���Processing�17�11��Coastal��327�431���Coastal� -�153���Rada or Ria� -�278��Total��515�778��Source:  For 1994, Direccion Nacional de Pesca.  1985 figures are taken from

	the Study on Economic Development of the Argentine Republic, Vol. I,

	Chapter II Agriculture, 1987.





(3)  Export



	The export growth of fishery products during the early 1990s as compared with the mid-1980s were chiefly made up, in terms of volume, by frozen products, especially of fish fillets and squid, while other types of products have been generally decreasing except for fishmeal (Table 3.1.18).  In terms of value, the importance of frozen products have remained unchanged, accounting for 95% in mid-1980s and 96% in the early 1990s of the total exports.



Table 3.1.18  Export Volume of Fishery Products

(Unit:  tons)

Products�80-82 Av.�83-85 Av.�1990�1991�1992�1993�91-93 Av.��Frozen�160,537�147,130�235,624�261,326�261,331�457,566�326,741��  Whole�             *�             *�             *�             *�10,922�20,200�10,374��  H&G�95,155�69,727�78,589�83,067�64,221�81,145�76,144��    Common hake���49,277�56,653�45,414�58,222�53,430��    Others���29,312�26,414�18,807�22,923�22,715��Fillets�45,033�39,461�112,174�103,933�83,500�115,601�101,011��    Common hake���91,368�89,098�70,028�98,145�85,757��    Others���20,806�14,835�13,472�17,456�15,254��  Squid�15,418�18,866�17,384�33,599�56,515�183,102�91,072��    Whole�        n.a.�        n.a.�        n.a.�        n.a.�49,799�140,125�63,308��    Others�        n.a.�        n.a.�        n.a.�        n.a.�6,716�42,977�16,564��  Prawn�2,455�17,360�8,767�8,202�23,164�22,035�17,800��  Surimi�        n.a.�        n.a.�        n.a.�        n.a.�16,071�27,160�14,410��  Others�2,476�1,715�18,710�32,525�6,938�8,323�15,929��Refregerated�19,665�9,839�11,886�10,502�4,231�4,699�6,477��  Air cargo�1,724�1,556�2,634�1,564�2,041�1,755�1,787��  Directly landed�12,319�2,643�1,854�2,235�78�426�913��  Other�5,623�5,640�7,398�6,703�2,112�2,518�3,778��Others�5,599�5,637�7,572�2,629�8,424�15,549�8,867��  Salted/Dried/Smoked�3,090�3,428�7,122�1,889�3,708�8,842�4,813��  Canned/Bottled�413�420�450�34�351�362�249��  Seaweed�701�502�0�176�74�23�91��  Fishmeal�1,391�1,221�0�530�4,291�6,247�3,689��  Others�4�67����75�25���180,224�159,124�255,081�274,457�273,986�477,814�342,086��*  Included in H&G.

Source:	Direccion Nacional de Pesca, Secretaria de Agricultura, Ganaderia y Pesca.

	1980-82 and 1983-85 figures are taken from the Study on Economic Development of

	the Argentine Republic, Vol. I, Chapter II Agriculture, 1987.





	The years from 1991 to 1993 were not an easy period for Argentina's fishing industry despite its record growth.  Externally, the international prices for common hake fillets, the mainstay of Argentine fishery exports, dropped by 15% chiefly because of the economic recession in the EC, the major market for the Argentine fishery products.  The substantial currency devaluation in Spain and Italy, the two major importers from Argentina, served to narrow the country's market prospects in addition.



	Internally, the economic reforms and the various adjustment measures which accompanied their implementation put to serious test the operation and management capability of every company in the fishery subsector.  Especially hard hit were the companies in Mar del Plata, the center of coastal and conventional (called fresquera) deep-sea fisheries.  For example, it is reported that the fleet of deep-sea fishing boats operating from the port of Mar del Plata has been nearly halved since 1991 because of bankruptcy.  A number of processing factories on the shore, including four large-scale plants, were also shut down, although Mar del Plata remains the center of export-oriented processing (mainly filleting), with its 44 processing plants out of the national total of 75 plants which regularly export to EC countries.



	What has been notable in recent years is the emerging importance of Asian markets other than Japan, although their imports have been mainly limited to squid through charter arrangements.  Five major importers from Argentina during 1983-85 were Spain, the U.S.A., Italy, Japan, and Brazil.  During 1991-93, three newly industrializing countries of Asia were included among the ten large importers, following the traditionally important importers of Europe, America and Asia (Table 3.1.19).



Table 3.1.19  Major Export Destinations of Fishery Products

Countries��83-85 Av.�1990�1991�1992�1993�91-93 Av.��Spain�Quantity(ton)�21,133�46,628�57,483�57,057�66,909�60,483���Value(US$1,000)�29,130�73,253�101,074�158,989�138,558�99,182��Japan�Quantity(ton)�17,575�19,257�28,497�32,390�112,872�57,920���Value(US$1,000)�21,132�24,004�53,866�69,451�154,928�92,748��Italy�Quantity(ton)�16,513�28,181�32,002�27,420�25,185�28,202���Value(US$1,000)�21,825�45,807�53,612�66,328�43,961�54,634��U.S.A.�Quantity(ton)�17,690�27,800�19,642�18,323�29,139�22,368���Value(US$1,000)�27,388�44,234�34,446�38,019�55,922�42,796��Holand�Quantity(ton)��5,892�12,228�13,803�25,038�12,947���Value(US$1,000)��7,535�18,227�25,779�34,497�26,168��Germany�Quantity(ton)��12,764�19,064�14,534�17,930�17,176���Value(US$1,000)��16,820�31,437�19,119�22,124�24,227��South Korea�Quantity(ton)��1,713�8,167�43,785�45,231�29,672���Value(US$1,000)��920�5,129�28,316�31,199�21,548��Brazil�Quantity(ton)�7,505�46,958�31,355�13,729�34,913�26,666���Value(US$1,000)�4,414�45,769�33,959�17,267�42,634�19,967��Taiwan�Quantity(ton)��1,515�854�630�38,717�13,400���Value(US$1,000)��774�389�308�30,376�10,228��Honkong�Quantity(ton)��          n.a.�5,398�4,295�16,802�8,832���Value(US$1,000)��          n.a. �5,371�7,498�14,348�9,072��Source:	Direccion Nacional de Pesca, Secretaria de Agricultura, Ganaderia y Pesca.

	1983-85 figures are taken from the Study on Economic Development of the Argentine

	Republic, Vol. I, Chapter II Agriculture, 1987.



(4)  Resource management and potentials



	Compared with the situation in mid-1980s, the exploitation of fishery resources, especially of demersal species, has increased substantially in the country's exclusive economic zone, with notable examples of southern blue whiting and Patagonian whip hake in the southern waters.  It is now generally accepted that deep-sea demersal species of known commercial value, including most productive common hake, as well as coastal fishery resources are now being exploited close to their respective maximum sustainable yields.  Indeed, resource management is the only area where the government has been strengthening its regulatory functions rather than deregulation.



	The National Directorate of Fisheries and INIDEP are currently implementing the fishery research project, as a component of PROMSA, which aims to strengthen resource survey activities for evaluating maximum sustainable yields of major commercial species.  In addition, the Directorate/INIDEP plans to intensify the patrolling and monitoring of fishing activities in the exclusive economic zone, to test and disseminate methods of selective fishing for principal resources, and to strengthen the fishery-related information services.  The future growth therefore will be generated with emphasis on the resource sustainability.



	Judging from the landings in 1993 relative to the maximum permissible catches announced for 1994, the exploitation of pelagic species (e.g., anchovy and mackerels) and migratory species (e.g., tuna and bonito) apparently have not changed much since mid-1980s, or have been far from dynamic in contrast to demersal species.  Generally low prices and the highly competitive international markets for pelagic species and their processed products (e.g., fishmeal, oil and canned products), and the paucity of resource evaluation for migratory species were cited as the major factors for their under-utilization in the 1980s.  Considering the rapidly changing perspective of the domestic economy in general and the fishery administration in particular, it might be necessary to study the stocks of these species and reevaluate the prospects of their utilization.



	Given the increasing need of managed fisheries, potentials for future growth principally rest with the product development from available catches, including higher value-added products like frozen breaded or prefried fillets and nuggets, or surimi-based products.  For example, investments in modifications and expansions of the facilities have begun in Mar del Plata along this line.  The prospects of such product development are dependent on the accurate understanding of demand characteristics and preferences in targetted markets as well as sanitary and quality standards.  In this sense, joint ventures or closer business arrangements with the users (e.g., food processers and large retailers) might be effective.



	The Argentine government has been active in forging international accords to improve the export prospects and encourage investments, both domestic and foreign, in the country's fishery subsector, as evidenced by the recent agreement with EC and the on-going negotiations for MERCOSUR.  These government instrumentation efforts will serve to reorient the growth outlook of the fishery subsector.





3.1.2 	Issues



3.1.2.1	General



	The conclusion of the Uruguay Round and the launching of WTO, on the one hand, and the regional integration efforts of MERCOSUR and others in Americas, on the other, are obviously most important external factors which will influence the growth prospects of Argentina's agricultural sector.  The emergence of international commodity trades unencumbered by blatant protections, subsidies and other barriers probably will not be smooth, but the prospects for Argentina's traditional export commodities will gradually improve in the coming years through deliberations ensured by the frameworks of such global and regional organizations.  The more important issue is in whether Argentina's agricultural sector is adequately prepared or equipped to take advantage of opportunities to be unfolded by new trade regimes in various parts of the world and to grow into a major competitive supplier of traditional and non-traditional products.



	A number of Argentina's traditional and non-traditional agricultural and agroindustrial products have been already analyzed extensively regarding their competitiveness by the two studies� completed in Argentina during 1993.  Partly drawing from the assessments and recommendations elaborated by these studies, the Study Team suggest a number of issues to be addressed to in order to facilitate the expansion of exports, especially to East Asian markets.  The selected subsectors are those in which Argentina have achieved sizable export performances but have not yet managed to establish its due presence in East Asian markets, and are in this sense chiefly traditional.





�3.1.2.2	Cereal and oilseed subsector



	1) Diffusion of improved farming technologies:  This chiefly involves the identification and introduction of varieties favored in targeted markets in East Asia, and the development and diffusion of farming methods to improve the productivity and profitability of farming operations.  Especially important will be the increased application of fertilizers and plant protection materials, which, however, need to be tempered by appropriate consideration of soil conservation.  This involves the participation of INTA and private technical support organizations.  The promising crops will be maize, soybean and wheat.



	2) Further reduction of commercialization costs:  Domestic commercialization costs for grains have significantly decreased by the deregulation and privatization efforts.  However, many people interviewed claim that the commercialization costs are still high by the international standard and thus adversely affect the international competitiveness of Argentine grain exports.  Since this is a critical issue since the previous study, it would be desirable to analyze it in detail with a view to presenting measures necessary for a further reduction in commercialization costs.



	3) The improvement of infrastructure for production and commercialization:  It is important to develop transportation systems, storage and processing facilities, public utility, and communications for increasing efficiency and reducing costs in the subsector, though the lack of investment in infrastructure is a common problem across industries in Argentina.  Some of these facilities can be improved by the private sector but most of them require various forms of government support including planning and investment.



	4) The improvement of quarantine and quality controls:  Credible product quality standards and strict adherence to sanitary standards acceptable to export markets are vital for export expansion.  A weak quarantine and quality control system is still one of the technical constraints for exporting various agricultural products to Asian markets, most of which employ strict quarantine rules.  It is thus important to strengthen the activities of IASCAV and other related agencies for agricultural export expansion.



	5) The development of an information system and marketing networks:  SAGyP and related organizations have been making a remarkable progress in their information gathering and publication activities in recent years.  The subsector needs a better market information system which systematically targets East Asian markets.  Institutional support for establishing enduring marketing networks and nurturing stable ties with prospective buyers in East Asia is indispensable in order to increase grain exports (See, for example, 4.9.2 for support by Australian Wheat Board in Thailand) .



	6) Expansion of prefinancing facilities:  In view of the competition expected in the international trade of grains, increased access to prefinancing facilities will be important to add an edge to Argentine products in growing East Asian markets.





3.1.2.3	Livestock subsector



	The Study Team has concluded that beef has high export potential for East Asian markets, taking account of Argentina's beef production capacity and international recognition for the product quality, as well as the high income growth of East Asian countries and their changing consumer preference.  The recent change in the U.S. policy for importing beef from the FMD circuit, i.e., the adoption of regionalization and the "minimum-risk" concept, has also brought about a bright outlook for Argentine beef exports to FMD free countries in Asia.  Although the government has been vigorously implementing various programs for that purpose, the Study Team considers that the following areas need to be further worked on for the expansion of Argentine beef exports to Asian markets.



	1) The improvement of production technology both in the cattle sector and in the meat processing sector through strengthening research and development institutions (e.g., INTA), technical and financial assistance, better market information, etc.:  Increases in productivity, product varieties and quality are indispensable in enhancing the international competitiveness of Argentine products, particularly in East Asian markets, where fierce competition among beef exporting countries (e.g., the U.S.A, Canada, and Australia) takes place.



	2) More effective control of FMD and other animal diseases:  The existence of animal diseases has been a serious obstacle for the expansion of meat exports, as well as for the sector's overall development because of the losses in production and the higher costs for veterinary inputs.  Control measures currently undertaken must be intensified for the eradication of FMD and other diseases in order to bring Argentine beef into East Asian markets, where many countries maintain import restrictions on meat from the FMD circuit.



	3) Higher sanitary and quality standards in processing for the domestic market:  The presence of the "illegal circuit," i.e., slaughtering and processing without official inspection, for products sold in domestic markets reduces the reliability of Argentina's whole sanitary control system and thus seriously damages the prospects for its meat exports.  The government programs for improving hygienic conditions must be further strengthened.



	4) The improvement of infrastructure for production and commercialization:  It is important to develop transportation systems, storage and processing facilities, public utility, and communications for increasing efficiency and reducing costs in the subsector, though the lack of investment in infrastructure is a common problem across industries in Argentina.  Some of these facilities can be improved by the private sector but most of them require various forms of government support including planning and investment.



	5) The development of international marketing networks for export promotion:  The subsector needs a better market information system for increasing its marketing capacity in East Asia.  Some export promotion missions have been sent to potential markets of East Asia but a more permanent form of institutional support is necessary for establishing marketing networks therein.





3.1.2.4	Fishery subsector



	Global marine fisheries grew rapidly in the decades after the Second World War through increased mechanization of fishing fleets, but slowing down during the 1970s and the 1980s mainly due to the oil crises.  The growth resumed toward the late 1980s mainly because of the increased catches of low-value species such as whiting, Alaska pollack and hake, but virtually stalled in the beginning of the 1990s.  The current situation of global marine fisheries is characterized, after 18 years from the international establishment of exclusive economic zones, by overcapacity, overfishing and depletion of several valuable species (especially in the northern waters), all of which indicating the declining profitability of the existing fleets.



	Judging from the information available on the recent development, the fishery subsector in Argentina is now facing an important turning point for rethinking growth, sustainability and profitability in the long-term perspective and for rebuilding the fishing industry on the framework of managed fisheries.



	1) Further strengthening of resource survey capability:  Important steps are being taken by SAGyP and INIDEP to improve resource survey capability.  Further strengthening of the capability will be essential to provide more accurate bases for effective resource management and also to ensure the sustainability of marine fisheries including the exploitation of underutilized resources. 



	2) Development of an effective system of resource management:  A number of well-known management techniques, such as regulated licensing of boats, restrictions on fishing times and fishing gear, are employed by many countries, but effective resource management is an issue far easier said than done, as amply evidenced in the experiences of developed countries.  Strict surveillance and stiff penalties are important ingredients but often insufficient.  The question is how to persuade all fishing establishments that fisheries must be managed.  This policy issue need be examined also in relation to the question of overcapacity and implications of the existing export incentives and other promotional measures.



Development of higher value-added products:  Potentials of future growth exist in the product development from available fish species, including presently underutilized or discarded species.  There are opportunities of product development for export, as successfully exemplified in surimi in recent years.  The important point is to direct the product development from the view points of prospective importing markets concerning their sanitary and quality standards, methods of processing and preparations, presentation and taste preferences and so on.  Market and merchandising information will be crucial in accessing East Asian markets which have different characteristics from European markets.  In this regard, it is advisable to examine the possibilities of joint ventures or business arrangements with food industries or large-scale retail establishments in East Asia.





3.2		Mining and Energy



3.2.1	The Present Situation



3.2.1.1	Mining



	The Argentine mining industry consists of three major production groups; application rocks, non-metallic minerals and metallic minerals.  The value of sector's production in 1993 amounted to US$495 million in total and it represented less than 0.3% of the country's GDP.  Application rocks contributed 66% of the sector's production value, followed by non-metallic minerals (25%) and metallic minerals (9%).  980 mines are operating in the country and 20,250 workers in total are employed in these mining projects.  The majority of the operating mines are small- and medium-sized at this moment.



	The production of application rocks such as sand for construction, limestone, boulder, granite blocks, etc. increased to meet the domestic demand for housing and road construction.  In contrast, metallic minerals continued to suffer a decrease of production, due to a stop of iron-bearing mines and minor production of concentrates from polymetallic mines.



	The exports of the mining sector are US$70 million which represents only 0.46% of Argentina's total exports.  On the other hand, the imports of minerals and derivatives amounted to US$856 million, or 4.6% of total imports.  The value of the sector's imports is actually two times of the production value and the export-import ratio is 1:10.



	The lack of investment in exploration work caused the poor development of mining activities in the past, but the political, institutional, and economic stability has created a favorable climate for investment in general and in particular for preinvestment in mining.  The new legal and institutional framework for attracting capital to the sector has been established.



a.  Mining investment law

- Tax stability for 30 years

- Deduction of 100% on income tax for the cost of investment in prospection, exploration, and a special study, 

- Special regime for amortizing investment in infrastructure and machinery and equipment

- Asset tax exemption

- Import duties exemption on capital goods and inputs

- Provincial royalties not exceed 3% of the mine-head value of the mineral extracted



b. Mining reorganization law

	- Preparation of geological maps

	- Creation of special customs zone for mining



c.  Federal mining agreement

	- Coordination between national and provincial policies



d.  New structure and function of Mining Secretariat

- National Directorate of Mining:  Promotion of investment and development of mining activities

- National Directorate of Geological Services:  Producing basic geological  information 

- National Institute of Mining Technology (INTEMIN):  Technology assistance

- National Institute of Seismic Prevention:  Applied investigation and technology assistance

- Regional Institute of Underground Water:  Technology assistance



e.  Advisory organizations

	-  Advisory Council of Mining Employers

	- Federal Council of Mining

	- Commission of Geological Map



	As a result of these changes, 98 foreign companies came in the country to engage in mining activities and 58 companies among them are actually proceeding exploration or other studies on their specific projects.  Most of these projects are related to the development of copper or gold mines.  Other 55 foreign companies are interested in this country, seeking an opportunity of investment in mining projects.



	Investment for prospection and exploration projects is increasing year by year as shown in Figure 3.2.1 and at the same time, investment for exploitation and mineral processing projects is also expected to increase significantly in the coming years (Figure.3.2.2).



�Figure 3.2.1  Preinvestment in Prospection-Exploration

(Million pesos)

�

Source: Mining Secretariat.





Figure 3.2.2  Investment in Development Project

(Million pesos)

�

Source:  Mining Secretariat.





	The major projects under feasibility study or detailed exploration stage are as follows:

	- Bajo de la Alumbrera, copper and gold in Catamarca Province

	- Nevados del Famatina, copper, molybdenum and gold in La Rioja Province

	- Cerro Vanguardia, gold and silver in Santa Cruz Province

	- Potasio Rio Colorado, potassium in Mendoza Province

	- Salar del Hombre Muerto, lithium in Catamarca and Salta Provinces

	- El Pachon, copper and molybdenum in San Juan Province



	Some measures for assisting small- and medium-sized companies were adopted by the government.



1)  Creation of a division of mining project analysis in Banco de la Nacion Argentina for financial assistance to small mining companies

2)  Reorganization of INTEMIN for technical assistance

3)  Planning of mining accesses to develop road networks in remote areas for access by small- and medium-sized producer to mining potential districts



	For the purpose of strengthening and broadening the geological database and technology, the Argentine government has made international cooperation agreements with some foreign countries and international organizations as follows.

 

1)  Spain:  Technical cooperation for the National Program of Geological Map of the Argentine Republic by Geomining Technology Institute of Spain (ITGE).

2)  Australia:  Technical cooperation for the Strategic Geoscientific Study on the Sierras Pampeanas by Australian Geological Survey Organization (AGSO).

3)  Chile:  Scientific and Technological cooperation in the Earth Science for joint geological and volcanic studies in frontier zones by National Service of Geology and Mining of Chile (SERNAGEOMIN).

4)  Japan:  Technical cooperation for exploration and evaluation of potential mining districts in the Northwest region by Japan International Cooperation Agency and Metal Mining Agency of Japan (JICA-MMAJ).

5)  Germany:  Two experts from Federal Institute of Geoscience of Germany have been requested.

6)  Interamerican Development Bank:  Partial financing for Multinational Mining Geology Project of horizontal technical cooperation between Geological Services of Argentina, Chile, Peru and Bolivia.  Geological Survey of Canada is joining as a consultant.  Joint work for basic geological studies in frontier regions of common interest will be carried out.

7)  United Nations Development Program:  A project for evaluation of the volcanic risk in Argentina.  A pilot project is carried out in Mendoza Province (Peteroa Volcano).

8)  Brazil, the U.S.A., and United Kingdom:  Technical cooperation agreements with Geological Surveys of those countries are under preparation.



3.2.1.2	Energy



	The energy sector of Argentina has been greatly transformed by the laws of State Reform and Economic Emergency.  The deregulation of the sectors of petroleum, gas, coal, electric power was carried out through the issuance of specific laws which established frameworks for free competition, enabling the incorporation of private investment into the respective activities.



	The functions and new organizational structure of the Energy Secretariat were approved by the decree and the state is responsible for:



1)  Establish the sector policy.

2)  Watch whether the private sector's activities meet the interest of community from technical, economic, and environmental viewpoints.

3)  Give information on demand and supply in the short, medium and long terms.

4)  Decide rules for the sector's activities and clarify its execution and interpretation.



(1)  Petroleum



	Prior to the deregulation, hydrocarbons production was almost monopolized by the state petroleum company, YPF S.E.  and only a limited number of private companies operated in the section of refining and marketing under strict regulations on the oil price and quantity.  But the government proceeded a full scale transformation of YPF S.E. into an open-capital corporation, YPF S.A.



	The law and so-called decrees of deregulation established a new role of the state in the economy after deregulation and demonopolization of the markets of hydrocarbon and derivatives.  The decrees of deregulation eliminated restrictions on the import and export of crude oil and liberalized the domestic hydrocarbon industry including the prices of petroleum and derivatives.  It also eliminated restrictions on the construction of new facilities of oil refining and marketing.



	Actions that have been carried out include:



1)  Concession for exploration, development, and exploitation of marginal fields

2)  Association of YPF S.A. with private companies interested in exploitation in central areas

3)  Restructuring of existing exploitation and risk contracts into exploitation concession and exploration contracts

4)  Transfer of exploitation areas to the provinces

5) "Argentine Exploration Plan" to encourage the discovery of reserves and their sale on the market



Figure 3.2.3  Production of Crude Oil, 1985-1993

(Million m3)

�

	Source:  Energy Secretariat.



	The production of crude oil from 1985 to 1993 is shown in Fig.3.2.3, which is self-explanatory of the impact of demonopolization on production.  Proved reserves in 1993 was 352,441,000 m3.  Forecast investment in petroleum from 1993 to 1997 amounts to US$7,723 million in total which includes US$5,806 million for exploration and exploitation.



(2) Gas



	The same concepts as mentioned in the sector of petroleum are applicable to the transport and distribution of natural gas, and thus the restructuring of the state gas company, Gas del Estado, was proceeded through the formation of 10 business units, with a transportation system divided into two and a distribution system divided into eight.  Law and decrees created the basis of a regulatory framework for operation of the transporters and distributors.  At the same time, National Regulatory Agency for Gas (ENARGAS) was set up as the specific regulatory organization of the sector.



�	The main roles of ENARGAS is as follows.

1)  Provide adequate protection for customer rights.

2)  Encourage competition in the market of natural gas.

3)  Encourage improved operation, reliability, impartiality, open access, fair and generalized usage of installations and services for transportation and distribution of natural gas.

4)  Regulate activities related to the transportation and distribution of natural gas, ensuring reasonable and equitable tariffs.

5)  Encourage the rational and efficient use of natural gas.

6)  Prevent uncompetitive, monopolistic or discriminatory behavior by producers and users.



	Production of natural gas in 1993 was 26,668 million m3 and proved reserves in the same year recorded 516,662 million m3.



(3) Electric power



	The transformation of electricity sector was proceeded through inflows of private capital investment and the approval of free competition.  The basic concepts of transformation are as follows.



1)  The role of the state is to decide policies and regulations without participating in corporation activities.

2)  The horizontal separation of activities into production, transportation and distribution.

3)  Creation of the wholesale electricity market and its management company (CAMMESA).

4)  Creation of a regulatory agency of electricity (ENRE).

5)  Redefinition of the function of the Electric Energy Subsecretariat.

6)  Redefinition of the National Fund of Electric Energy, aiming at the development of electric works in interior regions and the control of tariffs for end-users.

7)  Transformation of the state companies, SEGBA, AGUA y ENERGIA, and HIDRONOR into multiple business units for their privatization.



	The companies transformed to the private sector during 1992-1994 are listed in Table 3.2.1.  ENRE and CAMMESA are performing their important tasks in the transformed electricity sector.  The installed capacity of electric power generation of the country is shown in Table 3.2.2.



�Table 3.2.1  Companies Transformed to Private Sector

Generation:�GENERAL PUERTO S.A.�1009�MW���GENERAL COSTANERA S.A.�1260�MW���GENERAL PEDRO DE MENDOZA S.A.�94�MW���GENERAL DOCK SUD S.A.�210�MW���GENERAL TERMICA ALTO VALLE S.A.�94�MW���GENERAL TERMICA GUEMES S.A.�245�MW���GENERAL TERMICA SORRENTO S.A.�226�MW���GENERAL TERMICA SAN NICOLAS S.A.�650�MW���GENERALES TERMICAS DEL NOROESTE S.A.�296�MW���GENERALES TERMICAS DEL NORESTE S.A.�248�MW���GENERALES TERMICAS PATAGONICAS S.A.�258�MW���GENERALES TERMICAS DEL LITORAL S.A.�94�MW���GENERALES TERMICAS MENDOZA S.A.�422�MW���HIDROELECTRICA ALICURA S.A.�1000�MW���HIDROELECTRICA PIEDRA DEL AGUILA S.A.�1400�MW���HIDROELECTRICA CERROS COLORADOS S.A.�450�MW���HIDROELECTRICA CHOCON S.A.�1320�MW���HIDROELECTRICA DIAMANTE S.A.�388�MW���HIDROELECTRICA AMEGHINO S.A.�47�MW���HIDROELECTRICA NIHUILES S.A.�259�MW��Transportation:�TRANSENER S.A.�7100�km���TRANSNOA S.A.�2718�km���TRANSNEA S.A.�876�km���TRANSPA S.A.�1833�km���TRANSCOMAHUE�829�km���DISTROCUYO S.A.�1380�km��Distribution:�EDENOR S.A.�����EDESUR S.A.�����EDELAP S.A.����Source:  Energy Secretariat.





Table 3.2.2  Installed Nominal Capacity (MW) by Jurisdiction

(as of Sept. 1994)

Jurisdiction�Steam Turbin�Combined Cycle�Gas Turbin�Diesel�Hydro�Nuclear�Total��CAPITAL FEDERAL�2302��61����2363��GRAN BS. AIRES���338����338��BUENOS AIRES�1586��210�100��370�2266��CATAMARCA���8�8�2��18��CORDOBA�249��345�21�927�648�2190��CORRIENTES���120�52�78��249��CHACO�45��93�25���163��CHUBUT���270�26�496��792��ENTRE RIOS�22��15�23�945��1005��FORMOSA���23�34���57��JUJUY���68�6�7��81��LA PAMPA���17�11�10��38��LA RIOJA���32�39���71��MENDOSA�245�90�87�5�693��1120��MISIONES��71�74�41�121��307��NEUQUEN�30��577�10�3821��4438��RIO NEGRO���59�39�20��118��SALTA�245��35�24�116��421��SAN JUAN���31�10�89��130��SAN LUIS����8�4��12��SANTA CRUZ���85�44���129��SANTA FE�266��44�84���394��SGO. DEL ESTERO���48�25�17��90��T. DEL FUEGO���39�13���52��TUCUMAN�80��40�4�50��174��TOTAL�5070�160�2730�662�7397�1018�17037��Source:  Energy Secretariat.



3.2.2	Issues



	More than 90% of the sector's production value depends on application rocks and non-metallic minerals.  Certain kinds of products may be exportable to neighboring countries but its value seems to be rather small.  It is not so important to increase the variety of mineral products.  For the purpose of export expansion, it is necessary to increase exportable items in the Argentine mining industry.



	Approximately one hundred foreign companies are working in the country for future investment.  Most of these companies aim to develop large-scaled metallic mineral deposits with a big amount of investment.  As a result of their activities, the production of exportable commodities can be expected before the end of this century.  The continued presence of foreign mining companies is essential for the growth of the mining sector.



	The preparedness of basic geological information is an important factor of decision making by foreign companies to select the target country for exploration and development projects.  The government has been taking several measures in this field, and the efforts have to be continued by the own investigation or in collaboration with international organizations through technical cooperation arrangements.



	To develop human resources in skilled labor for future mine development on a large scale, it is also an important task to assist and promote the training of the personnel of small- and medium-sized mining companies.



	A program of mining access is established for assisting the private sector, especially small- and medium-sized companies, in their access from the existing principal road networks to a potential mining district.  This plan should be carried out in mineral-rich regions and be continued to cover many remote areas for future development.



	Foreign companies from Canada, the U.S.A., Australia, Chile, South Africa and Germany are known as actual or expected investors in Argentine mining.  But no company from East Asian countries is included.  East Asian countries are considered as a main purchaser or importer of future mine products of the country.  It will be necessary to invite some interested companies from East Asian countries for participating in the development of mines, not only as a purchaser but also as an investor.



	The proved reserves of petroleum are limited and newly explored additional reserves seem to be less than the country's annual production.  The modest production and consumption of crude oil for electrical energy generation are desirable from the viewpoints of resource conservation and environmental protection.  On the other hand, proved reserves of natural gas are greater and its possible reserves are expected to be much more than petroleum.  The use of the abundant natural gas could be considered in place of consuming the limited reserves of crude oil.  A natural gas pipeline project is in the stage of feasibility study.  The East Asian market, in addition to the Chilean market, will be included in the study for natural gas exports.  It is reported that another plan of a gas pipeline to connect Argentina and Brazil has been examined.  It seems to be quite reasonable and necessary to expand natural gas exports to MERCOSUR countries.





3.3		The Manufacturing Sector

		-- Reduce Costs of Non-Imported Inputs --



3.3.1		The Present Situation



3.3.1.1	Profile of the manufacturing sector



(1)  Production



a.  GDP

	During the period from 1986 to 1993, the GDP of the manufacturing sector (industrial GDP) grew at 2.0% per annum.  The share of the sector to the whole economy fell from 27.4% in 1986 to 26.1% in 1989.  After recovering to 27.4% in 1991, it fell again to 26.4% in 1993.



	Table 3.3.1 presents a comparison between the growth of total GDP and that of the manufacturing sector.  Industrial GDP contributed only 22.5% to the increment of total GDP for the last 7 years and it was one of the main causes of the recession in 1988 and 1989.



Table 3.3.1  Relation Between Increase of Total and Industrial GDP

(1986 thousand pesos, %)

�Increment of total GDP (A)�Increment of manufacturing

sector GDP (B)�(B/A*100)��1986/87�257.4�48.1�18.9��1987/88�-192.5�-135.6�70.4��1988/89�-624.8�-188.9�30.3��1989/90�5.8�50.3�867.2��1990/91�839.5�299.3�35.7��1991/92�888.7�206.2�23.2��1992/93�673.3�135.8�20.2��1986/93�1847.8�415.2�22.5��Source:  Based on INDEC data.





	While the industrial structure has changed slightly as a whole, the textile/leather industry, the fourth largest manufacturing industry in Argentina, had reduced its share from 3.4% in 1986 to 3.0% in 1993 and the food industry, the third largest industry, followed it from 6.3%  to 6.1% for the same period (Table 3.3.2).  Machinery, the second largest industry in Argentina, attained a remarkable increase in the share among others from 1990 to 1993.  In contrast, basic industries such as chemical, textile/leather, and food industry reduced their shares significantly.



�Table 3.3.2  GDP Share by Manufacturing Subsector

(%, percent point)

�Share of total GDP����Variation of Share����1986�1990�1993�1986/90�1990/93�1986/93��Total�27.42�26.63�26.40�-0.79�-0.23�-1.02��Food industry�6.3�6.5�6.1�1.17�-0.37�-0.19��Textile, Leather�3.4�3.4�3.0�-0.02�-0.45�-0.47��Wood products�0.7�0.5�0.6�-0.12�0.09�-0.04��Paper, Printing�1.4�1.3�1.5�-0.08�0.15�0.07��Chemical industry�6.7�7.3�6.6�0.60�-0.73�-0.13��Nonmetal mineral�1.2�1.0�1.3�-0.24�0.32�0.08��Metal industry�1.0�1.2�1.0�0.16�-0.13�0.03��Machinery�6.4�5.1�6.3�-1.26�1.14�-0.12��Others�0.2�0.2�0.2�-0.01�0.00�-0.01��Source:  Secretaria de Industria.





b.  IIP

	The index of industrial production (IIP) surveyed by INDEC shows that the automotive industry plays a significant role in the manufacturing sector.  IIP, which was indicated as 100 in 1986, decreased to 81.7 in 1990, recording the lowest for the period.  Industrial production recovered rapidly to 92.1 in 1991, surpassed the levels of 1986 in 1992, and rose to record 113.7 in 1994 (the figures for 1994 were obtained by the simple calculation of the multiplier based on the value of index from January to May).



	On the other hand, IIP without the automotive industry presents a different evolution.  Although Argentine manufacturing industries, other than the automotive industry, recovered their production from the bottom in the recession, they could not surpass remarkably the level of the mid-1980s.  IIP without the automotive industry remained between 101 and 102 until 1993.  For December 1993, IIPs of selective industries were 147.3 for machinery, 124.3 for chemicals, 114.9 for cement, 101.4 for metals, 100.8 for food/beverage/tobacco, 85.5 for paper/printing, and 83.0 for textiles.



	Based on another IIP (1984=100) of the first quarter of 1994 (figures in parentheses are IIP in 1993) surveyed by the FIEL, 18 subsectors can be classified into the following 4 groups by the criteria of growth rates and growth patterns.



A)  High-growth industries whose IIPs exceeded 150

	Automotive:	207.6 	(194.7)

	Basic metal:	165.3	(116.3)

	Beverage:	161.2	(118.6)

B)  Growth industries whose IIPs surpassed average (124 in 1994) but less than 150

	Plastic:	146.5	(117.7)

	Tire:	140.1	(116.5)

	Chemical:	143.5	(110.4)

	Food:	133.5	(109.6)

	Fuel:	128.1	(104.9)

	Metal products:	125.3	(114.0)

C)  Matured industries whose IIPs surpassed 100 but less than 124

	Aluminum	122.3	(125.7)

	Tobacco:	122.0	(98.8)

	Machinery:	115.0	(113.1)

	Cement:	113.1	(108.1)

	Agrochemicals:	108.0	(130.7)

D)  Industries in declining tendencies

	Paper:	98.1	(102.1)

	Petrochemical:	97.3	(97.9)

	Textile:	91.7	(96.9)

	Tractor:	35.6	(28.5)





Table 3.3.3  IIP With and Without Automotive Industry

Year�Total�Without automotive�Gap�Year�Total�Without automotive�Gap��1986�100.0�100.0�0.0�1991�92.1�91.7�0.4��1987�101.4�100.9�0.5�1992�106.0�101.2�4.7��1988�96.7�96.5�0.2�1993�110.6�102.0�8.5��1989�85.6�82.7�2.9�1994�113.7�101.2�12.5��1990�81.7�80.3�1.4�(J-M)��Source:  Secretaria de Industria.





c.  Capacity utilization

	The capacity utilization of the manufacturing industry, which had varied from 74% to 61% in 1980s, attained the historical record of 75% in the first quarter of 1994.  Currently, five industries such as automobile, tobacco, leather, household appliances, and basic metals have little substantial room to increase their physical production because they exceed 90% in their capacity utilization (Table 3.3.4).  Other industries with high levels of capacity utilization may have the same sort of problem.



Table 3.3.4  Capacity Utilization by Industry , the First Quarter of 1994

(%)

Automotive�97�Electronics�79��Tobacco�96�Plastic�79��Leather�95�Printing/publishing�74��Household appliance�92�Food�73��Basic metal�91�Metal products�73��Petrochemical�86�Beverage�72��Wood products�85�Pharmaceutical�70��Rubber�84�Chemical�66��Glass�84�Cement�60��Paper�82�Machinery�59��Textile�81�Tractor�58��Electric machine�81�Aluminum�45��Footwear�80�Automobile parts�34��Source:  FIEL.





(2)  Investment



	Table 3.3.5 presents the evolution of the sector's investment indicator in imported capital goods.  Capital investment of the manufacturing sector was stagnant in the latter half of the 1980s, but it grew remarkably since 1991.  The average annual import value for 4 years from 1990 to 1993 is calculated as US$932.4 million.  This is 2.2 times as large as the average recorded in 1986-1989.  Capital investment was made not only for enlarging production capacity but also for improving their production systems for cost reduction.  However, capital investment is not yet at a sufficient level.  While many factors can be cited for this situation, the relatively high financial cost seems to be one of the most important factors.



Table 3.3.5  Capital Good Imports by the Manufacturing Sector

�Annual Imports���Accumulated Imports����US$ million�%��US$ million�%��1986�289.4�-3.31��289.4�5.37��1987�508.4�75.68�Av.1.00�797.8�14.79��1988�493.5�-2.92��1,291.3�23.94��1989�371.9�-24.65��1,663.1�30.83��1990�305.3�-17.90�0.74�1,968.4�36.50��1991�642.0�110.29�1.54�2,610.4�48.41��1992�1,230.1�91.60�2.95�3,840.6�71.22��1993�1,552.1�26.73�3.73�5,392.7�100.00��Source:  Economic Report 1993.





(3)  Employment



	Table 3.3.6 was elaborated based on INDEC's data of the number of employees in the manufacturing sector presented in the National Economic Census of 1984 and changes reflected in the monthly employment surveys also prepared by INDEC.  The table shows that the number of employees in the sector decreased by 22.1% in the last eight years.



Table 3.3.6  Estimation of Personnel Employed in the Manufacturing

(Persons)

�1984�1990�1991�1992�1992-1984��Food/beverage/tobacco�360,630�289,275�286,952�290,088�-70,542��Textile/leather/footwear�211,368�159,816�148,512�141,708�-69,660��Wood prod./furniture�79,118�57,451�57,710�60,418�-18,700��Paper/printing�74,449�66,175�63,225�66,462�-7,987��Chemical/petrol/rubber�146,836�121,088�119,045�119,323�-27,513��Ceramics/glass/others�86,558�95,899�90,993�94,190�7,632��Steel/non-ferrous metals�50,334�45,033�40,305�31,857�-18,477��Metal prod./machine/transport equip.�362,439�242,033�253,957�264,347�-98,093��Other industries�10,073�8,080�7,886�8,630�-1,443��Total�138,805�1,084,851�1,068,586�1,077,023�-304,782��Source:  Estimated from INDEC data.





	Principal factors for this decrease are:  1) restructuring and reorganization in several sectors; and 2) the reduction that took place in small- and medium-sized enterprises due to severe competition.  This situation will continue until sectoral reorganization reaches a certain level.



�Table 3.3.7  Evolution of the Employment in the Manufacturing Sector, 1984-1992

�Number of�Rate of�Share (%)�����employees

(persons)�decrease

(%)�1984 (%)�1992 (%)�1992/1984��food/beverage/tobacco�-70,524�-20%�26.1%�26.9%�0.8%��textile/leather/footwear�-69,660�-33%�15.3%�13.2%�-2.1%��wood prod./furniture�-18,700�-24%�5.7%�5.6%�-0.1%��paper/printing�-7,987�-11%�5.4%�6.2%�0.8%��chemical/petrol/rubber�-27,513�-19%�10.6%�11.1%�0.5%��ceramics/glass/others�7,632�9%�6.3%�8.7%�2.5%��steel/non-ferrous metals�-18,477�-37%�3.6%�3.0%�-0.7%��metal prod./machine/ transport equip.�-98,093�-27%�26.2%�24.5%�-1.7%��other industries�-1,443�-14$�0.7%�0.8%�0.1%��Total�-304,782�-22%�100.0%�100.0%���Source:  Estimated from INDEC data.





	Table 3.3.7 shows changes in the composition of industrial employment between 1984 and 1992.  It is indicated that the shares of industrial employment of industries such as steel and non-ferrous metals, textiles, leather and footwear; and metal products, machinery, and transport equipment experienced higher levels of reduction than the average.  In contrast, there was a 9% increase in employment in ceramics, glass, and non-metallic minerals.



	Even though the food, beverages, and tobacco industry experienced a 20% reduction in employment, its share in total industrial employment increased by 0.8%.  Positive changes have been observed in industries such as printing, publishing and paper manufacturing, chemicals, petroleum and its by-products, and rubber and plastics.



	Total industrial employment increased in 1992 over the previous year.  Some increase was seen in several industries.  Although this performance is encouraging, it cannot be said that it constitutes a definite trend given the successive changes experienced by the sector during the restructuring process.



(4)  External trade



a.  Export of the manufacturing sector

	In Argentina, manufacturing products are classified into agricultural manufactures (MOAs) and industrial manufactures (MOIs).  These two groups are quite different in their characteristics.  MOAs are the product of agro-related industries, or processed raw materials previously exported as primary goods.  MOIs are the products of manufacturing industries developed through import substitution of industrial goods in a wide range of use from consumer goods to capital goods.



�1)  Exports of agricultural manufactures

	MOA exports occupy the first place since 1986, displacing primary goods.  Product categories of MOA exports that recorded more than US$100 million in 1993 were by-products food industries, edible oils and fats, meat, furs and leather, processed fish and shellfish, processed vegetables and legumes.  Other categories such as dairy products, dried or frozen fruits, tea, milled products, sugar and confectionery, beverages and vinegar, and processed wool also showed in a substantial amount of exports.



	Table 3.3.8 presents the evolution of MOA export values since 1986.  In 1988, total exports of MOAs increased by 37.1% compared to 1987 due to the growth in the exports of by-products of food industries and edible oil.  Though MOA exports expanded remarkably again in 1990 due to the increased exports in edible oil, meat, and furs and leather, the growth rate was lower than in 1988.



	Policy measures affected the export significantly.  An export promotion program enacted in 1987 brought about some astonishing results in the following year, and deregulation and institutional improvement generated a remarkable increase again in 1990.



	There has been noticeable diversification in the export of MOA exports.  Processed fish and vegetables increased their share in total MOA exports from 2.8% in 1986 to 8.9% in 1993.  On the other hand, dominant categories such as by-products of food industries, edible oil, meat, and furs and leather, reduced their share significantly from 85 % in the latter half of 1980s to 79% in the first 4 years of the 1990s.



Table 3.3.8  Exports of Agricultural Manufacturers

(US$ million)

�By-products�Fats and oils�Meat�Furs and leather�Processed fish�Processed vegetables�Others�Total��1986�822�656�465�351�9�67�316�2,686��1987�877�546�599�371�11�101�371�2,876��1988�1,443�921�607�383�17�119�453�3,943��1989�1,335�876�716�374�23�160�522�4,006��1990�1,200�1,151�873�488�15�213�724�4,664��1991�1,270�1,221�892�514�246�199�585�4,927��1992�1,456�1,131�772�463�233�256�512�4,823��1993�1,456�1,079�748�618�271�166�591�4,929��Source:  INDEC.





2)  Exports of industrial manufactures

	In 1993, MOI exports occupied the second place in total exports.  Product categories with exports of more than US$100 million each in 1993 were machinery/devices/electrical materials, automobiles, iron and steel, chemicals, textiles, paper and printing, plastics, and leather products .  Table 3.3.9 presents the evolution of MOI exports, which has a pattern different from that of MOA.  MOI exports recorded remarkable growth of 33.6% in 1993 over the previous year.  The decreases in 1991 and 1992 are attributable to an expansion of domestic demand brought about by strong economic growth.  This was as a part of the mixed results from specific policy measures to some industries and as well as caused by a transition in comparative advantages that had continuously occurred in each industry.



Table 3.3.9  Export of the Industrial Manufactures

(US$ million)

�Household appliance�Automobiles�Iron and steel�Chemicals�Textiles��1986�280�212�474�249�67��1987�270�135�532�291�116��1988�384�171�913�458�141��1989�430�190�1,234�487�205��1990�486�223�1,163�523�213��1991�562�266�912�504�148��1992�502�390�626�519�118��1993�753�718�697�558�165���Paper and pulp�Plastics�Leather products�Others�Total��1986�29�43�30�112�1,496��1987�49�83�47�172�1,695��1988�93�179�60�234�2,633��1989�116�170�65�289�3,186��1990�153�171�70�362�3,364��1991�113�146�77�256�2,984��1992�126�145�74�243�2,743��1993�150�130�118�376�3,665��Source:  INDEC.





b.  Imports of the manufacturing sector

	Table 3.3.10 shows the evolution of imports by the manufacturing sector, which were estimated by the Study Team based on an analysis carried out by Secretaria de Programcion Economia presented in Economic Report 1993.



Table 3.3.10  Imports of the Manufacturing Sector

(US$ million)

�Intermediate goods�Capital goods�Parts & accessories�Total��1986�2,362�289�401�3,052��1987�2,532�508�594�3,634��1988�2,581�494�575�3,650��1989�2,118�372�350�2,840��1990�2,069�305�332�2,705��1991�3,419�642�553�4,614��1992�4,742�1,230�1,030�7,002��1993�5,066�1,552�1,060�7,678��Source:  Estimated from INDEC data.





	Imports of the manufacturing sector consist of capital goods, parts and accessories for capital goods, and intermediate goods.  Statistical data on the second and third good categories are not available but data on the first category are available.  Based on the assumptions that the sector's imports of parts and accessories are proportionate to those of capital goods and that all intermediate goods were imported by the sector, the Study Team calculated the sector's elasticities of the increase in imports with respect to an increase in production as follows.



	1987	1988	1989	1990	1991	1992	1993

IIP variation (%)	+1.4	-4.6	-11.5	-4.6	+12.7	+15.1	+4.3

Import variation (%)	+19.1	+0.6	-22.2	-4.7	+70.5	+51.7	+9.7

Elasticity	13.6	--	1.9	1.0	5.6	3.4	2.3



	Reflecting a decline in economic activity of the sector in relation to the whole economy, the share of the manufacturing sector's imports in total imports decreased from 66.4% in 1990 to 45.7% in 1993.



c.  Trade balance

	During the period from 1986 to 1993, the manufacturing sector contributed to the country's foreign exchange earnings to a large extent with a cumulative gains of US$19.6 billion (Table 3.3.11).  With rapid growth in exports and stagnant imports , the sector had a considerable trade surplus every year in the latter half of the 1980s.  The surplus reduced significantly in 1992 with a sharp increase in imports by the sector.



Table 3.3.11  Trade Balance of the Manufacturing Sector

(US$ million)

�Exports�Imports�Balance�Cumulative gains��1986�4,183�3,052�1,131�1,131��1987�4,521�3,634�887�2,261��1988�6,577�3,650�2,927�3,148��1989�7,204�2,840�4,364�6,075��1990�8,036�2,706�5,330�10,439��1991�7,908�4,614�3,294�15,769��1992�7,573�7,002�571�19,063��1993�8,594�7,678�916�19,634��Source  Based on INDEC data.





(5)  Industrial competitiveness



a.  The situation of industrial development and competitiveness since 1990

	The food industry is outstanding among the eight industries in Argentina.  The food industry ranks first or second in GDP, the number of employees, and total exports. (Table 3.4.12)



	Industrial GDP per employee, an indicator of the labor productivity of the sector, was 3.0 pesos in 1993 in the 1986 constant price (Table 3.3.13).  This number was 6.9 pesos, 3.7 pesos and 3.0 pesos for the chemical, metal, and machine industries, respectively.  Five other industries, i.e., paper, food, textile/leather, nonmetal and wood industries, remained less than the average.



Table 3.3.12  GDP, Employment and Exports by Industry, 1993

�GDP��Employees�Exports�Export ratio���1986 pesos�Current pesos��Current US$����(1,000)�(million)�(1,000)�(million)�(%)��1  Food industry�725.4�14,733�289�4,171�28.3��2  Machinery�741.7�15,064�247�1,471�9.8��3  Textile/leather�352.2�7,153�139�1,133�15.8��4  Metal industry�122.9�2,496�33�697�27.9��5  Chemical/petroleum�782.9�15,900�113�688�4.3��6  Paper/printing�170.3�3,459�64�150�4.3��7  Wood industry�73.9�1,501�63�96�6.4��8  Nonmetal industry�152.4�3,095�75�79�2.6��Total�3,152.8�64,032�1,067�8,594�13.4��Note:	1.	Current GDP was estimated by the Study Team with the deflator used in the total GDP.

	2.	Number of Employee was as of 1992.

Source:  Based on INDEC data.





Table 3.3.13  GDP and Exports per Employees, 1993

�GDP per employee��Export per employee���1986 peso�Current US$ 1,000�Current US$ 1,000��1  Food industry�2.5�(51.0)�14.4��2  Machinery�3.0�(61.0)�6.0��3  Textile/leather�2.5�(51.5)�8.2��4  Metal industry�3.7�(75.6)�21.1��5  Chemical/petroleum�6.9�(140.7)�6.1��6  Paper/printing�2.7�(54.0)�2.3��7  Wood industry�1.2�(23.8)�1.5��8  Nonmetal industry�2.0�(41.3)�1.1��Total average�3.0�(60.0)�8.1��Source:  Based on INDEC data.





	The three industries with relatively high productivity, i.e., machinery, chemical/petroleum, and metal, produced only 52.3% of the sector’s GDP and exported only 33.2% of the sector's total exports (a total of MOA and MOI).  Although the sector is in the process of restricting and thus its full results remain to be seen, the current performance cannot be considered good enough for a country which has a relatively long history of industrialization and a relatively high level of income like Argentina.  This evaluation is based on the development patterns of industrial countries, which almost always experienced a shift from labor-intensive industries to capital-intensive and/or high-tech industries associated with productivity improvement in the past.



	Manufacture exports per employee was US$8,100 in 1993.  Industries such as metal, food, and textile and leather have considerable competitiveness in world markets and large exports per employee, i.e., US$21,100 for metal, US$14,400 for food, US$8,200 for textile and leather.  Exports by the food industry and the textile and leather industry alone accounted for 61.7% of total manufacture exports.  These exports consist mainly of MOAs in which the source of competitiveness does not lie in the manufacturing production but in the availability of raw materials at relatively low prices in the country.





b.  Competitiveness of the Argentine machine industry

	In terms of international competitiveness, the eight industries can be classified into four ranks as below.



	Top ranking:	Food, metal

	Second:	Textile and leather

	Third:	Machinery

	Fourth:	Chemical, paper and printing, wood, nonmetal



	As observed in industrialization in many developing countries, the development of the manufacturing industry often accompanies a sustained uprise of the relative share of the machine industry in GDP as well as in exports.  In Argentina, many branches of machinery are significantly different from each other in competitiveness.  For instance:



	1)  High growth is observed in GDP and exports of automobiles and household appliances as evidence for strong competitiveness.  A sharp decline is observed in the production of auto parts and in the manufacturers of consumer electronic parts as evidence that these industries are out of competition due to the rationalization of terminal companies.



	2)  The international competitiveness of the machine tool industry has declined due to a low level of investment, insufficient export finance, and high prices.



	3)  Most promising industries in world markets such as computers and communications electronics have not been developed sufficiently in Argentina.  Since tariffs are not levied on these products, there is little possibility of their local production in the near future.



	Exportable goods are presently limited to a few items such as automobiles, auto parts, household appliances, etc.  However, the export of automobiles is supported by the Automotive Regime, a specific industrial policy formulated for the development of the industry.  To be internationally competitive, one passenger car model required a production scale of at least 300,000 units per year.  One of the difficulties of Argentina's automobile industry is the small size of the local market for many models.



	Table 3.3.14 presents the evolution of the export structure of manufactures.  It is not clear whether there was a change in the export pattern between 1986 and 1993.  There is no indication that there was comparative advantage in the machine industry with respect to the food industry.



Table 3.3.14  Export Structure of Manufactures

(Current US$ million, %)

�1986��1989��1993����Value�Share�Value�Share�Value�Share��Machine�492�12.0�620�8.8�1,471�17.6��Chemicals/Metals�846�20.6�2,157�30.6�1,670�19.9��Textiles/Leather�608�14.8�817�11.6�1,133�13.5��Foods�2,164�52.7�3,451�49.0�4,109�49.0��Total�4,110�100.0�7,045�100.0�8,383�100.0��Source:  Based on INDEC data.





c.  Improvement in productivity and export performance

	Labor productivity has improved in every industry since 1990.  Main factors for the rise in productivity were the rapid recovery in production due to economic stabilization and the reduction in the labor force through restructuring.  As to the change in competitiveness itself, more detailed analysis is necessary to find how much that had been improved.  It is because factors such as rises in wages and other costs should be taken into account for the calculation of productivity.



	With respect to the export performance, export growth was recorded in the food and machine industries while negative growth was observed in other six subsectors.  In particular, some export industries such as metals and textiles and leather reduced their exports significantly.  As a result, the growth of value added in these industries became stagnant.  The competitiveness of these two industries was weakened between 1990 and 1993, in spite of the productivity improvement.



Table 3.3.15  Changes of GDP, Employment and Exports by Industry in 1990-1993

(% per annum)

�G D P�Number of employees�Exports��1  Food industry�5.8�0.8�3.3��2  Machinery�15.3�-4.8�27.5��3  Textile/leather�2.9�-4.5�-8.2��4  Metal industry�4.2�-13.1�-15.7��5  Chemical/petroleum�3.7�-1.6�-0.3��6  Paper/printing�4.2�0.1�-0.6��7  Wood industry�11.1�5.0�-4.6��8  Nonmetal industry�13.5�-4.0�-5.8��Total average�7.9�-2.3�2.3��Note:  Rate of the number of employees covered period from 1990 to 1992.

Source:  Based in INDEC data.





�(6)  Review of the industrial policy



a.  Feature of Argentine industrial policy

	The objective of Argentina's new industrial policy is to adapt domestic prices to international levels for enhancing the competitiveness of manufacturing industries.  The elimination of incentives is a significant change to be noted.  Table 3.3.16 illustrates the measures carried out in the last few years.  Measures to induce restructuring are trade liberalization and the reduction of tax incentives to industrial production.  In the field of small- and medium-sized industries, institutional arrangements for finance are also provided.



Table 3.3.16  Current Industrial Policy Measures

Year�Type of measures�Brief points��1989�Tax incentives�Economic Emergency Law:  Under the law 50% of the industrial promotion benefits were deferred for 1 year, exchange for a bond subject to indexation payable after two years.����The re-registration of the firms and the requirement for a sworn declaration of their actions and the benefits.��1991�Trade�Reduction in the average tariff, with the structure scaled to provide greater protection to consumer goods.����Export reimbursement, suspended in mid-1989, was re-instituted.����Elimination of freight reserves for national-flag vessels.����The simplification of requirements for registration of Importers and Exporters.����Elimination of the statistical tax on exports in November 92.���Tax�The approval of new projects was suspended until September 1993.����Regulations for the exchange of promotional benefits for fiscal credit bonds, which could be used for the payment of taxes.����The government has decided that the country is unable to afford subsidies of the nature (law 23614 dated 1988 will no be implemented).��1992�Trade�New tariff structure introduced:  (1) Equality of treatment for industrial input and parts and spares whether or not produced, in order not to discriminate against the possibility of local production of the goods.  (2) An increase in the scaling of tariff on the principle of value added content of product.����Eliminating the special treatment given to the CONSUMER ELECTRONICS.����Reimbursement on all export was increased.����(1) Statistical tax was increased from 3% to 10% on imports.  (2) Tariff on capital goods not manufactured in the country were exempted of this increase.���Tax�In Tierra del Fuego free trade zone a timetable was published reducing VAT benefits until they extinguish in 1996.����The Industrial Specialization and Reconversion Regime.���Finance�The three-year program for the encouragement and development of small and medium sized business (refer next clause).��1993�Trade�Tariffs ceased to be applied on most CAPITAL GOODS.����Satistical tax of 10% reduced to 3% for intermediate goods.����Special protection of paper imports and textile imports.��



	These measures had two basic objectives:  1) To move the prices of industrial inputs close to those international market levels by trade liberalization or special regimes for industrial promotion; and 2) To reduce gradually or eliminate benefits and incentives related to taxes and duties previously provided by the government.  However, there are some aspects that could not be solved only with these measures.  There are some industries in Argentina that still cannot reach the economies of scale necessary to be competitive in international markets in the short term.  These industries have to make much effort to survive under the new industrial policy framework.



1)  The Automotive Regime

	In 1991, the Argentine government sanctioned a new decree, No. 2677/91, introducing a series of changes to the framework of the existing automatic regime.  It has generated remarkable improvement in production, exports, employment, and profitability.  As a result, the industry can now attract foreign direct investment.  While the industry has benefited from the Regime to a large extent, the financial costs spent on the grant of the 2% import tariff are relatively small.



2)  The industrial specialization and reconversion regime

	The Industrial Specialization and Reconversion Regime (IRS), which was enacted in December 1992 and started in January 1993, has positive impacts on the export of various industrial products, such as steel and metal products, chemical products, and so forth.



	IRS is similar in nature to the Automotive Regime as it is a commitment program aimed at promoting exports.  A difference between the two regimes is that the Automotive Regime requires automotive terminals to submit commitment programs for restructuring, which requires a large amount of investment and changes in production strategies, e.g., the renewal of makes and complementation with Brazil.



	In 17 months after the commencement of the regime, 171 programs submitted by companies in various industrial sectors were approved.  While these companies have to contribute to export promotion, they can obtain a special license to import, at a 2% tariff, goods in the same category as they have exported.  The base value of exports in 1992 were US$506.6 million, while the increased value which those companies had committed themselves to reach in 1993 was US$155.7 million, an increase of 30.7% over the base year.



b.  Small- and medium-sized industry development program

	Access to financial resources is seriously limited in small- and medium-sized industries in Argentina.  Banks and other financial institutions are, generally speaking, reluctant to lend money to private business, particularly to small-sized ones without substantial guarantees.  Due to the insufficiency of financial resources, those companies are far behind larger companies in restructuring and modernization.  For the purpose of improving financial and technological conditions of those industries, the government started the small- and medium-sized industry development program (the 3-year program) at the end of 1992.



1)  Financing

	Fourteen financial schemes have been implemented (Table 3.3.17).  Four credit lines with interest rates between 8.4% and 12% per annum and terms of 3 to 5 years are available for production and technological improvement.  One credit line is available for research and development.  Five short- and long-term credit lines with interest rates from 8% to 13% per annum are available for exports and imports.



Table 3.3.17  Financing Schemes of the 3-Year Program

Schemes�Entities responsible�Objectives�Terms��F1�SOI/banks�modernization of production equipment�10-12% p.a., 4 years��F2�SOI/banks�working capital�10-12% p.a., 18-36 months��F3�SOI/banks�improvement of production technology�11-12% p.a., 36 months��F4�SOI/BNA�conversion of production �8.4% p.a., 7 years��F5��not specified�not specified��F6�SOI/banks�not specified�12-15% p.a., 48 months��F7�SEP�technology�12% p.a., 4 years��F8�SSTN/BNA�research and development�50% p.a. less, 4 years��F9�BICE�export of capital goods�8-10% p.a., 0.5-5 years��F10�SOI/BNA�export of capital goods�10% p.a., 4 years��F11�BNA�export promotion�10-13 p.a. 5-4 years��F12�BNA�export promotion�10% p.a., 180 days-1 year��F13�SALF�export promotion�Libor + 2.5%, 2 years��F14�SOI�consortiums constitution�grant��Note:	SOI:  Secretariat of Industry.  SEP:  Secretariat of Economic Program.  SSTN:  Secretariat of Science and Technology of the Nation.  BNA:  Banco de la Nacion Argentina.  BICE:  Banco de Inversiones y Comerico Exterior.  SALF:  Secretariat of Agriculture, Livestock and Fisheries.

Source:  The Secretariat of Industry.





	The total amount of these credit lines, which include 4 lines applicable to the agricultural sector, is US$1,600 million.  Of the total, US$1,000 million is allocated for the acquisition of capital goods, US$500 million for the procurement of working capital, and US$100 million for a program coordinated by INTI (the National Institute of Industrial Technology) for the improvement of technology and management.  Another credit line of US$400 million, which is to be disbursed through the Banco de la Nacion, is established for the purposes of technological and management modernization and export financing.  US$1,000 million has been disbursed, of which US$270 million is for purchasing of capital goods and more than US$500 million for working capital.



	While average interest rates of non institutional loans are around 18% per annum, these rates of institutional credits bring significant financial aid to small- and medium-sized business.  But the interest rates are still higher than levels which industrial return(profitability) can afford.



�2)  Support and assistance services

	Under the 3-year program, support services are provided by INTI, National Institute of Cooperative Action, Productive Poles, Industrial Expansion System for Small and Medium Companies, Information and Industrial Statistics Center, PyMEs Windows, Suppliers Development Program, Fundacion Exportar, and Fundacion Invertir.  These programs are expected to have positive impacts on industrial development in the country.  For instance, the supplier development program is expected to contribute substantially to improving the competitiveness of Argentine industries in terms of quality and production capacity.  Some of these programs have already obtained some results, while others are still in the process of building up.



c.  The Supplier Development Program

	Based on the Presidential Decree No. 1255/94, the Supplier Development Program (SDP) will start in the 1995 fiscal year.  The program is intended to become an useful tool for fulfilling aims such as the acquisition of new technologies and improved organizational and administrative capacities.  It will enable Argentine small- and medium-sized industries to play a major and dynamic role within the existing economic framework.



	The responsible entities are the Secretariat of Industry, INTI, terminal companies, and small- and medium-sized companies (suppliers).  SDP is divided into the following three major modules.  For each module, actions will be taken to attain the goal.



	1)  Quality:  To improve competitiveness, specially in world markets, through technical assistance that incorporates the quality concept as a basic prerequisite.

	2)  Industrial design:  To establish industrial designs appropriate in small- and medium-sized companies and its utilization as a basis to improve quality.

	3)  Technological reconversion:  To improve productive efficiency by incorporating new technologies.



	Though the program is in a provisional stage, the current situation of SDP can be summarized as:  1) NIT has already organized an executive committee (with around 30 experts) for each module; 2) Less than 30 terminal companies have shown interest in SDP; and 3) Only two provinces , Cordoba and Santa Fe, has shown interest in participating in SDP.  These facts indicate that the private sector as well as provincial governments do not seem to understand sufficiently the significance of enhancing international competitiveness through the development of suppliers.  It should be widely publicized that the SDP is a very important strategy to surmount the comparative disadvantage of Argentina.





3.3.1.2	Industrial technology



(1)  Technology trends necessary for industrial development in the near future

	The following is a list of major technologies expected to have large industrial impacts on society between now and the year 2000.



a.  Information communications

	The most important technology will probably be the construction of fiber-optic cable networks.  The U.S. information superhighway project, for example, calls for linking the entire country with fiber-optic cables for the high-speed distribution of a wide variety of data.



	Another growing field is wireless communications, with great technological strides being made in such areas as mobile communications and wireless LANs.



	There is also rapid technological progress in multimedia, the unified transmission of voice, image, and data over the same circuits.



	Also rapidly developing is human interface technology enabling computer access through interactive interfaces, handwriting input, and voice input.  Virtual reality is another technology that has already entered the first stages of implementation.



b.  Electronics

	The major technological developments in the electronics field are in VLSIs and display devices.  The first 256-megabit DRAM appeared in 1993.  Development is now underway of a 1-gigabit version to appear in 1996.  Once this appears, a single IC chip will be capable of storing data equivalent to 4,000 newspaper pages.



	Display device development is spurred by growth in the portable information products market.  The main activity now is in the development of high-speed color liquid crystal displays for this market.  In the television display arena, thinner electron tube devices exploiting electron beam technology have begun to appear and are attracting considerable attention.



c.  New materials

	One field for which there are great expectations is the development of such new materials as superconductors, thin-film diamonds, and inclined magnetic field materials.  Superconducting materials have applications in linear motor propulsion, electric power storage, and particle accelerators.  Development is now concentrating on finding superconductors that work at higher temperatures.  Thin-film diamonds are a subject of active research as a next-generation semiconductor material because they combine the high heat conductivity of diamonds with semiconductor characteristics.



d.  Mechatronics

	Industrial robots are already widespread in Japan and are now spreading throughout the world.  Robots are finding new applications in such fields as construction and search and rescue.



	Large-scale research projects applying techniques from microelectronics to the creation of micromachines using parts with dimensions in micrometers are now underway in Germany, the U.S.A., and Japan.  In Japan, for example, one project, which began in 1990, will spend ¥25 billion over a ten-year period.  One result that has already come out of this research is a surgical catheter, made of sub-millimetric parts and fiber-optic cable, capable of repairing blood vessels from inside.



e.  Biotechnology

	Protein engineering, the construction of totally new proteins by remodeling existing proteins from nature, is expected to make major contributions to such fields as medicine and sensor technology.



	Researchers in Europe, North America, and Japan are actively striving to automate the process of determining DNA chlorine radical distribution, a technology basic to the development of genetic engineering, from DNA extraction stage to chlorine radical distribution.



f.  Energy

	Among the technological developments expected in this field are fuel cell electrical generation, hydrogen fuel, methanol fuel, secondary batteries, primary batteries, and solar batteries.



	Current fuel cell plants already in operation for use in developing practical technology have high energy conversion ratios between 40% and 60%, are suitable for air generation, are low in pollution, and are suitable for installation in urban settings.  The technology generates electricity through an electrochemical reaction between hydrogen from such fuels as natural gas, methanol, and coal gas and chlorine.



	Japan has launched the International Clean Energy Network Using Hydrogen Conversion (WE-NET) Plan, a project that will allow countries blessed with renewable energy resources to cheaply produce hydrogen through electrolysis and use that hydrogen as a secondary energy source.  The plan hopes to make a major contribution toward resolving energy and environmental issues that the entire world faces.  Japan's New Energy and Industrial Technology Development Organization (NEDO) is running confirmation trials of a new thermal electric power plant running on methanol, a fuel that promises higher conversion efficiency.



	Battery technologies that are started to attract market attention include secondary batteries, primary batteries, and solar batteries.  The shift toward compact, portable information products has produced a demand for highly compact batteries.  The markets for such secondary batteries as nickel hydride batteries and lithium ion batteries are beginning to grow rapidly.  Primary lithium batteries are another growth market because of their potential as concentrate energy sources.  Demand for lithium as a battery electrode material is also growing rapidly.  Japan is putting great effort into the development of solar batteries for home power generation and power generation in remote areas and to making the batteries cheaper.



g.  Transportation and traffic

	In the field of sea transport, an experimental "techno super liner" will be completed in 1995 in Japan.  With a top speed of 80 kilometers per hour and a loading capacity of 1,000 tons, the vessel will dramatically reduce the time it takes to travel between Japan and the rest of the world by sea.  The liner is expected to begin regular operations by the year 2000.



	Development of a superconductive linear motor car is under way as a new mode of land transport.



h.  Others

	Greater environmental awareness is causing many to focus on the development of electrical automobiles and decomposable plastic.



	In Japan, a high population density is steering attention to the development of underground space.  Underground pipelines for the disposal of waste and an underground distribution network have been examined.  Japan's tunnel excavation technologies are among the world's best.



	The textile industry, which is experiencing severe competition with developing nations, is fighting back with new technological development.  Japanese textile manufacturers have developed super-thin polyester materials (0.1 - 0.01 denier), which are being called new synthetic fibers.  With these new textiles, Japanese manufacturers are producing fabrics with entirely new functions and quality than that offered by conventional synthetic fibers, while other Japanese textile manufacturers are developing scented materials.



(2)  Trends of Argentina's industrial technologies



a.  Research and Development investment



Table 3.3.18   Research and Development Investment by the Argentinean Government, 1993

(Million pesos)

R&D expenses�% of GDP�Number of workers involved in R&D (1,000)������Number of researchers�����(1,000)��1,251�0.49�25*�-��* 	The number of workers involved in R&D refers to employees of research institutions, which include both public and private facilities.

Source:	Prepared based on Sistima Nacional de Ciencia y Technologia, Indusrializacion e Incorporacion de Progresso Tecnico en la Argentina, and the Ministry of Economy and Public Works and Services, Economic Report 1993.



	The proportion of research and development borne by the government as a percentage of GNP is 0.51% for Japan, 1.24% for the U.S.A., and 0.49% (GDP) for Argentina.  Although Argentina's figure is close to that of Japan, the private sector's expenditures in Argentina are unknown.  The government aims to raise the R&D expenditures to 1% of GNP, increasing the support for technological development.



b.  Technological potential

Generally speaking, in countries that have made progress along the industrialization path, science and technology are themes that draw strong popular interest.  Furthermore, comparatively larger segments of their populations have typically received specialized training in engineering-related fields.  It is worthwhile here to examine the state of high-school education from these perspectives.



As Table 3.3.19 illustrates, Argentina compares closely with (West) Germany, Sweden, and Japan in terms of the percentage of all students enrolled in technical schools.  That would seem to suggest Argentine students have a high level of interest in engineering fields.  However, Table 3.3.19 also presents data on another useful indicator; human resources focused in technically oriented occupations.  In this case, on a population-share basis, Argentina compares closely with Australia but is quite distant from Japan, Sweden, and other industrial countries.  Among South American countries, Venezuela is on the upper end of the scale in this regard, at virtually the same level as Britain.



Table 3.3.19  Students in Engineering and Scientific and Technical Manpower

(1,000 persons)

��Students of Engineering��Scientific and Technical Manpower��������(Education at  the third level)���

Total��Potential Scientists and Engineers�Potential Technicians���Year�Number�% of all Student�Year�Number�% of total population����Argentina�1987�129.4�17.2�1991�1,134.0�3.5�630.0�504.0��Venezuela�1988�73.3�14.7�1991�2,102.8�9.6�943.0�1,159.8��Japan�1991�488.7�16.9�1987�13,627.0�11.2�8,672.0�4,955.0��China�1992�720.6�31.8�1988�9,661.0�0.9�-�-��Federal Republic of Germany�1991�354.3�19.0�1989�5,190.0�8.4�3,040.0�2,150.0��Sweden�1992�35.3�17.1�1992�982.9�11.4�468.2�514.8��United Kingdom�1991�205.4�14.9�1991�5,140.0�8.9�3,038.0�2,102.0��Australia�1992�43.6�7.8�1986�838.1�5.2�521.0�317.1��Note:	Education at the third level.

	(1) Programs leading to an award not equivalent to a first university degree.

	(2) Programs leading to a first university degree of equivalent qualification.

	(3) Programs leading to a postgraduate university degree of equivalent qualification.

Source:  UNESCO, Statistical Yearbook 1994.





	To make significant new inroads in the arena of industrialization, it seems to be imperative that Argentina devote more energy to the cultivation of technically proficient human resources.  The Argentine government has already introduced programs aimed at lifting product quality and is in the process of strengthening the country's position in scientific and technological domains.  Should it successfully combine those actions with work to cultivate well-trained human resources, Argentina can be expected to climb further up the industrialization ladder.



c.  Industrial technology policies

	Centering around the Presidencia de la Nacion Secretaria de Ciencia y Technologia, the government is promoting science and technology policies and increasing spending on R&D.  The government is planning to eventually budget 1% of GDP for R&D.  There are some 400 research institutes in Argentina, most of which are public facilities.  The country plans to set national research and development goals and support R&D activities to achieve that goal.



	Goals in R&D are different between the public sector and the industrial sector, but considering the necessity of increasing efficiency of R&D, it is important that both sectors maintain close relationships with each other.  Some important issues to consider are the direction in which private companies are pushing their technological development, what kind of corporate activities they are trying to adopt, what their technological development systems are, and what expectations they have  vis-a-vis the government.



	Technological development requires considerable effort and time.  Therefore, an industrial environment in which companies can carry out activities for an extended period is necessary for success.



d.  Steps in the pursuit of quality

	In striving to become more competitive in the industrial technology arena, keeping costs low and earning consumer trust by providing products of uniformly high-quality are more important than efforts to develop or introduce new technologies in the short term.



	With the purpose of strengthening the international competitiveness of its products, in August 1994 the Argentine government adopted measures to improve product quality through the National Standards, Quality, and Certification System.  The system comprises three levels.  At the first level is the establishment of the National Standards, Quality, and Certification Council, namely, the high-level government institution responsible for administering the system itself.  At the second level is a standards institution with the power to establish and revise industrial standards and with a reach that applies to international standards as well.  All the officially sanctioned institutions within the system correspond to the third level.



	By requiring certificates of quality for business transactions, the system provides a mechanism that encourages its application starting with a revision of national purchasing frameworks.  The idea behind the adoption of this system is to boost quality, and its scope of application covers the certification of industrial processes, products, and services.  It may be worth to study whether Argentina is fitted to use this system to promote, as quickly as possible, acceptance of the idea that improvements in quality translate into improved competitiveness, not just in deliveries to the public sector, but in the private-sector marketplace as well.



	Japan to date has seen programs in quality control gain acceptance on a national scale; many companies in fact encourage their employees to play an active, independent role in the pursuit of quality enhancements.  Corporate measures aimed at improving quality are considered to be more effective when top executives lead their promotion, and when the benefits are translated into hard currency terms.



e.  Industrial technological capacity

	Five fields are discussed below in relation to the industrial technological capacity of Argentina's manufacturing sector; machine-related technologies, raw material and material-related technologies, telecommunications-related technologies, electronics-related technologies, and heavy electric-related technologies.  The explanations are based on interviews with specialists familiar with industrial associations, companies and industries, as well as interviews with foreign manufacturing companies, information obtained from factory visits, and publication materials.



1)  Machine-related technologies

	The automobile industry is the current leader of this field.  Foreign automobile makers are the most conspicuous.  These foreign companies place orders for components with domestic automobile component manufacturers.  At the same time, they process components themselves and assemble automobiles.  As it is easy to import capital goods by national policies, foreign companies with large capital carry out high-speed, high-accuracy production using state-of-the-art facilities.  Naturally, these companies bring their own production expertise from their countries.



	In comparison to these companies, domestic companies carry out production at full capacity using antiquated facilities.  These domestic companies are facing the issue of how to increase efficiency.  It is unknown whether technological expertise in the automobile industry is disseminated.



	Furthermore, the machine processing industry, which includes the production of machine tools, suffers from delays in investment in new production facilities and automation.  This has weakened the competitiveness of this industry, resulting in a flood of low-priced, yet high performance imports.



	Based on this, attracting foreign companies and instructing domestic companies to forge close relationship with them is the only way to improve the technological capacity of machine-related industries.  Promoting tie-ups with overseas companies that have excellent technological capacities is also a possibility.  Another way to improve production technologies is employing engineers at companies.



2)  Raw material and material-related industries

	Argentina's raw material and material-related industries such as petrochemicals, aluminum, iron, meet international technological standards because the country is rich in such natural resources as natural gas, oil and hydroelectric power.  If state-of-the-art facilities were installed, products that meet a certain quality could be produced.  However, the development of new products requires a different kind of technological capacity.  Advances are so far limited to the improvement of product performance through plant modification or productivity improvement.



�3)  Telecommunications-related technologies

	When the telephone business was privatized, two foreign companies, Telecom and Telefonica, began operating.  As for hardware, digital exchanges are produced by foreign companies.  As multimedia spreads on a global scale, it is important to focus on the development of various software designed to promote the utilization of multimedia.



4)  Electronic-related technologies

	The country has been producing audio, television and computer peripheral equipment, all of which are assembled with electronic components.  Accordingly, an important point in this area is whether the country can produce electronic components, including semiconductors.  There are companies that are producing condensers and resistance components, but it is difficult for them to mass produce these components with uniform quality.  There are very few components that foreign electrical equipment manufacturers can use.



	Looking at the technological trend in the world, the electronics industry is one of the key factors for industrial development.  It is necessary to analyze how and in what direction Argentina can foster the electronics industry.



5)  Power technology

	The country is actively investing in power development, including the construction of hydraulic power stations by Yacyreta.  There is a great demand for electrical equipment.  Although German and French companies are involved in deals to produce some of Argentina's power cables and power transformation panels, such arrangements are uncommon.



	The production of power transformation equipment and generators requires steel plates for heavy electrical applications.  Although the steel industry is recognized as an export sector, materials such as stainless steel and silica steel plates are not produced.  Materials must therefore be imported to manufacture electrical equipment domestically.  This electrical equipment features technologies for which material characteristics are significant.





3.3.1.3	Major subsectors



(1)  Iron and steel industry



	The industry is mainly run by three integrated steel producers.  Aceros Parana is a manufacturer of a flat sheet, while Siderca and Acindar are manufacturers of non-flat steel.  Siderca concentrates its production on seamless pipe directed for the oil and gas industry.  Siderca and Acindar produce their steel products by a less capital intensive and flexible process called as direct reduction process whose biggest advantage is its use of natural gas in Argentina as a feed stock as well as an energy source.  On the other hand, Aceros Parana produces its steel products by traditional blast furnace process.



	The two non-flat steel makers hold competitiveness in price and quality in the world market.  The source of their competitiveness is the availability of cheaper natural gas of less than US$3/MMBTU, technology of state of arts in direct reduction process and effect of the recent restructuring.  The problem is weakness in arranging finance on favorable terms and conditions for importer.  This is especially serious for Siderca.  Further restructuring by an investment in new machinery and equipment and reduction in the number of employee seem to be necessary for the flat steel maker to hold competitiveness in the international market due to its relatively small scale.



	The industry is an export-oriented industry where the ratio of export to production was 32% in 1993.  Siderca exports around 80% of its products to all over the world.  Asia is the biggest market for them with a 28% share of its total exports in 1992.  Shapes, sheet, and primary forms of steel are also exported to Asian countries as well as to the U.S.A. and neighboring Latin American countries.  This means that the industry with direct reduction process holds export competitiveness in the world market.



	The demand and supply balance for steel products in Asia is expected to remain in a tight position excluding Japan in the future.  Since it has already established sales networks in the Asian region, the industry will be able to expand its export to Asia if it makes the most use of advantages of direct reduction process and continues to follow a business strategy of concentrating its products on niche markets by differentiation and specialization.  Institutional support for finance will contribute to the acceleration of export expansion.  A bottleneck for export expansion is the industry's limited export capacity that resulted from the limited number of potential exporters.  Direct investment can be considered for exporting to the U.S.A. or MERCOSUR countries, making the use of the advantage of direct reduction process.



(2)  Aluminum industry



	The industry consists of three segments; smelters, remelters, and semi-finished product manufacturers.  There exists only one smelter, Aluar.  There exist some remelters, but Uboldi leads the industry with a 65% share.  The number of semi-finished product manufacturers is quite large, but C&K Alumino leads the market with a 60% share.



	The smelter's technology is a state of art, but it is not easy to maintain competitiveness not only in external markets but also in the domestic market due to its relatively small size.  Brazil is a potential competitor.  The situation is almost the same for a remelter and a semi-finished product producer.  Only majors can hold competitiveness due to their state of art technology and management know-how supplied from their multi-national parent companies and the availability of raw materials at an international price level.  Others face fierce competition from Brazil owing to a difference in production costs between Argentina and Brazil which is attributable to the difference in the labor cost.



	The industry is an export-oriented industry where the ratio of export to production was 60% in 1993.  Major export products are ingot and aluminum alloy.  Around 40% of exports are directed to Asia.  The industry has already established export networks in Asia.



	The Asian region is a net importer of aluminum ingot.  This situation is expected to continue in the future.  There is a chance for Argentina to expand its export.  Australia, Canada, and the U.S.A. are strong competitors to Argentina.  However, as far as the Asian market maintains current economic growth and Argentina can continue to supply ingot at the international price, it is not difficult for Argentina to keep some share of the growing market.  Furthermore, it is considered that importers will seek to diversify supply sources.  The possibility of export expansion depends solely on the smelter's export capacity.  In the remelter, there is a possibility of export expansion in an area of a specialized ferro-alloy aluminum products supplied with a small batch.



	There are some favorable factors for attracting direct investment such as the establishment of MERCOSUR and high growth in domestic demand led by the automobile and construction sectors.  However, considering the excess capacities in Brazil and the huge investment cost for a new smelting plant, it will be difficult to expect a grass-root investment in smelting business in the short term.  It is a theme to be discussed in a medium- or long-term framework.



(3) Pulp and paper industry



	The industry is led by seven companies.  Their share of production capacity for pulp in total is almost 100%, while their share of production capacity for paper products is 50%.  Among these seven companies, Alto Parana is only one non-integrated pulp manufacturer with a production capacity of 300,000 tons/year and an exporter of pulp.



	The Argentine pulp industry has potential competitiveness in the world market.  Sources of competitiveness are its abundant forest resources and the low cost of forest development.  A problem is that the high interest rate in Argentina hurts its competitiveness.  Due to the basic nature of a capital-intensive industry, capital costs to the industry are generally high.  The competitiveness of the paper industry is deteriorating against Brazil and Chile due to usage of old machinery and equipment.



	Reflecting a stagnant production of papers and stagnant domestic demand for pulp, export of pulp shows an remarkable increase.  As a result, the ratio of export to production of pulp increased to 21% in 1993.  The industry is an export-oriented industry.  The percentage share of the export in total world export of pulp is 0.2-0.4%.  Though its position is not so dramatic, Argentina is a regular exporter of pulp in the world market.  Destinations of export show a variety and Japan is one of major buyers together with France and Belgium.



	There exists a high possibility of export expansion of pulp to the Asian market for several reasons.  First, the Asian market is a net importer of pulp and the situation is expected to persist in future, too.  Especially, the demand and supply situation for soft wood pulp will be continuously tight.  Second, Argentina holds potentially more advantage in forest development than its competitors such as Brazil and Chile.  Third, Argentine pulp industry is an export industry and has established its export networks.



	Problems are its export capacity for pulp and strengthening of its competitiveness.  The limited number of pulp exporters will pose a bottleneck for the export expansion.  To be competitive against Argentina's competitors, it will be necessary to develop forest resources in a framework of a long term and target-oriented plan.  There will be few possibilities of export expansion to the Asian market for such a bulky and commodity type of paper products as newsprint and tissue paper due to a high transportation cost.  Only a special paper such as a coated paper has a possibility but export to MERCOSUR will be given a priority.



	Investment for expansion of production capacity for pulp can be expected.  Investment in an area of special paper is also expected if it caters for not only domestic demand but also for Brazilian market under MERCOSUR concept.



(4)  Cement industry



	The industry is run by five manufacturers operating on 16 plants.  Export demand is not counted as an important outlet of domestic production as is shown in a figure of less than 3% of the ratio of export in production.  This stems from a special feature of the industry that cement is usually produced near consumption areas and is not a highly tradable good.  Export occurs only in the border area between Argentina and other MERCOSUR member countries or Chile.  The industry can hold its competitiveness in the domestic market for the reason.



	The demand and supply situation for cement in the Asian market is a little bit tight reflecting the high economic growth in the region.  The situation will not largely change in the future.  The tightness will be intensified if China can not build up production capacity at the same pace of an expansion of the domestic demand.  However, it is not realistic to consider that a portion of this excess demand is absorbed by export from Argentina because of its prohibitively high freight cost between Argentina and the region.  Considering the excess capacity prevailing both in Argentina and its neighboring countries, the possibility of direct investment from the Asian countries is very small.



(5)  Petroleum refinery



	Though seven companies are engaged in the refining of petroleum, three of them, YPF, Shell, and Esso, are major players with a 90% market share altogether.  As the industry is characteristically located near consumption area, international trade is not so frequent except such a case of export refinery in Singapore.  Trade of petroleum products is generally seen in the case that refined products do not meet s the demand pattern in a consumed market.  In Argentina, the refineries can produce products in line with the domestic demand pattern by applying special technology.  The industry can keep its competitiveness in the domestic market.  The source of its competitiveness is the availability of crude oil, first class technology, and the effect of rationalization by privatization and restructuring.



	As far as petroleum product is concerned, there is few possibilities of export expansion to the Asian market.  However, the possibility of export of crude oil is worthy to study since Argentina has proven reserves of 1.6 billion barrels of oil.  In studying the possibility, it will be necessary to study simultaneously the possibility of upgrading of the capacity of loading facilities in Chile.  It is because the most efficient way of exporting from Argentina to the Asian market is to utilize the existing oil pipeline running between Argentina and Chile and to connect it to a port facility.  Considering the excess capacity of the existing refineries and the current industrial structure consisting of YPF and two majors, grass-root direct investment by Asian countries can not be expected.



(6)  Petrochemical industry



	There exist four ethylene plants in Argentina.  The biggest one is Petroquimica Bahia Blanca producing ethylene of 245,000 tons per year on ethane cracking.  Other three plants produce ethylene consuming propane or LPG or naphtha and propane as feed stock, but their production amount is only 65,000 tons per year altogether.  There are two aromatic plants operated by Pasa Petroquimica and YPF.  The former also produces raw materials for SBR rubber.  However, there is no plant producing raw materials for synthetic fibers.



	The petrochemical industry has an advantage that cheap natural gas is available.  Further, it makes a great effort of restructuring their business and downsizing the number of their employee.  However, it is not easy for the industry to maintain its competitiveness due to its relatively small scale and a hike in the labor cost, even in the domestic market.  In external markets, in addition to the disadvantage of its small scale, the industry will have to face a fact that its competitor's advantage in the availability of cheaper ethane is bigger than Argentina's.



	Due to a limitation in production capacity, some of increases in domestic demand for the industry is absorbed by increased imports.  For the same reason, export shows a drastic decrease.  These tendencies are especially remarkable for final products as shown in the change of its ratio of import in domestic demand from 26% in 1990 to 47% in 1993 and the ratio of export to production from 29% to 14% in the same period.



	Possibility of export expansion to the Asian market is not high for two reasons.  One is a lack of export capacity as is seen typically in ethylene.  Only one exception is polypropylene, and due to an excess capacity a certain portion of the production is currently exported to China and Hong Kong.  However, the export is only on a spot basis.  The other reason is the demand and supply situation in the Asian market which is expected to turn to a loose position.  Price competitiveness will become a determinant factor for export expansion.  Argentine petrochemical industry has an advantage of cheap feed stock for petrochemicals, that is to say, natural gas.  However, the price of ethane is higher than that in such a competitor as Saudi Arabia.  The price of ethane is US$110/ton in Argentina, while it is only US$20 in Saudi Arabia.  This difference is crucial because the cost of ethane represents for 80% of the variable cost of producing ethylene.



	Grass-root direct investment for basic petrochemicals seems to be difficult when the growth rate in domestic demand and the current import level are considered.  On the other hand, in some area of derivatives such as PVC, a new investment may be expected since current production capacity is not enough to meet the domestic demand.



(7)  Pharmaceutical industry



	Though the number of establishments engaged in the industry is not small, the top 20 companies lead the market with a 54% market share altogether.  Most of them have a license production agreement with famous multi-national companies such as Merk, Smithkline Beecham, and Glaxo.  Some of these multi-national companies have also production facilities in Argentina.



	Top companies are competitive in the domestic market because they are provided with licenses from international pharmaceutical companies.  However, they do not yet hold competitiveness in external markets because they have been depending on license production and are not yet strong enough to develop their own products.



	Exports was US$106 million in 1992 and main destinations were Paraguay, Uruguay, and Chile.  Export to the Asian market by multi-national companies operating in Argentina can not be expected because these companies already established their business bases in those countries.  The possibility of export by domestic-capital companies depends on their ability to develop their own products which are irrelevant to license production.  Even in the case, license production in Asian countries will be sought as a first step.



	Under the current market situation in Argentina, where many multi-national companies and influential national companies compete and a substantial part of the market is shared among them, it is not easy for Asian investors to participate in the market.  The supply of production license to a national company may be more realistic as a first step for direct investment from Asian countries.  The formation of MERCOSUR provides a new comer with an opportunity to participate in the Argentine market.



(8)  Personal care product industry



	More than 100 companies are engaged in the industry and compete with each other and with imported products.  Market leaders are affiliates or subsidiaries of multi-national companies.  They have established strong brands, i.e., images for their products, through intensive advertisement.  A brand image is very important for the penetration of products into a market.  While leading companies with multi-national brands hold competitiveness in the domestic market, small-sized companies without a multi-national brand are competitive only in a segmented market.



	Exports amounted to US$37 million in 1993.  Major export products are hair care products and cream which are relatively low-priced items.  Main destinations are Paraguay, Brazil, and Uruguay with a 87% share altogether.  The industry is competitive against similar industries in neighboring countries.  Exports to the Asian market are negligible.



	There are very few possibilities of export expansion to Asia because the price of exportable products is too low to absorb the freight cost.  Luxurious and expensive products such as perfume are supplied from Asian affiliates or subsidiaries of multi-national companies located in Asia.  There are very few possibilities for direct investment from the Asian region, because an Asian brand has no presence in the Argentine market at the moment and it will take a long time to establish presence.



(9) Metal and wood working machinery industry



	Around 100 enterprises are engaged in the manufacturing of metal and wood working machinery.  These enterprises vary in size from medium to small.  There does not exist a concentration in the market by a small number of companies.  However, there are leading companies in each specific product area.  Domestic demand has shown a sharp increase since 1990 due to the expansion of the automobile sector.  However, major gainers from the increase in demand are not local producers but exporters to Argentina.  The ratio of import to domestic demand reached 80% in 1993.



	An increase in imports from industrial countries like Italy and Germany dose not pose a problem because Argentina can not compete with them.  A problem is that Argentina is losing its competitiveness against China, Korea, Taiwan, and Brazil.  The deterioration of competitiveness is due to a wide difference in the labor cost between China or Brazil and Argentina.  Another factor is the current structure of import duty, that is, machinery can be imported without duty, while electronics parts locally unavailable are imported with a 25% tariff.�   To regain competitiveness, the industry is required to restructure itself and improve technology with which the industry can concentrate on the production of special and higher value-added products.



	The industry was originally an export-oriented industry.  However, the ratio of export to production was 36% in 1993, while it was 66% in 1989.  The ratio is currently rising again, but it is mainly because some companies, facing an upsurge in imports, are making desperate efforts to develop export markets.  Major destinations are the U.S.A., Chile, and Brazil.  Export to the Asian market is negligible.  Considering that the industry has exported to the U.S.A., if the industry is well restructured and takes appropriate business strategies, there will be a possibility of export expansion to the Asian market in some specific product areas.  Direct investment for restructuring could be considered.  New investment will cater for demand from the automobile sector not only in Argentina but also in other MERCOSUR countries.



(10) Food processing equipment industry



	Establishments engaged in the industry concentrate in Mendoza.  Six companies in the province lead the industry.  In spite of the current favorable business climate, the industry faces two severe business conditions.  One is weak demand from their major customer industries such as wineries and food processing companies.  The other is an increase in imports, especially from Italy, backed by favorable finance.  To survive under the serious situation, the industry geared to export markets instead of the domestic market.



	The industry has potential competitiveness not only in the domestic market but also in external markets.  The sources of competitiveness are the availability of qualified skilled labor and its location near user industries.  The ratio of export in total sales accounts for 40-60% in most of the leading companies.  Their export covers various countries from Brazil, Chile, and Colombia to the U.S.A., Canada, and Italy.  Their clients include such world companies as Campbell Soup and Cargill.  Argentine products are competitive even with Italian products in price and quality.  They have three weak points.  First, though their technology is not at a low level, they still depend on foreign technologies such as Italian ones.  Their brand image is far behind that of Italy in the international market.  Second, though they need investment for obtaining updated technology and improving productivity, they lack financial resources for such investment.  Third, the Argentine industry is far behind foreign suppliers in arranging favorable financial terms and conditions for clients.



	Considering their features and past export performance and experience based on the concepts of "niches," "small batch," "specialization," and "use of qualified people," there is a possibility of export expansion to the Asian market.  However, to do so, appropriate institutional support is needed in R&D activity and the arrangement of better export finance.  Possibility of direct investment from Asian countries will be a theme to be discussed in a medium- to long-term framework because industries in Asian countries are not always competitive against Argentine or Italian companies.  However, technical cooperation in quality control and factory management is worthy to consider.



(11)  Household appliances industry



	Gas appliances such as gas tables, ovens, heaters, and water heaters are manufactured by 15 to 20 manufacturers.  Some portion of their products are exported to Bolivia, Paraguay, and Uruguay where local manufacturer of the products does not exist.  However, the amount is small.  It is not easy for the industry to keep its competitiveness vis-a-vis Brazil even in the domestic market.  High production costs and low productivity in Argentina are main reasons.  There is little possibility of export expansion to the Asian market because the industry dose not hold competitiveness due to its small production volume and these products are generally manufactured near consuming areas, taking account of safety standards, housing conditions, and life style specific to the area.  There is little possibility of direct investment from Asia because of small-sized market and excess production capacity in Argentina.



	Around 600 establishments are engaged in manufacturing electrical and electronics household appliances such as refrigerators, washing machines, color-TVs, and VTRs.  Electronic products are produced by importing basic and core components, while white goods are produced by using locally manufactured components only with an exception of compressors.  Since international manufacturers provide technology and management skills, the industry can keep its competitiveness in the local market.  There is little possibility of export to the Asian market because there is no local component supplier.  Asia is a worldwide production base of these products.  There is a possibility of direct investment from Asian countries which take the development of MERCOSUR markets into account.



(12) Automotive industry



	There exist eight car assemblers in Argentina, three for passenger cars and light commercial vehicles and five for trucks and buses.  They assemble U.S. or European brand cars.  They also manufacture such major components and parts as engines, stamping products, transmissions, and gear boxes incorporated into their assembled cars within their assembly plants or in their subsidiaries or affiliates.  The percentage of components manufactured by them in total consumption is 40 to 45%.  There exist around 400 independent autoparts suppliers.  Establishment with more than 100 employees accounts for 20% of the total, while establishments with less than 100 employees represents 80% of the total.



	Business environment of the industry has completely changed since a new policy was announced under Decree 2677/91 in 1991.  The new policy aims to achieve international levels of quality, price, and economy of scale and to promote the autoparts industry and its export by exposing the industry gradually to the international market.  To achieve these purposes, four measures were taken.  The local content ratio was lowered to 60% from 80%.  When the industry consumes imported autoparts, it is required to compensate the trade balance with their exportation of assembled cars or components.  Import duty was set as low as 2%.  New principles were set for the importation of built-up units including an allowance for importation by individuals.



	The implication of these measures is profound.  With a lowering local content ratio, car assemblers can produce a car at smaller costs than before.  The importation of built-up units by car assemblers at very low import duty will make it easier for assemblers to reduce the number of models and versions since complementation among their parent and sister companies becomes easier.  A reduction in the number of models and versions will lower production costs for assembly.  Importation by individuals will press the local assemblers to lower prices of locally assembled cars.



	Under the policy framework, the industry is competitive in the local market.  Sources of competitiveness are technology transfer including management know-how from their multi-national parent companies, their efforts to improve productivity, and the favorable market conditions.  However, the industry does not hold competitiveness in external markets due to a relative small production scale.  The domestic price is said to be still 15% higher than international price.  As for the autoparts industry, except multi-national companies, most of autoparts manufacturers are less competitive because they are behind the international standard in technology and management skills.  Such a situation was a result of that they have lived in a closed market for many years and were not exposed to international competition and a high level of technology.



	Under the compensation program and complementation scheme, export increased remarkably both for assembled cars and parts.  A main destination of export of assembled cars is Brazil with a 82% share in total exports, while autoparts are more widely exported to Brazil, Germany, Uruguay, France, Chile, and the U.S.A.  Possibility of export to Asian markets will be a theme to be discussed in a medium- to long-term framework.  It will be realized only when local assemblers develop and manufacture a new type of car directed not only to MERCOSUR but also all over the world or accelerate complementation among their world networks.  There is little possibility of exporting autoparts to Asian markets except for some special products which are produced for complementation for a after-sale market or a special purpose.



	There is a possibility of direct investment for developing and manufacturing a "MERCOSUR car".  Direct investment in assembly plants will be necessarily accompanied by investment in certain autoparts production.  Independent investment in autoparts production can be also expected when potential of the future development of automotive industries in MERCOSUR and shortage of excellent autoparts suppliers are taken into account.



(13)  Tire industry



	The industry is run by four companies.  Among these, three are of U.S., European, and Japanese origin, respectively and only one company is of Argentine origin.  The industrial structure seems to be oligapolistic but competition among four companies is fierce and is intensified by the increase in imports.  The industry holds its competitiveness in the local market. Sources of competitiveness are technology transfer including management skills from their parent companies, efforts to improve its productivity by aggressive investment in machinery, and accelerated complementation among neighboring countries.



	The ratio of export to production was 12% in 1993.  Main destinations of export were Latin American countries and the U.S.A.  The reason why imports increased so much in spite of the industry's competitiveness in the local market is explained by active complementation by makers and a lack of production capacity under a fast growing market situation.  Those multi-national companies in Argentina take a policy of division of labor among counties in the American continent by supplying some special types of products to their sister companies in other countries and receiving another special types of products from these sister companies.  This is a complementary exchange of products.  As a result, the industry's dependence on import is also high as indicated by the parentage of import in total domestic demand, namely, 24%.



	It will be difficult to expect the multi-national companies to export to the Asian market because they have their production bases in the region.  There is a possibility for the non-multi-national company to export to the region since the company has a great experience in exporting retread tires to European countries.  There are few possibilities for an Asian company to enter into the market through grass root investment when the current industrial structure is considered.



�(14)  Tractors and agricultural machinery industry



	Three manufacturers and three importers are engaged in the industry.  All of three manufacturers are multi-national companies of American or German origin and are engaged in importation business as well.  Domestic demand has shown a recovery since 1991 but the level is far below the past record.  The realized market size is far below the potential size because average Argentine farmers can not afford to replace their old tractors by new ones with their current earnings from agricultural operation.  The industry has potential competitiveness.  The source of competitiveness is their technology provided by their parent companies.  However, due to the limited domestic demand and a lowered import tariff from 15% to zero, the industry can not materialize its potential competitiveness.



	Imports have increased since1991 and the ratio of import to domestic demand reached 33% in 1993 by two factors.  First, import duty was lowered to zero from 15% for capital goods including tractors.  Second, facing the stagnant domestic demand, local manufacturers have begun to take a strategy of outsourcing of finished products, kits, and components from their sister companies in other countries for the purpose of improving productivity in their factories and making their operation more efficient.  Exports are negligible.  Destinations of export and origin of import for outsourcing are mainly Brazil, the U.S.A. and U.K., where the Argentine manufacturers have their parent or sister companies.



	There is little possibility of export to the Asian market because tractors developed and produced in Argentina do not fit small-scale farming, which is dominant in most Asian countries.  There is little possibility of direct investment from Asian countries because of excess capacity in Argentina and less competitiveness of Asian products.



(15)  Meat processing industry



	The industry slaughters cattle and produce various types of meat products ranging from child cuts and frozen cuts to canned products and cooked products.  While the domestic market is shared by a quite large number of small meat packers, only a small number of companies are exporting.



	The industry holds its competitiveness not only in the domestic market but also in external markets.  Sources of competitiveness are abundant natural resources, good quality, and low production costs.  Argentina's competitors are Australia, New Zealand, and the U.S.A.  Argentina can compete with these countries in the production of both cattle and fresh meat due to its lower labor cost.  A problem is the incidence of the foot and mouth disease (FMD).



	Exports of the industry recorded US$600 million in 1993.  Chilled cuts were exported mainly to European countries including Germany, U.K., Netherlands, and Belgium, while frozen cuts were directed to more countries from Chile, Hong Kong, Singapore, and European countries to Israel and Brazil.  Canned and cooked products were exported largely to the U.S.A. and U.K.



	Exports to the Asian market are not large due to the FMD problem.  However, if countries taking the zero risk concept, such as Japan and Korea, change their import policy for meat, there will be a high possibility of export expansion to the Asian market.  It is because demand for beef is expanding with an increase in income in the Asian market and changing habit of eating.  There is a good sign that Argentine meat has just begun to penetrate into the market in Singapore and Malaysia, where the European concept for FMD is taken .  Direct investment by importers of raw meat in Singapore or Malaysia can be expected.



(16) Dairy products industry



	The number of dairy farmers and dairy products producers were estimated to be 22,000 and 750 in 1992, respectively.  Among a quite large number of establishments, several companies and organizations lead the industry and the market.  Major products are cheese, powdered milk and butter.  Argentina is a net exporter of dairy products, though the balance was reversed in 1992 and 1993 due to high domestic demand and a shortage of export capacity.  Since the industry can increase its production capacity through improvement in productivity, the balance will again turn to a net exporter's position in a few years.  Principal export markets are Brazil and the U.S.A. for cheese and Brazil and Algeria for powdered milk and butter.



	The industry holds competitiveness not only in the domestic market but also in external markets.  The source of competitiveness is the availability of a low cost material, milk, which is attributable to ecological factors of the pampas region and excellent genetics.  However, an unfavorable factor in the industry is the high ratio of labor cost in total cost brought about by inactive investment in automation in the past.  Export subsidies provided by competitors' governments also offset the Argentine advantage completely.  In addition, most of importing countries set import quotas.  Japan is one of exceptional countries that do not set any import quota.  However, for that reason, competition is intensified in the Japanese market and it is difficult to make a profit from export to Japan.  Though demand for dairy products is increasing remarkably in Indonesia and Thailand, export to these countries from Argentina is not so easy because of a high freight cost, especially in a time when the international price of dairy products is low.  There is little possibility of direct investment from Asian countries because they are behind Argentina in technology and experience.



(17)  Wine industry



	There are two types of wine, i.e., table wine and fine wine.  The ratio of fine wine consumption in total wine consumption is around 20%, while the remaining 80% is table wine consumption.  In the area of fine wine, there exist many small wineries focusing their production on only fine wine.  In the area of table wine, among many establishments, only four companies hold a 90 % share in the market.  These four produce fine wine, too.  The industry has potential competitiveness in both the local and international markets with raw materials of good quality.  A problem is less penetration of their brands in external markets.



	Wine is exported in the forms of grape concentrate, bulk wine, and bottled wine.  Total exports under these categories recorded US$40 million in 1992.  Main destinations are Paraguay, the U.S.A., Japan, and Chile.  Asian countries are not wine consumers basically, but their consumption is gradually increasing not only in Japan, where income level is high and life style and eating habit are westernized, but also in such a country as Thailand.  Argentine brands have not yet well penetrated into the Asian market unlike French, Italian, or Californian wine and it probably takes a long time for penetration.  Possibility of export expansion in a short term exists only in grape concentrate and bulk wine.  There is a possibility of direct investment from Asian countries for securing grape concentrate or bulk wine.



(18)  Beer industry



	Though the industry is run by nine companies, a 80% market share is held only by one business group, Quilmes Group, which consists of three companies.  The percentage of canned beer consumption in total beer consumption is still only 3% and half of the 3% is imported.  Malt, one of raw materials for beer, is produced by six companies.  While most of them are breweries producing for their self-consumption, there exists an export-oriented malt company which is an international joint venture among an Argentine company, a Canadian company, and a Brazilian company.



	Beer is not a tradable good except canned beer.  Furthermore, beer is one of products whose brand image is very important for sales.  It will take a long time for the industry to export Argentine beer to the Asian market because Argentine brands have not yet penetrated in the world market.  Exporting malt to the Asian market seems to have a great export potential for the following three reasons.  First, Argentina can crop barley that yields good quality malt.  Second, there exists a big market.  Japan is one of the biggest importers, as well as Brazil and China.  Third, major importers such as Japan take a diversification strategy for sources of malt.  A problem is a transportation cost.  Under the current transportation mode and method, transportation cost to the Asian market reaches one third of the price of malt.



	Asian branded beer is not yet widely known in Argentina.  Direct investment from Asian countries for the substitution of export can not be expected in a short term.  The possibility of investment for "development and import" arrangement by Japanese breweries or merchandisers is worth studying.  Direct investment in malt production will be conceivable when malt is imported from Argentina but importers begin to feel the instability of supply from Argentina.



(19)  Non-alcoholic beverage industry



	Though the number of establishments is quite large, two groups, Coca-Cola and Pepsi-Cola, hold a 96% market share altogether.  Each of the two groups produces not only Coca-Cola or Pepsi-Cola branded products but also its own brand products in such areas as fruit juice and mineral water, though the combined share of these products in their total sales is 15%, respectively.  The two groups hold their competitiveness in the local market by the protection of their famous brand.  Their own branded products are not so competitive as to be exported to external markets.  The remaining 4% of the non-alcoholic beverage market is held by small- and medium-sized companies who deal only local branded products.



	Export by the Coca-Cola and Pepsi-Cola group companies to the Asian market is limited to their own branded products since their business territories are determined under a license agreement with their parent companies and they are not allowed to sell their products with Coca-Cola or Pepsi-Cola brand beyond the territory.  The export of their own branded products may be difficult under the little penetration of those brands in the Asian market.  However, there is a high possibility of export expansion in the area of concentrated fruit juice.  As for direct investment, possibility solely depends on whether the investor can develop a new brand product which can beat Coca-Cola or Pepsi-Cola branded products in Argentina.  It will not be so easy.  Since Argentina is abundant in agricultural resources including fruits, direct investment for "development and import" arrangement can be expected.



(20) Food industry



	The industry manufacturers edible oil, wheat products, and other food products.  The industry has potential competitiveness not only in the local market but also in external markets.  The main source of competitiveness is abundant agricultural resources.  However, the industry can not make best use of the advantage for such problems as high internal costs, high prices of agricultural products consumed as raw materials, and underdevelopment of the packaging industry.  A leading company like Molinos can overcome these problems by integrating the production from raw materials and packages to final products and improving their productivity.  Actually, the company exports around 20% of their products, though its principal export markets are Latin American countries.  However, it is difficult for many small- and medium-sized companies to solve these problems by themselves and to increase their exports.



	Exports to the Asian market by the industry are negligible.  The industry is interested in exporting to the Asian market but they seem to be busy expanding export to MERCOSUR at the moment.  Human resources are too limited for developing both the MERCOSUR and Asian markets simultaneously.  To enter the Asian market, it is necessary for the industry to establish strong international brands which can compete with their competitors such as Italian companies in addition to solving the above problems.  This is not so easy even for leading companies.  Most Asian technologies seem to be behind that of Argentina in the areas of edible oil and wheat products.  There are few possibilities for direct investment from Asian countries.



(21)  Confectionery industry



	The industry manufacturers cookies and cakes as well as biscuits and chocolates.  While the number of establishments in the industry is quite large, a few companies including one multi-national company lead the market.  Even for the leading companies, exports are still at a low level, i.e., only 5-6% of total production, because their brands do not yet penetrate all over the world.  70% of exports are directed to the Latin American market.  Exports to the Asian market are negligible.  Export expansion to the Asian market will become feasible when the industry establishes their international brands.  The industry is busy with formulating MERCOSUR strategies and the Asian market seems to be out of their scope.  Considering the availability of raw materials of good quality, direct investment by companies with international brands is possible.  The investment will cater for not only the Argentine market but also the MERCOSUR market.



(22)  Cigarettes industry



	Two companies, Massalin Particilares and Nobleza-Piccardo, manufacture almost 100% of cigarettes consumed in Argentina.  Massalin manufactures Philip Morris's branded cigarettes under a license agreement with Philip Morris, while Nobleza manufacturers BAT's branded cigarettes under a license agreement with BAT.  These two companies hold competitiveness in the local market.  Sources of competitiveness are their technology provided by Philip Morris and BAT and continuous efforts to improve productivity.  However, they are not optimistic about competition with Brazil because with the establishment of MERCOSUR, they are compelled to compete with their sister companies in Brazil, struggling for a leading position in the region.  They are not yet competitive in external markets because they have not yet established their own brands.



	Argentina is one of exporters of worldwide pre-industrial, or unmanufactured, tobacco.  Argentina's exports of the product reached US$142 million in 1992 and the share in world total exports was 2.4%.  Major destinations were the U.S.A., U.K., and Germany.  There is a possibility of expanding the export of pre-industrial tobacco to the Asian market since Argentine products are competitive in terms of quality vis-a-vis products of Brazil and the U.S.A., major exporters.  There are two problems.  One is the high production costs which are attributable to low productivity in farming and cropping operations of tobacco farmers.  The other is a low profile as an exporter in external markets.  This stems from the small volume of Argentine supply compared to its competitors such as Brazil.  There is little possibility of direct investment from Asian countries when the market structure and strong competitiveness of Argentine companies are taken into account.



(23)  Textile industry



	With all downsizing of the industry in the process of restructuring, it still creates a large number of jobs.  In terms of employment, therefore, this industry is still an important industry.  The industry can not hold competitiveness in the area of products for which the labor cost is a determinant factor for competitiveness.  The industry is only competitive in the areas of specialized products.  However, only multi-national companies are capable of developing those products.



	Domestic demand for textiles has expanded due to the economic stability and an increase in the purchasing power of households.  The expansion can also be explained by that the country's textile consumption was previously at a relatively low level.  However, a substantial part of the expansion was filled by import.  In synthetic fibers and yarns, for example, 42% of the domestic demand was supplied by import in 1993.  The ratio of export to production reached 30% in 1993 as the industry was forced to find an outlet of their special products in external markets, faced with increased imports of ordinal products.  The industry was inevitably transformed to "export-oriented industry."  Major destinations of their exports are Latin American markets, mainly to Brazil.  Some of the increase in exports is attributable to complementation within Latin American countries by multi-national companies.



	Possibility of export expansion to the Asian market will exist only in the area of specialized products.  However, it is not so easy to find such a product and its export expansion requires technology.  Multi-national companies in Argentina have the capability of developing such a product and are moving in that direction.  However, they have their own production bases in the Asian market and, therefore, they will not export these products from Argentina to the Asian market.  There is little possibility of direct investment from Asian countries because of Argentina's relatively high labor costs, though the country produces a wide range of raw materials for textile production such as cotton and wool.



(24)  Tanneries



	While more than 150 establishments are engaged in leather production, around 95% of total sales is accounted for by 60 member-companies of the Camara de la Industria Curtidora Argentina, an association of the industry.



	The industry holds strong competitiveness in both local and external markets.  Source of competitiveness are low production costs, good quality, and export capacity based on abundant resources.  One problem is limitations of the production volume of tanned leather.  The volume is determined by the number of cattle slaughtered for meat production, which is currently around 12 million heads per annum but has been in a declining trend in recent years.



	Around 80% of the industry's sales come from export to 60 countries all over the world.  Argentina is the biggest exporter in the world with a 6% share of total world exports.  The industry is a typical export-oriented industry.  Argentina's principal export markets are the U.S.A., Italy, Hong Kong, Brazil, and Canada.  Asian countries as a whole account for 24% .  As for direct investment from Asian countries, there are few possibilities because the Argentine industry has sufficient capital and technology.



�(25)  Footwear industry



	While a quite large number of establishments are involved in the industry, three companies lead the market.  They are Gatic, which is manufacturing Adidas, New Balance, and Freeman branded shoes, Alpagatas, which is manufacturing Nike and Topper branded shoes, and Panam, which is importing Reebok branded shoes.  They hold their competitiveness not only in the local market but also in neighboring markets.  Sources of competitiveness are the availability of qualified and skilled labor, the availability of leather of good quality, their technology, international brands, integrated production from tannery and manufacturing of fabrics to shoe making, and cost reduction efforts by outsourcing, mainly from China, Korea, and Taiwan.  To be competitive in external markets, they are required to have the capability of developing their own brands.  Other companies are not able to maintain their competitiveness even in the local market because of the difference in labor costs between Argentina and Asian countries.



	The industry's exports were US$26 million in 1992.  Major destinations were the U.S.A., Paraguay, and Bolivia.  Exports to the Asian market are negligible.  Export expansion to the Asian market is not so easy for the following reasons.  First, the number of potential exporters is limited at the moment.  Second, even existing potential exporters have to develop a strong own brand.  Third, the Asian region is the biggest footwear production center in the world.  Many Asian countries are major exporters of footwear and it is difficult for Argentina to compete with them because of their low labor costs.  A possibility will exist in outsourcing of a middle or high quality products from industrial countries like Japan.  As for direct investment from Asian countries, there may exist a possibility of investment from a company which has a well-known international brand and is seeking opportunities in MERCOSUR.  The availability of skilled labor and leather of good quality will be an advantage for such investment.



(26)  Shoes industry



	The industry is defined as a leather shoe industry.  Leather shoes accounts for 45% of total shoe sales in Argentina.  Most of the establishments in the industry are small-sized companies employing less than 50 people.  Grimoldi, which is employing around 870 people, is an exceptional case.



	The industry is potentially competitive.  Sources of competitiveness are an availability of skilled labor and leather of good quality.  However, in the current products area, it is difficult for them, except some big concerns, to keep competitiveness even in the local market for the following two reasons.  One is a wide difference in labor costs between Argentina and world exporters, mainly Asian countries and Brazil.  The other is lower productivity.  In order to improve productivity, new investment in machinery is necessary, but the number of companies that can afford to make new investment is limited because financial resources for investment are limited to small-sized company.  To revive the Argentine traditional industry, the formulation of an appropriate market segmentation strategy and the improvement of productivity are indispensable.  The ratio of import to domestic demand reached 26% in 1993, while the ratio of export to production was only 4% in the same year.  Major destinations of export were Latin American countries and the U.S.A.



	The industry's primary concern lies on how to do with a mounting threat of increasing imports from Asian countries and Brazil as well as how to challenge the enlarging market of MERCOSUR.  As for export to the Asian market, the export of products of average quality is not feasible because China, Korea, and Taiwan hold competitiveness in terms of production costs.  Possibility exists only in the case that a powerful merchandiser in the region work as a middleman between Argentine shoe makers and Asian consumers and distribute their products in the Asian market, using merchandiser's brand.  Mass production of low quality shoes is not fit for Argentina.  There is little possibility of direct investment except license production.



(27)  Leather goods industry



	Around 240 companies join in Camara Industrial De Las Manufacturas Del Cuero y Afines De La Republica Argentina, an association of the industry.  They cover half of total establishments of the industry.  Most of the companies are small- or medium-sized with 10-60 employees.  Major products are handbags, belts, wallets, and  leather jackets.  With all the advantage of availability of good quality leather and good production technology, it is not easy for the industry to keep its competitiveness even in the local market.  It is because the industry can not compete with cheap products from China.  To survive under such a situation, the industry is required to find an outlet of their products in external markets and take a strategy of segmenting the markets by producing higher quality products which China can not produce.



	While domestic demand shows a declining trend, imports are surging up.  As a result, the ratio of import to domestic demand is expected to increase up to 24% in 1994.  Facing the increase in imports, the industry has tried to expand exports.  Exports dramatically increased to US$89 million in 1993 from US$51 million in 1992.  Principal export markets are the U.S.A. and Germany.  Their exported products are sold under the buyer's or store's brand instead of the manufacturer's brand.



	There is possibility of export expansion to the Asian market since their products have been accepted with good reputations in such sophisticated markets as the U.S.A. or Germany.  As Asian countries are also world major exporters of leather goods, a deliberate marketing strategy is needed for Argentina's export promotion for the region.  It is recommended to use buyers' or stores' brands because it will take much time and costly for the industry to establish their own brands in the international market.  As for direct investment, there are few possibilities because Argentina's labor cost is higher than that of most of Asian countries, which do not have any advantage in technology over Argentina.



(28)  Flexible packaging industry for food



	The industry is classified as one of plastic industries.  The industry produces various kinds of bags and sacks for rice, bread, pasta, and candies.  The industry consumes low density polyethylene, oriented polypropylene, and polyester as raw materials.  The manufacturing process is not complicated but a special printing technique on plastic films is required.  Among a large number of companies engaged in the industry, 10-15 companies lead the industry.  Leading companies are competitive in the local market.  Sources of competitiveness are their updated production technology and the introduction of advanced management know-how from industrial countries.  Actually, their productivity is competitive with that in Brazil.  However, it is still 20-30% less than that in industrial countries such as the U.S.A., Japan, and Germany.



	The industry is located near their customers because a quick response to customer's order and shortening of delivery time are keys to success.  There is little possibility for the industry to export to the Asian market.  Direct investment from Asian countries can not be expected because the industry can be easily started or expanded with relatively small capital in response to growth in demand.  Technical cooperation may be considered for the improvement of productivity.





3.3.2		Issues



	Issues for the manufacturing sector are summarized with special attention to export expansion to and direct investment from the Asian market.  They are categorized into two groups; issues for the manufacturing sector in general and issues for major subsectors.





�3.3.2.1	Issues for the manufacturing sector in general



(1)  To upgrade the potential of small- and medium-sized companies



	Large-sized companies are competitive both in local and external markets based on their technology, their management skills, their human resources, and their financial resources.  One of their weak points is lack of internationally established own brands.  The gap in potential between large-sized and small- or medium-sized companies seems to be big.  To upgrade the potential of small- and medium-sized companies is indispensable for industrial development because the number of these companies far exceeds the number of large-sized companies.  In trying to upgrade the potential, the following analyses seem to be necessary.



1)  Analysis for a better financial system

	Positive capital investment is a fundamental condition to activate the sector.  But insufficient capital investment has yielded an unsatisfactory performance in the manufacturing sector of Argentina.  The present interest rate higher than rates of return on capital can be considered one of reasons for the low level of investment.  Therefore, analysis should be conducted on the possibility of financial system improvement that would allow local manufacturers better access to financial resources.  In addition, it should be studied whether capital investment of small- and medium-sized industries could be increased by introducing venture capital and an appropriate leasing system in Argentina.



2)  Analysis for promotion of innovative small- and medium-sized industries

	Small- and medium-sized industries are a very important source of new venture business as well as  job creation and employment.  How to promote and create innovative small- and medium-sized industries should be analyzed.



3)  Reinforcement of support services for small- and medium-sized companies

	To broaden the export base, upgrading of small- and medium-sized companies is indispensable.  To upgrade these companies, the following two schemes should be studied:  a) diagnosis and improvement of plants by international experts; and b) setting up new quality standards.



(2)  To do the best for improving productivity



	After the opening the market, the international price became a yardstick for local products in Argentina.  A company which cannot quote international prices cannot compete.  Improving productivity is indispensable to reach international costs as well as for the procurement of materials, energy, and services at international prices.  Since raw materials are available at the international price under the trade liberalization policy, special attention should be paid to the prices of non-imported inputs such as labor, finance, energy, and other services.



	Another aspect of improving productivity is to strengthen linkages between export industries and supplies of inputs.  The competitiveness of manufactured products depends not only the productivity of the industry concerned but also the productivity of suppliers of inputs to the export industry.  Inputs include raw materials, industrial materials, and services.  For export expansion, it is necessary to study how to improve "total productivity" and what kind of institutional support is required for realizing such improvement.  This kind of study is especially needed for the development of natural resource-based industries such as food, meat, confectionery, and pre-industrial tobacco.



(3) To enhance export capacity



	There are some cases in which an industry cannot expand export even with its strong competitiveness.  This is often due to a shortage of export capacity.  The export capacity of an industry is determined by the number of potential exporters and the export capacity of each exporter.  In Argentina, at present, the number of potential exporters is limited in almost all industries as far as export to Asian markets is concerned.  This is especially true for material and capital-intensive industries.  It is necessary to increase the number of potential exporters for massive export expansion.  Considering that this takes a long time, it is necessary to expand each company's export capacity through capital investment and the better and efficient utilization of its existing machinery and equipment.



(4)  Utilizing engineering-related human resources



	Graduates of Argentine technical high schools are considered to be comparatively well-trained.  Wages in Argentina also are thought to be higher on average than in Asia or in neighboring countries of South America.  Still, in view of their levels of ability, Argentine engineers with high-school education are described as highly productive or strong in terms of "cost-performance."  Thus, it seems to be vital for Argentina to strive to develop industries that can actively capitalize on its reserves of technically proficient human resources.



(5)  Tackling environmental issues



	With respect to environmental issues, particularly the handling of industrial waste and waste water effluent, Argentina lags behind the industrial world.  It is crucial to acknowledge the significance of environmental problems and take actions to tackle them effectively as soon as possible.



	Though Argentina is abundant in energy resources such as natural gas and crude oil, more attention to energy conservation is needed in every sector of the economy from industry and commerce to households when a long-term trend of energy consumption and burdens on the environment are considered.



(6)  Strategies for the acquisition of advanced industrial technologies



	1)  Technology transfers could be encouraged through the local manufacturing operations of firms that possess sophisticated foreign technological expertise and production know-how.



	2)  Efforts could be made to develop technologies that strengthen the international competitiveness of industries in the agricultural, forestry, and fishery fields, or in similar industries already strong at home.  One possibility would be the development of a system that integrates the selection, packaging, and storage of agricultural products.



	3)  Argentina could pursue joint ventures with foreign firms for the production of methanol, lithium-ion batteries, and other products that draw on its wealth of natural resources and export to markets where those products are in hot demand, e.g., to North America or East Asia.





3.3.2.2	Issues in major subsectors



(1)  To redefine  the concepts of "differentiation," "specialization," "niche," and 	"small batch"



	The export potential of Argentine manufactured products seems to lie in products manufactured based on the above concepts.  Relevant industries are many but those with higher potential are iron and steel, aluminum remelting, and food processing machinery.  Though these concepts are not new themselves, their definitions have to be clarified in the Argentine context.  By doing so, it can be better examined what kind of support the government can and should provide in the areas of technological development and finance for export promotion of the industries concerned.  Through redefining the concepts, factors that can be real sources of the competitiveness of Argentine manufacture will be elucidated.  Some ideas on the development prospect of the sector may also be derived.



(2)  To design a "MERCOSUR product" to attract foreign direct investment



	In order to attract direct investment from East Asian countries, it seems to be necessary to demonstrate to potential investors how the establishment of MERCOSUR has changed the investment climate of Argentina.  One way of doing this is to organize a project which manufactures a typical "MERCOSUR product" with a new manufacturing concept.  "MERCOSUR product" is a product which is manufactured somewhere in MERCOSUR not only for the local market but also for other MERCOSUR markets, taking account of manufacturing conditions in each country of MERCOSUR.  The automobile industry may be a candidate of such a project.  Needless to say, the project should be initiated principally by the private sector, but it is worth studying whether there is need for government support for accelerating its development.



(3)  To export Argentine products with high value added as much as possible



	Argentina is abundant in various natural resources.  The country has earned much foreign exchanges through exporting these natural resources.  One example is leather-based industries.  In order to earn more foreign exchanges and to create better-paid jobs, it is necessary to export these natural resources with as high value added as possible.  However, the export of products with high value added is more difficult than the export of raw materials or their primary forms.  This is because markets for the former are more sophisticated than markets for the latter and their sales depend largely on non-price factors.  It is principally the private sector's responsibility to think about how to improve non-price factors of their products.  However, it is worth studying how the government can support such a project.



(4)  To strengthen the foundation of the autoparts industry by attracting advanced 	foreign capital and technology



	Under the new policy for developing the automobile industry, the car assembling industry began to walk a new road.  Thanks to a favorable market condition, the industry is in a good shape.  However, its long-term prosperity depends on the success of restructuring of the autoparts industry.  The autoparts industry, except multi-national companies, is behind the international standards of technology and management.  It is necessary to strengthen the autoparts industry with advanced foreign capital and technology and to design an effective measures to attract foreign capital into the industry.



�(5)  To improve infrastructure for export expansion by the private sector



	Even when an Argentine product has been proved to be internationally competitive, often Argentina can not expand its exports to East Asian markets due to insufficient infrastructure development.  The underdeveloped loading facilities for crude oil are one example.  Infrastructure must be further developed for export expansion.  Considering financial constraints in the public sector, it is necessary to develop a new scheme to improve infrastructure without heavy burdens on public finance.  In other words, it is crucial to formulate policy measures for accelerating the privatization of infrastructure business.



3.4		External Trade 



3.4.1	The Present Situation



3.4.1.1	Trends of Argentine trade



	During the 1980s and in the early 1990s Argentina maintained trade surpluses that ranged from US$541 million to US$8,276 million, with an exception of the US$2,520 million deficit in 1980 (Table 3.4.1).  In 1992, however, the tendency was reversed with a sharp increase in imports of capital goods as well as consumer goods and a moderate increase in exports.  The country recorded a trade deficit of US$2,637 million (US$12,235 million for exports versus US$14,872 million for imports) for the first time in a decade.  This situation is expected to continue, at least for a few years, due to the expansion of investment and other economic activities under the comprehensive economic reform and outward-oriented trade policies.  In the first ten months of 1994, imports reached US$17,708 million while exports remained at US$12,864 million.



Table 3.4.1  Trade Balance, 1980-1993

Year��US$ million ��Annual changes (%)����Exports�Imports�Balance�Exports�Imports��1980�8,021.0�10,541.0�-2,520.0�--�--��1985�8,396.0�3,814.0�4,582.0�3.6�-16.8��1986�6,852.2�4,724.0�2,128.0�-18.4�23.9��1987�6,360.2�5,818.8�541.4�-7.2�23.2��1988�9,133.0�5,322.0�3,811.0�43.6�-8.5��1989�9,579.3�4,203.2�5,376.1�4.9�-21.0��1990�12,352.5�4,076.7�8,275.8�28.9�-3.0��1991�11,977.8�8,275.3�3,702.5�-3.0�103.0��1992�12,234.9�14,871.8�-2,636.9�2.1�79.7��1993�13,090.4�16,786.0�-3,695.6�7.0�12.9��Source:  INDEC, Argentina.





(1)  Export



	In contrast to the slow growth in the first half of the 1980s, Argentina's exports expanded rapidly during the latter half of the decade (Table 3.4.2).  Since 1990 Argentine products have shown a tendency of greater participation in world markets (Table 3.4.1).  Argentina's exports grew from US$9,579 million in 1989 to US$13,090 million in 1993.  In 1993 exports recorded an increase of 7% from the previous year.



Table 3.4.2  Growth of Exports by Type of Good, 1980-1993

Type of Good�Average annual change (%)�US$ million���1980-85�1985-90�1991�1992�1993�1993��Primary Products�2.9�-1.9�-1.1�5.3�-5.8�3,272��Manufactures of Agricultural Origin�-2.5�12.4�5.6�-2.1�2.2�4,929��Manufactures of Industrial Origin�-0.7�16.9�-11.3�-8.1�33.6�3,665��Fuels and Energy�15.1�11.7�-22.2�20.6�32.5�1,224��Total�0.9�8.0�-3.0�2.0�7.0�13,090��Source:  INDEC, Argentina

	Over the last decade Argentina gradually shifted its emphasis for exports towards manufactures of industrial origin (MOIs).  The share of MOIs in total exports increased from 18% in 1985 to 28% in 1993 while the share of primary products decreased from 44% to 25% for the same period (Table 3.4.3).  Manufactures of agricultural origin (MOAs) continued to be important foreign exchange earners, though with some fluctuations in the share in total exports.  Fuels and energy increased the importance in total exports in the early 1990s.  While cereals, fats and oils, and by-products of food industries are still the top three items in Argentina's exports, there was noticeable growth in exports of some MOIs such as transport equipment and machinery and electrical machinery and devices in recent years (Table 3.4.4).  This development can be explained by new investments made under the economic reform.



Table 3.4.3  Exports by Type of Good, 1980-1993

Type of Good�1980�1985�1990�1991�1992�1993��Primary Products�39.8�43.8�27.0�27.6�28.4�25.0��Manufactures of Agricultural Origin�36.8�30.9�37.8�41.1�39.4�37.7��Manufactures of Industrial Origin�19.9�18.4�27.2�24.9�22.4�28.0��Fuels and Energy�3.5�6.7�8.0�6.4�7.6�9.4��Total (%)

(US$ million)�100.0

8,021.0�100.0

8396.0�100.0

12,352.5�100.0

11,977.8�100.0

12,234.9�100.0

13,090.4��Source:  INDEC, Argentina





Table 3.4.4  Exports by Product Category, 1980-93

(US$ million)

Product Category�1980�1985�1990�1991�1992�1993��Primary Products�3,194.0�3,678.8�3,391.1�3,301.2�3,474.7�3,271.9��Cereals�1,631.0�2,262.0�1,374.1�1,066.7�1,542.7�1,453.3��Oilseeds�671.0�735.2�827.7�1,081.2�786.2�696.5��Unprocessed Fish and Shellfish�135.0�143.6�299.7�199.9�315.6�435.0��Fresh Fruits�184.0�123.4�204.4�262.2�283.3�209.8��Unprocessed Vegetables�121.0�93.9�177.7�192.4�165.7�185.3��Other Primary Products�452.0�320.7�507.5�498.8�381.2�292.0��Agricultural Manufactures�2,951.0�2,597.0�4,663.9�4,927.4�4,822.7�4,928.8��By-products of Food Industries�413.0�515.2�1,199.8�1,270.0�1,455.8�1,456.0��Fats and Oils�524.0�992.8�1,151.3�1,221.1�1,103.8�1,078.5��Meat�966.0�397.7�873.2�892.0�772.3�747.9��Furs and Leather�372.0�293.9�488.0�513.6�463.2�617.8��Processed Fish and Shellfish�8.0�4.5�15.4�246.2�233.4�271.4��Other Agricultural Manufactures�668.0�392.9�936.2�784.5�794.2�757.2��Industrial Manufactures�1,596.0�1,541.2�3,364.3�2,983.5�2,743.1�3,665.5��Machinery and Electrical Machinery and Devices�317.0�268.3�485.7�561.9�501.8�752.7��Transport Equipment�174.0�236.2�223.1�266.3�389.6�718.2��Common Metals and

their Manufactures�318.0�508.1�1,163.3�912.4�626.2�696.8��Chemicals�317.0�279.2�522.5�503.7�518.9�558.5��Textiles and Clothing�66.0�49.7�212.5�147.9�117.7�164.6��Other Industrial Manufactures�404.0�199.7�757.2�591.3�588.9�774.7��Fuels and Energy�280.0�566.1�985.2�765.7�924.0�1,224.1��Total�8,021.0�8,396.0�12,352.5�11,977.8�12,234.9�13,090.4��Source:  INDEC, Argentina.





	In primary product exports for the period of 1990-1993, cereals ranked first with an increase of 6% for the period (Table 3.4.4).  Oilseeds ranked second, though their exports decreased in 1993.  Unprocessed fish and shellfish showed a significant increase of 45%.  Fresh vegetables and fruits were also important among primary products throughout the period.



	In MOA exports for the period of 1990-1993, the most important were fats and oils and by-products of food industries (e.g., soybean pellets).  They were followed by meat, which decreased by 14% for the period, and then by processed fish and shellfish, which has been exhibiting a remarkable increase in recent years.  Exports of furs and leather also showed an important growth of 27% in 1990-1993.



	In MOI exports for the period of 1990-1993, the most important category was machinery and electrical machinery and devices, which increased by 55%.  Transport equipment recorded even greater growth, i.e., 222%.  Common metals and its manufactures decreased by 40% while chemical products increased by 7%.  Textiles and clothing decreased by 23%.



(2)  Import



	Argentina's imports showed a decreasing tendency in the first half of the 1980s and were stagnant in the latter half of the decade (Table 3.4.5).  In 1991, however, imports started to increase and doubled between 1991 and 1993, i.e., from US$ 8,275 million to US$ 16,786 million.  Among imports for the period of 1980-1993, intermediate goods ranked first, followed by capital goods, consumer goods, or parts and accessories for capital goods, depending on the year (Table 3.4.6).  In 1993, intermediate goods accounted for 30% in total imports, capital goods for 25%, consumer goods for 21%, and parts and accessories for capital goods for 17%.



Table 3.4.5  Growth of Imports by Economic Use, 1980-1993

Type of Good�Average annual change (%)�US$ million���1980-85�1985-90�1991�1992�1993�1993��Consumer Goods�-35.0�6.8�358.8�111.7�10.0�3,527��Intermediate Goods�-14.0�4.0�65.2�38.7�68.3�5,066��Capital Goods�-21.3�-2.0�125.6�115.7�33.0�4,115��Parts and Accessories for Capital Goods�-10.5�-0.8�79.0�109.5�8.4�2,809��Fuels�-14.3�-7.1�43.0�-8.0�-7.2�386��Passenger Vehicles�-61.6�43.1�158.3�292.6�7.1�849��Total�-18.4�1.3�103.0�79.7�12.9�16,786��Source:  INDEC, Argentina



�Table 3.4.6  Imports by Economic Use, 1980-1993

Type of Good�1980�1985�1990�1991�1992�1993��Consumer Goods�19.5�6.2�8.1�18.3�21.6�21.0��Intermediate Goods�34.2�44.5�50.8�41.3�31.9�30.2��Capital Goods�22.0�18.4�15.6�17.3�20.8�24.5��Parts and Accessories for Capital Goods�11.9�18.8�16.9�14.9�17.4�16.7��Fuels�9.3�12.0�7.7�5.5�2.8�2.3��Passenger Vehicles�2.3�0.1�0.3�2.4�5.3�5.1��Total (%)

(US$ million)�100.0

10,541.0�100.0

3,814.0�100.0

4,076.7�100.0

8,275.4�100.0

14,871.4�100.0

16,786.0��Source:  INDEC, Argentina





(3)  Trading partners



	Argentina's trading partners substantially changed in the early 1990s.  In the 1980s the two main destinations for Argentine exports were EU and the U.S.A. (Table 3.4.7).  In 1993, while EU as a group still accounted for 28% (US$3,650 million) in total exports, MERCOSUR became the most important destination, with a share of 28% (US$3,661 million).  On a country basis, Brazil was a single largest buyer of Argentine products (21%), followed by the U.S.A (10%).  The growth of exports to MERCOSUR countries is striking when compared to their shares of 14% in 1980 and 8% in 1985.  The shares of EU and NAFTA in total exports have tended to decrease since 1990.



Table 3.4.7  Major Destinations of Argentine Exports

(US$ million )

Country�1980�1985�1990�1991�1992�1993��MERCOSUR�1,136.7�667.5�1,832.7�1,977.1�2,326.9�3,661.1��Brazil�765.0�496.3�1,422.7�1,488.5�1,671.3�2,790.5��NAFTA�859.6�1,318.7�2,067.8�1,516.7�1,638.4�1,556.8��U.S.A.�696.0�1,003.5�1,665.0�1,210.0�1,349.4�1,273.4��EU�2,426.5�2,040.9�3,743.6�3,956.2�3,819.4�3,650.2��Netherlands�n.a.�856.3�1,374.6�1,328.3�1,212.0�1,270.5��Germany�n.a.�305.6�650.8�731.7�730.6�628.8��Italy�n.a.�300.6�523.2�573.9�524.7�505.1��Chile�n.a.�111.1�462.3�487.7�580.9�590.8��Total�8,021.0�8,396.0�12,352.5�11,977.8�12,234.9�13,090.4��Source:  INDEC, Argentina.





	In exports to MERCOSUR in 1993, MOIs occupied 43%, primary products 25%, and fuels 18%, whereas MOAs had the largest share (53%) in exports to EU.  The distinctive composition of exports to MERCOSUR can be explained by the increased complementary production at intra-industrial and intra-firm levels among the member countries, especially between Argentina and Brazil.  Exports to NAFTA consisted mainly of MOAs (41%) and MOIs (40%) in 1993.



	MERCOSUR also became the most important supplier of goods to Argentina in 1992.  In total imports, 25% (US$4,214 million) came from MERCOSUR, another 25% (US$4,184 million) from NAFTA, and 20% from EU in 1993, as compared to their shares of 12%, 24%, and 30% in 1980, respectively (Table 3.4.8).  In 1993 major items imported from MERCOSUR are intermediate goods (36% in total imports), parts and accessories for capital goods (22%), consumer goods (17%), and capital goods (13%).  Imports from NAFTA and EU consisted mainly of intermediate goods, capital goods, and parts and accessories for capital goods, which altogether accounted for 80% in imports from the respective regions.



Table 3.4.8  Major Suppliers of Argentine Imports

(US$ million)

Country�1980�1985�1990�1991�1992�1993��MERCOSUR�1,304.7�697.6�875.2�1,804.4�3,754.7�4,213.6��Brazil�1,072.3�611.5�717.9�1,526.3�3,338.8�3,569.9��NAFTA�2,544.0�780.0�1,001.2�2,073.0�3,496.5�4,183.6��U.S.A.�2,362.5�685.0�861.5�1,845.2�3,226.3�3,858.6��EU�3,132.9�1,068.3�1,117.9�2,033.2�3,633.4�3,436.2��Germany�n.a.�n.a.�350.0�729.4�1,083.4�1,023.5��Italy�n.a.�n.a.�202.0�356.4�760.5�980.7��France�n.a.�n.a.�144.0�255.0�573.8�738.7��Chile�n.a.�n.a.�112.0�381.4�645.8�706.0��Total�10,541.0�3,814.0�4,076.7�8,275.4�14,871.8�16,786.0��Source:  INDEC, Argentina.





	Table 3.4.9 shows trade balances with major trading partners in recent years.



Table 3.4.9  Trade with Major Regions and Countries

Region/�Exports���Imports���Balance���Country�US$ million��Change (%)�US$ million��Change (%)�US$ million����1992�1993�1993/92�1992�1993�1993/92�1992�1993��ALADI�3,917.6�5,262.4�34.3�4,981.3�5,434.2�9.1�-1,063.7�-171.8��EU�3,729.8�3,650.2�-2.1�3,633.0�3,858.6�6.2�96.8�-208.4��NAFTA�1,638.8�1,556.8�-5.0�3,496.5�4,183.6�19.7�-1,857.7�-2,626.8��Japan�375.0�466.8�24.5�697.2�668.5�-4.1�-322.2�-201.7��Others�2,573.7�2,154.2�-16.3�2,063.8�2,641.1�28.0�509.9�-486.9��Total�12,234.9�13,090.4�7.0�14,871.8�16,786.0�12.9�-2,636.9�-3,695.6��Source:  INDEC, Argentina.





	In 1993 the trade balance with ALADI was still negative, though the deficit declined sharply from the pervious year's US$1,064 million to US$172 million.  The reduction in the deficit was primarily generated by significant improvement in Argentina's trade balance with Brazil.  In 1993 Brazil occupied 53% in Argentina's total exports to ALADI and 66% of its total imports from ALADI.



	In 1993 the trade balance with EU turned to be negative (US$491 million) with a 2% decline in Argentine exports to EU and a 6% increase in Argentine imports from EU.  The decline in exports to EU was the most noticeable in the primary product sector, i.e., -8%  from 1992.

	In 1993 Argentine exports to NAFTA decreased by 5% while imports increased by 20%, resulting in a deficit of US$2.6 billion.



(4)  Trade with East Asia



	Exports to East Asian countries are still small while imports from those countries are rapidly growing in recent years (Table 3.4.10).  Argentina's imports from nine East Asian countries (Japan, Korea, China, Hong Kong, Taiwan, Singapore, Malaysia, Indonesia, and Thailand) increased from US$325 million in 1990 to US$2,348 million in 1993 but exports to these countries remained virtually unchanged around US$1,400 million for the same period.  Japan accounted for around 4% both in total exports and in total imports and Korea 3% in imports but less than 1% in exports.



Table 3.4.10  Trade with East Asian Countries

�Exports (US$ million)����Share in total exports (%)������1990�1991�1992�1993�1990�1991�1992�1993��Japan�394.9�453.5�375.0�466.8�3.2�3.8�3.1�3.6��Korea�50.9�65.3�81.6�49.1�0.4�0.6�0.7�0.4��Taiwan�47.9�72.5�87.5�77.1�0.4�0.6�0.7�0.6��China�241.0�247.5�128.3�163.3�2.0�2.1�1.1�1.2��Singapore�40.4�54.7�66.8�38.4�0.3�0.5�0.6�0.3��Indonesia�92.8�57.9�80.2�74.0�0.8�0.5�0.7�0.6��Malaysia�125.8�57.4�61.4�73.4�1.0�0.5�0.5�0.6��Thailand�82.3�54.1�24.2�29.0�0.7�0.5�0.2�0.2��Hong Kong�59.7�74.1�106.1�155.8�0.5�0.6�0.9�1.2��Total�1,398.4�1,501.2�1,323.5�1,410.9�11.3�12.5�10.8�10.8��

�Imports (US$ million)����Share in total imports (%)������1990�1991�1992�1993�1990�1991�1992�1993��Japan�132.8�393.3�697.2�668.7�3.3�4.8�4.7�4.0��Korea�75.8�207.8�467.5�528.0�1.9�2.5�3.1�3.2��Taiwan�14.6�79.0�182.4�187.7�0.4�1.0�1.2�1.1��China�12.1�55.4�170.4�214.8�0.3�0.7�1.2�1.3��Singapore�45.3�60.9�167.4�200.7�1.1�0.7�1.1�1.2��Indonesia�0.6�0.6�14.2�26.3�0.0�0.1�0.1�0.2��Malaysia�2.8�4.1�5.8�13.3�0.1�0.1�0.0�0.1��Thailand�0.1�2.4�10.2�22.5�0.0�0.0�0.1�0.1��Hong Kong�13.7�101.2�272.5�388.2�0.3�1.2�1.8�2.3��Total�324.7�948.6�2,105.8�2,347.7�8.0�11.5�14.2�14.0��

�Trade Balance (US$ million)����Share in total deficit (%)������1990�1991�1992�1993�1990�1991�1992�1993��Japan�262.2�60.2�-322.2�-201.9�..�..�12.2�5.5��Korea�-25.0�-142.5�-385.9�-478.9�..�..�14.6�13.1��Taiwan�33.4�-6.4�-94.9�-110.6�..�..�3.6�3.0��China�228.9�192.1�-42.1�-51.6�..�..�1.6�1.4��Singapore�-4.9�-6.2�-100.6�-162.2�..�..�3.8�4.4��Indonesia�92.2�52.1�65.9�47.6�..�..�..�..��Malaysia�123.0�53.4�55.6�60.1�..�..�..�..��Thailand�82.2�51.7�14.1�6.5�..�..�..�..��Hong Kong�46.0�-27.1�-166.3�-232.4�..�..�4.5�6.3��Total�1,073.7�552.6�-782.3�-936.8�..�..�29.7�25.6��Note:  ".." indicates "not applicable" due to no overall trade deficit (i.e., in 1990 and 1991) or no trade 	deficit with the particular country.

Source:  INDEC, Argentina.



	Imports from East Asian countries were mainly industrial manufactures such as machinery, electrical machinery and devices (including electronics), and transport equipment (including automobiles), while major exports were primary products (e.g., cereals, oilseeds, etc.), MOAs (e.g., by-products of food industries, fats and oils, leather, etc.), and MOIs (e.g., seamless pipe and unwrought aluminum).



	The trade balance with Eat Asian countries turned from a surplus of US$ 553 million in 1991 to a deficit of US$ 782 million in 1992 (Table 3.4.10).  Due to a remarkable increase of imports of industrial manufactures, the deficit with East Asian countries (Korea, Hong Kong, Japan, Singapore, and Taiwan in this order) represented more than one-fourth of Argentina's total deficit both in 1992 (30%) and in 1993 (26%).





3.4.1.2	Regional trade and MERCOSUR



(1)  Institutional aspects of MERCOSUR



a.  Common external tariffs and other issues

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



	In August 1994, the Presidents of Argentina, Brazil, Paraguay, and Uruguay succeeded in building a consensus on the following issues:



1) Common tariffs towards the third countries (TEC)

2) The rules of origin

3) Free trade zones in the four countries

4) Foreign investment protection policy in the region

5) Export incentives in the region and others

6) MERCOSUR Trade Commission (MTC)



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



	In December 1994, the MERCOSUR Council of Ministers met in Ouro Preto, Brazil, and adopted a series of decisions related to the implementation of the Customs Union beginning January 1, 1995 and different measures corresponding to the Common Trade policy.  The following is a brief resume of the main results of this meeting.



1)	Common External Tariff (TEC)

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



	There are a number of exceptions to the TEC for which each country can continue with the application of national tariff levels during 6 years.  These tariff items will converge to the tariff level corresponding to the TEC by January 1, 2001.



	There are also some tariff items covering a series of sensitive products of each country for which it has been authorized the application of positive tariff levels to the intra-MERCOSUR trade.



	The capital goods tariff level has been established at 14% and is to be reached in the year 2001, starting from the national tariff levels corresponding to each member country of MERCOSUR.  The informatics and telecommunications goods tariff level has been established at 16% to be reached in the year 2006, starting from national tariff levels existing in 1994.



2)	The exceptional lists:  The exceptional lists will be effective from January 21, 1995.  The import tariffs of each country are to be applied to these items and will be decreased gradually to 0%.  The numbers of exceptional items for each country are 231 for Argentina, 186 for Brazil, 212 for Uruguay, and 253 for Paraguay.  Some principal product categories included in the exceptional lists are chemicals and petrochemicals, iron and steel, paper, and shoes for Argentina and chemicals and petrochemicals, foodstuffs, textile, construction materials, cleaning products and cosmetics, leather goods, and wood products for Brazil.



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



4)	The rules of origin:  The products under this rule are subject to 50% of added values and the percentage will be converged gradually to 60% by 2000.  Specific requirements are applied to chemicals, telecommunications, some products of iron and steel.  For the informative goods, the general rule will be applied by the end of January 1995.



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



b.  MERCOSUR-related business strategies

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



	With their growing interest in the economic integration, companies in the region have been fast developing new business initiatives.  Those companies set up policies regarding marketing, production, the purchase of materials, and the hiring of labor based on the new conditions provided by the expanded economic area.  A larger number of MERCOSUR-related business initiatives have been taken in the last two years.



	There are mainly three types of initiatives which have impacts on production:  1) agreements for productive complementation at inter- or intra-firm levels; 2) investment aimed at the expanded market; and 3) transfer of capital stocks.  Initiatives implying some forms of complementary production agreement by companies operating in both countries have been predominant.  Multi-national companies with subsidiaries in Argentina and Brazil, especially those operating in the motor-vehicle sector, have pioneered these activities not only through strategies for specialization by subsidiaries but also through agreements with other companies.  Complementation between domestic-capital companies in both countries has been centered on the manufacturing of consumer goods and intermediate goods.



	Sectors producing consumer goods are involved in a considerable number of agreements of the first kind, while the automobile and agriculture machinery industries and some sectors manufacturing input materials are operating more actively based on the second strategy.  Commercial agreements are concentrated in the consumer goods sector.  There have been a large number of delivery agreements under which an Argentine company distributes the products of a Brazilian partner and/or vice-versa, using its own sales channels.  Such agreements seem to be "pro-cyclical."  In other words, the size and direction of trade flows that they generate are sensitive to the macro-economic configurations of respective countries, as shown in the larger trade flow from Brazil to Argentina between 1991 and 1993.



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



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



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



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



	Sectors with a larger proportion of production agreements are food and beverages, automobiles, construction, fertilizers, agricultural machinery and equipment, construction materials, electrical materials, metallurgy, chemicals and petrochemicals, steel, and plastics.  Among the companies involved, some fifty are multi-nationals which are located in either country or in both countries and belong mainly to the sectors of food and beverages, automobiles, auto parts, household appliances, agricultural machinery, electrical materials, plastics, chemicals, and textile.



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



(2)  Recent trade within MERCOSUR



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



Table 3.4.11-(1)  Trade within MERCOSUR, 1992

(US$ million)

Origin�Destination��������Argentina�Brazil�Paraguay�Uruguay�Total�%��Argentina�-�1,721.0�256.0�380.0�2,357.0�(32.2)��Brazil�3,040.0�-�543.0�514.0�4,097.0�(56.0)��Paraguay�64.1�187.0�-�10.8�261.9�(3.6)��Uruguay�250.0�341.0�8.6�-�599.6�(8.2)��Total �3,354.1�2,249.0�807.6�904.8�7,315.5�(100.0)��%�(45.8)�(30.7)�(11.0)�(12.4)�(100.0)����Table 3.4.11-(2)  Trade within MERCOSUR, 1993

(US$ million)

Origin�Destination��������Argentina�Brazil�Paraguay�Uruguay�Total�%��Argentina�-�2633.0�304.0�455.1�3,392.5�(34.0)��Brazil�3661.0�-�961.0�775.0�5,397.0�(54.1)��Paraguay�64.9�273.0�-�7.2�345.1�(3.5)��Uruguay�402.3�429.0�12.3�-�843.6�(8.5)��Total�4,128.2�3,335.0�1,277.7�1,237.3�9,978.2�(100.0)��%�(41.3)�(33.4)�(12.8)�(12.4)�(100.0)���Source:  INDEC, Argentina.





(3)  Chile's External economic relationships



a.  Balanced trade with principal regions

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



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



b.  Chilean trade with Argentina

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



	Argentine exports to Chile have been traditionally more diversified with a larger share of industrial products.  Argentine sales in the Chilean market covers some 3,500 products, while Chilean exports to Argentina include around 600 products.  Although the structure of these exports has been highly unstable since the 1980s due to strong swings in relative prices and in the level of domestic demand in Argentina.



	Major Chilean imports from Argentina in 1993 were soybean oil (46.8), gas oil and diesel oil (26.0), sunflower oil (20.5), pork (19.2), auto parts and accessories (13.8), and aluminum (12.1).  Major Chilean exports to Argentina were cathodes and sections of cathodes of copper refined (55.7), change-gear boxes (36.7), newspaper and periodical publications (29.7), vehicles of more than 1500 c.c. (24.8), vehicles of more than 1000 c.c. (19.5), trucks of 500 k to 2000 k (17.0), other refined copper (16.9), and paper for newspaper (13.3).  The numbers in parentheses are trade values in US$ million.  Vehicles and trucks are exported by GM (Chile) and change-gear boxes by Renault (Chile) to Renault (Argentina).



c.  Chile's relationships with MERCOSUR

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



	MERCOSUR agreed to extend bilateral preferential agreements that have to be re-negotiated in order to adapt them to the new customs union and its common external tariffs.  The final date to conclude new free trade agreements is June 30, 1995 and a decision will be made by October 21, 1995.



Table 3.4.12  Chile’s Trade with MERCOSUR

	(US$ million)

�1991�1992�1993���Imports�Exports�Imports�Exports�Imports�Exports��Argentina�553.8�257.4�633.6�461.6�580.9�588.9��Brazil�697.6�447.6�996.2�450.9�1,060.2�407.1��Paraguay�59.4�37.9�61.4�42.7�68.1�48.6��Uruguay�21.0�27.1�49.3�35.3�51.8�44.6��Source:  Banco Central de Chile.





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



d.  Chile's relationships with APEC

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





3.4.1.3	Trade policies and institutions



(1)  Exchange rate policy



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



(2)  Custom tariff policy



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



Table 3.4.13  Import Tariffs in 1988 and 1992

Import Tariffs�Up to 1988�1992��Maximum�50% + 15%�20% + 10%��Minimum�0% + 15%�0%��Average�39%�10% + 10%��Production with the license�32%�only partial��



	In order to improve the trade balance, the custom tariff structure was reviewed and the statistical tax was increased from 3% to 10%.  Before 1989 export duty was extensively applied but, in effect, only a few products such as oilseeds and crude leather were affected.  The ratio of such duty to total exports significantly reduced from 31% in 1985 to 1.8% in the first half of 1992.



	An only exception to the open trade policy is the regime for automobile industry, in which import is controlled by a specific scheme (Decree No's 2677/91, 683/94, 1179/94, and related resolutions).  This regime establishes annual import quotas, equivalent to 8%, 9%, and 10% of the local production for 1992, 1993, and 1994, respectively.  It permits the import of finished automobiles similar to those locally manufactured with a tariff of 2% at a fixed ratio to their respective exports.



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



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



	1)  The industrial restructuring and specialization regime (Decree No's. 2641/92, Resolution ex-sic No's 14/93,80/93, and 148/93 and Resolution M.E.P.W. No. 1149) was established for the purpose of generating productive specialization of industries for the expansion of export activity.  The measure to be applied is the authorization of those industries with a reduced tariff (2%) for the goods listed in the same chapter in harmonized nomenclature.  These industries are requested to present an annual business program.



	2)  In May 1993, by Decree No. 937/93, the tariff for imported materials to be used in the local production of capital goods was exempted and a 15% reimbursement was applied to the sales of capital goods produced by local manufacturers.  These measures were taken in order to facilitate the restructuring of those sectors by adopting policies destined to reduce their costs and increase their competitiveness.  By Resolution M.E.P.W. No. 501/93, 0% tariff and no statistical tax were applied to imported capital goods.  At the same time, this decree established the reimbursement scheme (15%) and the financing scheme of BICE to facilitate the expansion of export of small- and medium-sized enterprises as stated in (3).



	In July 1993, by resolution No. M.E.P.W. 684/ 93, quantitative restrictions were established on the import of certain paper products for a period of 18 months as a safeguard measure.  Such a measure is approved by Article 19 of the GATT General Agreement and has enabled a reasonable flow of import.  Minimum specific import duty was also established on the import of textiles and clothing, which is to be effective until the end of 1995 as an only valid instrument against the price level of products imported from certain countries in Asia and East Europe.  However, such restrictions, together with the restrictions applied to imported food in November 1993, represent only 3% of Argentina's total imports.



(3)  Export promotion



a.  Tax incentives

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



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



b.  Export finance

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



Table 3.4.14  Credit Line of Argentine National Bank

Measures�Users�Support�Term�Interest��Prefinance

Agriculture and Fishery Sector





Industrial Sector





�

Producers and/or suppliers of goods and materials who are to be final exporters



Manufacturers and/or suppliers of goods and materials who are to be final exporters�

Up to 90% of FOB value





Up to 80% of FOB value�

Up to 180 days







Capital goods:  Up to one year

Other goods:  Up to 180 days�

Less than 10% per annum





Less than 10% per annum��Finance

Industrial Sector�

Final exporters�

Up to 85% of FOB value�

Capital goods:  Up to four years

Other goods:  Up to 1. 5 years�

12% per annum

13% per annum��Note:  Requires a guarantee issued by first-class foreign banks or export credit insurance.



	In March 1994, External Trade Investment Bank (BICE) put into operation a US$100 million credit line for small- and medium-sized enterprises.  These funds are intended for the export of new capital goods of Argentine origin, covering up to 85% of the FOB value and the export of accessories and parts for capital goods covering up to 10% of the FOB value.  The terms, amounts, and interest rates of BICE's finance are as shown in Table 3.4.15.  This credit requires export credit insurance or the guarantee of a foreign bank satisfactory to BICE.



Table 3.4.15  Financing Scheme of BICE

Term�Amount (US$)�Annual interest��From 6 months to 2 years�20,000 to 250,000�8%��over 2 years to 3 years�250,001 to 750,000�9%��over 3 years to 5 years�750,001 to 2,500,000�10%��



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



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



(4)  Deregulation



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



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

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

3) Elimination of the law of cargo reserves by which goods transported by a national flag vessel enjoyed benefits or tax exemption



	The effects of deregulation related to external trade on the domestic economy are evaluated as follows.



1) Improvement of the real exchange rate for export (between 4% and 5%) by the elimination of statistical tax (3%), tax directed to the National Fund of Marine Merchant (2% of freight), and other related taxes.

2) Reduction of indirect costs associated with external trade by simplifying customs procedures

3) A higher level of competition and consequent price-downs in the local market by the reduction of non-tariff barriers



	In summary, the deregulation policy has had significant effects, both directly and indirectly.  In many cases, it permeated not only the economic agencies involved but also economic activities, for instance, in the form of a price reduction of widely used industrial materials.



(5)  Supervising organizations and regulatory frameworks



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



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

2) Through the reform of the National Custom Administration (ANA), its function is now concentrated on the application of tax norms and tariffs, the control of quantity and quality of goods, and infractions to customs codes (e.g., prohibiting the trade of contraband such as drugs and arms)

3) Dissolution of regulatory organizations such as the National Grain Board, the National Meat Board, the National Forest Institute, the Market of Fish Concentration, the Argentine Corporation of Meat Products, the Regulatory Commission of Production and Trade of Mate Tea, the National Direction of Sugar, etc.



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





3.4.2	Issues



	As discussed in 3.4.1.1, Argentina's trade balance turned to be negative in 1992 with a sharp increase in imports of capital goods as well as consumer goods and a moderate increase in exports.  This is due mainly to the expansion of investment and other economic activities under the comprehensive economic reform and outward-oriented trade policies.  Therefore, Argentina needs to take effective measures to increase exports more rapidly than imports, as observed in the third quarter of 1994 for the first time since the economic reform was initiated.  For this purpose, the government has been making vigorous efforts to enhance the international competitiveness of exportable products through improving efficiency and product quality.  In the area of external trade institution, however, the Study Team considers that the following issues need to be further worked on for the expansion of Argentine exports, particularly to East Asian markets.



(1)  Strengthening institutional support for export expansion



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



	It is necessary for the Argentine government to support Argentine traders, for instance, by providing useful information on East Asian markets to Argentine suppliers, as well as on Argentine products and suppliers to East Asian potential buyers.  The government, or any public institution with a relevant mandate, can also conduct market studies, assist suppliers to participate in international trade fairs and expositions, and develop human resources for international trading activities.



	In 1993, the government and private organizations concerned jointly established Fundacion Exportar and Fundacion Invertir for the promotion of export and investment.  However, their functions need to be further strengthened, quantitatively and qualitatively, particularly for the purpose of increasing exports to and investment from East Asia.  The Study Team suggests that the government should take the initiative in accomplishing this task.  It is worth studying the experiences of public organizations for trade and investment promotion in other countries, e.g., JETRO (Japan), AUSTRADE (Australia), PROCHILE (Chile) , MATRADE (Malaysia) and KOTRA (Korea).  This issue is proposed as Issue G-1 for the Phase II Study in Chapter 5.



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



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



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



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



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



(3)  Improving infrastructure for exporting primary products and MOAs



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



	In 2000-2030, Asian markets, China and India in particular, are expected to have huge demand for agricultural products such as wheat, grain feed, meat, frozen fish, dairy products, fruits, and vegetables.  It is necessary for Argentina to improve infrastructure promptly through better coordination between public and private forces.



3.5		Foreign Direct Investment (FDI)

		-- Argentina, An Attractive Country for

		Foreign Investors --



3.5.1	The Present Situation



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





3.5.1.1	Foreign direct investment in Argentina



	As discussed in Chapter 2, Argentina is clearly an outstanding case in the region.  From about US$1 billion in 1988-89, FDI flows amounted to US$2.2 billion in 1990-91 to surpass US$ 4.2 billion in 1992 and US$6.3 billion in 1993 (Table 3.5.1).  The bulk of such flows has been channeled into privatized enterprises although other sectors like automobiles and autoparts and food processing have also received significant flows.



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



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



	Also the special regime governing production and trade in the automotive sector and the mining investment law have attracted a significant portion of recent foreign investment flows.



�Table 3.5.1  Argentina:  Foreign Direct Investment Inflows, 1980-93

(US$ million)

Year�Total�FDI* with foreign debt- equity-swap mechanism�Privatization��1980�739�0���1981�927�0���1982�257�0���1983�183�0���1984�269�0���1985�919�219**���1986�574�0���1987�-19�0���1988�1,147�371***���1989�1,028�0���1990�1,836�918�1,531��1991�2,439�20�1,974��1992�4,179�1,512�3,661��1993�6,305�3,088�5,718��Source:  Azpiazu (1992) and Central Bank.

*:	Including privatization.

**:	This figure includes data from 1984 to 1987.

***:	This figure includes data from 1988 to 1989.





	The countries of origin and the sectoral composition of the recent FDI in Argentina are shown in Tables 3.5.2 and 3.5.3.  Since the official registry on FDI flows was abolished in 1990, no accurate information is available on the magnitude of recent flows and on their sectoral distribution.  The lack of official statistical information has been partially compensated with data from the privatization programs and from the recent surveys about foreign firms' activities, by private research institute.



		Table 3.5.2  Foreign Direct Investment 

		by Country of Origin, 1977-1989

Country of origin�1977 -�1989���US$ 1,000�%��U.S.A.�1,510,911�43.9��Italy�459,328�13.4��Germany�283,387�8.2��France�276,054�8.0��Switzerland�148,760�4.3��Netherlands�146,107�4.2��Panama�117,010�3.4��Spain�109,277�3.2��Canada�72,580�2.1��Japan�68,442�2.0��Sweden�46,865�1.4��Uruguay�42,020�1.2��Luxembourg�28,866�0.8��Liechtenstein�24,011�0.7��Other countries�104,996�3.1��Total�3,438,614�100.0��	Source:  Azpiazu (1992).



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



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



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





3.5.1.2	Privatization of state-owned companies



	Argentina has been referred to as one of the most successful examples of privatization in Latin America.  Since the enactment of law 23696 ("State Reform Law") in 1989, the Government has set up the legal framework for restructuring the country's economy through the privatization of state-owned companies.  The National Airline (Aerolineas Argentinas) was one of the first public areas to be privatized.  The major companies privatized under the framework of the state reform law are as follows:  Entel (divided into Telecom and Telefonica); YPF; Obras Sanitarias de la Nación, Gas del Estado, Segba; and Agua y Energía Eléctrica.  YPF was decided to be privatized by law 24145 of Sept. 1992.  They have sold shares in the exploitation of central and secondary petroleum areas to private companies and most of the shares of the company have now been turned over to the private sector.  The total amount of sales accounted for US$3 Billion by the end of 1993.  The privatization of YPF is considered as ground breaking, because strategically important industries are still in the hands of the state in other Latin American countries, such as PEMEX of Mexico, CODELCO of Chile.



	The privatization of Gas del Estado implied the transfer to two gas carriers and eight gas distribution companies in the private sector.  In electricity, the privatization and deregulation process was carried out through the separation of the generation, transmission and distribution markets.  In both areas, the privatization mechanism and the regulatory bodies were well designed and tariffs fixed in a more reasonable manner.  Since significant incentives were maintained to attract investors, many firms submitted offers in the gas and electricity privatization programs.  In some cases, the competition led to final offers by the potential participants higher than it was originally expected.



	Another notable aspect of privatization in Argentina was the use of debt-to-equity swap.  Since 1984 and until 1989 three debt-to-equity swaps programs were implemented.  Through these programs a total amount of US$ 590 million of FDI was accounted by foreign firms.  More than half of the FDI came from United States firms, followed by Italian, Swiss, Spanish and Brazilian investors.  Despite some operational differences, an explicit subsidy in the foreign debt to be capitalized was admitted by the government in the three programs.



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



	Many of those investments have been export oriented, reinforcing a structural change already seen since the mid 1980s in the Argentine economy.  In view of the stagnation of the domestic market and the favorable real exchange rate, many firms, including affiliates of Trans National Companies (TNCs) in the Argentine manufacturing sector increased their export.  The trend was clearly seen in intermediate goods (e.g. steel, aluminum, pulp and petrochemicals), where a number of plants have achieved scale economies, and in the processing of agricultural raw materials (e.g. vegetable oils).



	During 1990-1992, it is estimated that debt swapping for US$ 18.3 billion at face value (US$ 11.3 billion at market value) was used for privatization.  These government debt swap operations contributed to the decrease of the external debt and its interest payments, and meanwhile promoted the FDI.  As a matter of fact, through the privatization process, many famous foreign companies like IBERIA, TELEFONICA DE ESPANA, STET, FRANCE TELECOM, USIMINAS and so on made investment in Argentina.



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





3.5.1.3	Recent FDI into the manufacturing sector



	Besides FDI into privatized firms, FDI flows in the 1990s have mainly been channeled into automobiles, autoparts, food and beverages within the manufacturing sector.  Among services, distribution chains and hotels have been the main destination of FDI.  Oil and mining have attracted FDI into extractive industries, while agriculture has also received some FDI.



	In balance of payment statistics, profit reinvestment has continued as the main source of FDI while fresh funds have been relatively unimportant.  Nonetheless, it is clear that many new comers have entered into the FDI picture, as is the case in privatized firms, and that takeovers are the main mechanism used by foreigners to enter into the Argentine market.



	With the FDI boom in the 1990's, the share of foreign firms in the total sales of the 500 leading manufacturing enterprises in Argentina has sharply increased between 1990 and 1992 and it is remarkable the growing share of foreign firms among the large firms (Table 3.5.4).  Most of this change results from the performance of food and beverages, where significant FDI flows have been channeled.  Although the global market share of foreign firms in the automobile sector has been reduced between 1990 and 1993 due to the sale of the foreign owned stock to domestic investors, foreign firms still remain as a important component of the market share.



	Affiliates of TNCs are mainly oriented to the internal market, such as branded food goods, cigarettes, non alcoholic beverages, detergents and cleaning products.  In contrast, in export oriented sectors such as vegetable oil and steel products, foreign firms have little participation.  Sales by TNCs are concentrated in food, beverages and tobacco.  Following those sectors, autoparts and motor vehicles, chemicals and petrochemicals, oil and refined oil, electronics and telecommunications and cleaning articles and cosmetics are the sectors in which foreign firms are playing an important role, though with different relative weight to exports and to sales.  Nearly 83% of the sales and 90% of the exports effected by foreign enterprises in Argentina are in the manufacturing sectors.



	Exports of some manufacturing sectors are completely dominated by foreign firms.  This is the case of electronics and telecommunications, photographic material, glass and agricultural machinery including tractors.  In these sectors, TNCs also have a leading position in sales, though only in one case they account for the sales of the whole sector (photographic material).



	In a situation in which many foreign affiliates take advantage of the MERCOSUR to increase their trade coefficients and rationalize their activities to become more efficient, some globalization/regionalization strategies are gaining importance.  Although these strategies have been implemented in the past by the local affiliate of IBM and in the truck production facilities owned by Saab Scania of Sweden, they are the current restructuring strategies of the autoparts, automobile, tire and industrial machinery sector.



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



	At the same time, a bilateral automotive trade agreement is in force in the context of MERCOSUR.  Quotas for exchanging motor vehicles and autoparts without paying any tariff have been agreed.  Each enterprise has submitted a mid term program to be able to fulfill the agreement.



	This framework has proved to foster investments by existing firms and to attract firms that left the country before like General Motors and new comers like Toyota.



�Table 3.5.3  The 500 Largest Firms' Sales in Argentina

(US$ million and %)

All enterprises��1990���1991���1992����Foreign firms (number)�Total foreign firms’ sales�% within stratum�Foreign firms (number)�Total foreign firms’ sales�% within stratum�Foreign firms (number)�Total foreign firms’ sales�% within stratum��The first 10th�5�4,303�37.5�7�8,242�56.2�7�9,189�56.1��   "     50th�19�7,484�36.1�20�12,611�45.6�21�14,402�45.9��   "     100th�38�9,298�36.5�34�14,531�42.5�38�16,960�44.0��   "     200th�70�10,817�36.0�67�16,790�44.4�73�19,587�42.7��   "     300th�89�11,297�34.8�96�17,914�40.0�108�21,027�42.0��   "     400th�107�11,586�34.0�116�18,453�39.0�131�21,632�44.4��   "     500th�116�11,670�33.6�130�18,674�38.2�143�21,813�40.2��Source:  Own elaboration on the basis of Prensa Economica data.

*:	The total 500 largest firms’ scale represent 97% of the total 820 largest firms' sale in

	Argentina.





3.5.1.4	Foreign investment regulations



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



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



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



	In other points, Argentina does not limit foreign ownership of land or real estate, except the non-mining activities near an international border and no overall national local-content requirements exist, but the automobile industry is subject to special decrees setting specific local content rules.





3.5.1.5	Incentives for investment



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



1)	Tax incentive granted to existing projects in four northern provinces under law 23658.



2)	Tax incentive for capital goods imports (in May 1993, the Government reduced the import duty from 15% to zero for such imports.)



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



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



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



6)	Regional incentives for investment in Tierra de Fuego.  In the framework of MERCOSUR, it was decided to respect the free zone of Tierra de Fuego in Argentina and Manaus(*) in Brazil up until the year 2013.  In the case of Tierra de Fuego, import duties, corporate tax and VAT (IVA) are excepted totally at least up until the year 2003.  However, domestic tax (7%) is imposed at the time of sales of those manufactured goods to other regions in Argentina like Buenos Aires.

Table 3.5.4  Policy and Promotional Measures for Foreign Direct Investment

		(comparison of four major Latin American countries)

�Foreign Investment Regulations (Basic Law)�Restrictions on Foreign Ownership

�Restrictions on Transfer of Capital Dividends, Earnings��



Argentina�Foreign Investment Law of 1976 (No.21382), decree 1225 of 1989

Decree 1853 of September 1993�Virtually unrestricted except two areas (broadcasting, and atomic energy).

No approval or formalities are required for F.D.I�No restrictions��



Brazil





�No specific law 

Incoming investment must be registered with Central Bank�Some restrictions depending on sectors (e.g. fishing industry,

 less than 40 %, financial sector, less than 30 %. Domestic airlines, coastal shipping, newspapers are closed to F.D.I.) 

SDI recommends major ownership of domestic capital irrespective of sector.�Some restrictions or special tax on the transfer of earnings, dividends or royalty.��



Chile

�Foreign investment law 600 (enacted in 1979)

Revised by law 1748 of 1977. An application must be submitted to Foreign Investment Committee.�No restrictions

Minimum capital US$ 25 Thousands�Virtually unrestricted (repatriation of capital should be made after 1 year of initial investment)��

Mexico�Foreign investment law 1973, decree of 1989, some modification of 1993�Some restrictions depending on sectors (oil industry is almost totally closed to F.D.I.) However, no big restrictions exist for NAFTA members.�No restrictions.��

�Employment of Local Staff�Debt Equity Conversation (DEC)�Incentives for F.D.I��



Argentina�No restrictions except crews of fishery�Auction for DEC has not been effected since March ´89.

But it's allowed case by case basing on privatization program.�Tax exemption for corporate tax, Vat and import duties in Fuego Island.

Specific incentives for mining sector, etc.��



Brazil

�2/3 of the employee must be Brazilians and also 2/3 of total salary must be paid to Brazilian.�Allowed since March 1988 with some limited purpose such as new project, capital goods investment.�No specific incentives except for firms engaged in a priority sector and located in a less developed region.

Also in free zone Manaus, Tax is exempted totally or partially.��



Chile

�More than 85% of the employees should be Chileans in case the company has more than 25 employees.�Allowed by foreign exchange law ART. 19 of 1985 under certain conditions.�Tax reduction for forest exploitation and also for oil or nuclear industry.

Incentive of import duty or VAT for capital goods.��

Mexico�At least 90 % of the employee should be Mexicans.�Not allowed since 1991�No specific incentives exist except Maquiladora Industry.��



	In the case of Manaus in Brazil, IPI (tax for industrial goods), ICMS(tax for distribution), import duty are exempted totally.  If we compare the labor cost between Tierra de Fuego and Manaus, the cost of Tierra de Fuego is much higher than that of Manaus.  Basically, a difference in salary levels exists between Argentina and Brazil.  But in addition to this difference, in the case of Tierra de Fuego, Labor cost is almost 3 times as high as that of Buenos Aires (In the case of Brazil the salary in Manaus is only slightly higher than that of San Paulo).





3.5.1.6	Labor law



	It is pointed out that the legislation on labor matters has had strong impacts on business costs and demand for labor.  The economical disadvantage generated by the labor regulations such as the large contingent liabilities deriving from the compensations for work-related accidents, and the costs involved in dismissing workers would discourage firms from hiring new personnel.  In this regard, the government has projected a wide-ranging reform of labor regulations through legislative instruments, some of which are pending approval.



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



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



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



3)	In 1992, the authorities established a new regime for work-related accidents involving SMEs; at present, a project for an overall reform is being discussed with trade-unions and business organizations.  Among the measures which are being considered is the establishment of a mandatory insurance for firms in order to cover accident contingencies; the project also contemplates the definition of an explicit list of work-related illnesses as a way to limit the responsibility of employers.



4)	In 1994, the government started to implement a reduction of employers contributions to social security for enterprises in agriculture, manufacturing, construction, tourism and R&D.  The reduction ranged from 30% of the previously legislated contributions for firms localized in the metropolitan area, to 80% in some provinces in the North of the country:  this implied cuts in the tax components of labor costs ranging from 5 to 22% points of gross wages.  It was announced that reductions in these contributions would also apply in the future to service activities, although the magnitude and the timing of such rebates appear to depend on the fiscal situation.



5)	A system of unemployment benefits was implemented, that provides allowance to dismissed workers for periods of up to six months.  The number of individuals covered by this system has been growing over time, but it remains a relatively small proportion of the unemployed persons.



	Although there are various opinions on the magnitude of the influence of the labor rules on the levels of employment and unemployment, the further reforms of the labor regime will raise productivity and increase employment in the long run.





3.5.1.7	Advantages for foreign investment in Argentina



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



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



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



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



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



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



6)	Peso-U.S. dollar fixed exchange rate simplifies the calculation of cost for foreign investors.



7)	Argentina has a very high level of education, and both a skilled labor force and capable employees are available.



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





3.5.1.8	Motivating factors behind an investment decision



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



	The Argentine economic policy has been the most relevant motivating factor for those investments in privatized enterprises.  Obviously the privatization scheme has been pointed out as a decisive element.  The stability in economic policy and the prospects of a domestic market have also influenced investment decisions.  The possibility of acquiring public firms as allowed in the revised FDI legislation was also acknowledged as an important factor.  The company’s internal strategic factors, like the need to have a presence in the main world markets have been less relevant in foreign investors' decision.



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



	As in privatization, the prospects of the domestic market have been the key factor of investment decisions in manufacturing activities.  As well, macroeconomic and political stability has been ranked high by foreign investors in manufacturing sector.  The legislation on FDI has been, on the contrary, a less relevant factor taken into account, especially for firms already operating in the country.  Trade policy -a less relevant issue for privatized firms- has been a significant factor in investment decisions by manufacturing enterprises.  The availability of natural resources has been relevant for food processing firms and obviously for mining investors.



	In contrast to the importance of the regional integration of MERCOSUR for all surveyed manufacturing firms, the eventual entry of Argentina into NAFTA was not considered important for them.



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



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



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



	With the exception of the special mining case, it is possible to conclude that, in the opinion of the foreign investors, the prospects of the internal market -either in the sectors regulated by specific policy schemes, like privatization and the automotive regime, or in market driven sectors, like food and paper- have been the main attraction for the new FDI into Argentina.





3.5.2	Issues



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



	Apart from this effect of economic integration, the following suggestions can be made for the promotion of FDI from other countries, including Asian countries, taking the investor’s motivating factors into our consideration.



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



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



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



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



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



6)	In Argentina a special institution like INVERTIR engages in promotional activities for FDI and provides useful information to investors.  However, in order to conduct a elaborate feasibility study, investors need more profound data and relative information such as business environment of each province.  Therefore, it is necessary to provide foreign investors such information of thorough, accurate and up-to-date data, through the enhancement of their activities.  It will be also necessary for INVERTIR to have a world wide network to engage in promotional activities in abroad as has been done by Asian countries like Hong Kong, Singapore and Malaysia.



7)	In the case of Chile, "Fundacion Chile" engages in detecting new business opportunities -business niches- that can be developed.  They have created 32 new companies to date.  After successful creation, those companies have been sold and transferred to various investors including foreign investors.  Such function will also help to draw FDI.



3.6		Capital Market and Financial Sector Analysis

		-- The Dawn of New Financial and Capital Market --



3.6.1	The Present Situation



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



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





3.6.1.1	The capital market



(1)  Trend of foreign capital inflow



	There has been a remarkable resurgence of international capital flows to Latin American countries.  In the four years 1990-1993, these countries have received a net capital inflow of US$166 billion.  This represents a major change against the previous decade, when there was a debt crisis and little capital flowed to Latin American nations.  Both external and internal factors have played an important role in the sharp rise in capital inflows.  In the case of Argentina, because of the rapid recovery of economy and political stabilization, the capital inflow has gained momentum in the past few years.



	In 1993, the net borrowing from abroad (debt) was of US$5.3 billion compared with US$2.0 billion in 1991 and US$7.7 billion in 1992.  Net inflows of Equity Investment, including the US$2.1 billion of the external sale of YPF, reached to US$7.2 billion compared with US$4.2 billion in 1992.  International financial institutions provided US$4.2 billion in disbursements in 1993, much of which was used to finance the up front costs of the debt and the debt service reduction agreement with commercial banks.  These disbursements included US$1.6 billion from the IMF, US$1.5 billion from The World Bank, and US$1.0 billion from Inter-American Development Bank.  The Japanese Government provided new resources mainly to finance the acquisition of collateral under the Brady Agreement.  Japan EXIM Bank approved a US$350 million line of credit to finance imports in 1993.



�(2)  Debt and equity issue in the international market



	Latin American debt issuance set a record of US$25 billion in 1993.  The private sector outpaced the public sector accounting for 64% of a new issue volume.  Argentina accounted for 25% of Latin America’s 1993 debt issuance.  In 1992, Argentina accounted for only 11% of the new issuance.  The average term of maturity increased 1.1 years, from 3.7 years in 1992 to 4.8 years in 1993.  The longest average term to maturity was that of Mexico at 5.91 years.  The maturity of Argentina was 4.1 years compared with 3.8 years in 1992.  In 1993, Argentina placed US$2.2 billion in international markets, including the first global issue by a Latin American Sovereign Borrower.  This was a 10-year-fixed rate $1 billion issue priced to yield 280 basis points over U.S. Treasuries.



	Corporate borrowers also took advantage of the regained confidence in the country and prevailing low international interest rates.  The main private borrowers were commercial banks, telecommunications companies and oil companies.  The spreads of the most private corporate borrowers were in the 450 to 600 basis point range over U.S. Treasuries.  YPF, however, was able to place a fixed interest rate 10 year US$350 million yankee bond in early 1994, with a spread of 232 basis points over comparable U.S. Treasuries, below Argentina’s spread.  In July 1994, the Republic placed a $750 million Eurobond in London Market with a spread of 220 basis which is the lowest past level.



(3)  Credit ratings by American agencies



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



	Moody’s Investors Service upgraded the rating of Argentina from B3 to B1 in July 1992.  This rating is higher than that of Brazil (B2) but lower than that of Chile (B aa 2).  Those elements which the Rating Agency considers important are as it follows:



	-	Economic political and social stability

	-	Consistency of Economic Policy

	-	Economic Growth

	-	Repayment Capacity of External Debt especially in relation to export

	-	Willingness of Repayment of the External Debt

	-	Industrial Growth

	-	Unemployment Ratio



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



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



	In the case of Argentina, the government policies are highly appraised as a key to competitive position.  Out of 41 countries reviewed, Argentina ranked 14th in the government factor.  Finance factor was also rather good (23rd) but infrastructure (31st place) and management (32nd place) were ranked low.  Although their approach is different from the Moody’s or S&D’s point of view, the high ranking of Argentina certainly encourages the country and will even influence on investor’s decision to some extent.



(4)  Trend of Brady Bond price in the secondary market



	Trading volume of LDC debt has been increasing year by year.  In 1989 the total trading volume of LDC debt was only US$15 billion.  But in 1992 this amounted to US$350 billion, mainly due to the new issue of Brady Bonds like those of Mexico and Argentina.  Argentina’s Brady Bonds consist of par bonds (US$12.6 billion), discount bonds (US$4.3 billion) and FRB (US$9.8 billion).  During the last few years the price of Brady Bonds in the secondary market has increased, mainly due to the reasons of the regaining of investors’ confidence in the Argentine economy and the decrease of the U.S interest rate.



	Take discount bonds, for instance.  The price hiked around 90% of face value at the end of 1993.  However, since the beginning of 1994, the price of both discount and par bonds have decreased sharply for the following reasons:



	-	Sharp increase of U.S. interest rate.

	-	Prevailing uncertainties about political and economic situations of Latin American countries, such as the Chiapas revolt in Mexico and the final crisis in Venezuela.



	Although the price level of those bonds has been strongly influenced by the U.S. interest rate, it is probable that investors will pay more attention to the economic and political fundamentals of each country in the future.



Table 3.6.1  Amount of Brady Bond According to Country

		(US$ billion)

Brazil�42.8(share 33.5%)��Mexico�31.4(share 24.6%)��Argentina�26.8(share 21.0%)��Venezuela�18.9(share 14.8%)��



Table 3.6.2  Average Life and Spread

(Compared with U.S. treasury bond)

			(As of July 1994)

�Years��BP��Brazil�PAR�29.7�1,071���DIS�29.7�1,266��Mexico�PAR�25.4�595���DIS�25.4�600��Argentina�PAR�28.7�797���DIS�28.7�851��



(5)  Argentine domestic capital market



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



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



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



- 	Deregulation of brokerage commissions, removal of stamp and transfer taxes, and reduction of stock exchange dues.

- 	Legislation for the issuance of corporate bonds (in 1989), approval of the issuance of commercial paper (in 1991), new requirement for all companies to obtain credit rating for debt issues.

- 	Establishment of  a maximum daily variation in the price of any share of 15% for all of the authorized markets.

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

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

- 	Implementation of common information and publication requirements for all the markets in the republic.

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

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

- 	Establishment of regulations for companies to access international capital markets



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



(6)  Stock market and debt market development



	The local stock market index rose by 53.5% during 1993, mainly due to the inflow of foreign capital. At the end of 1993, non-resident holdings of shares listed in the Buenos Aires market amounted to US$6.5 billion compared with US$3.1 billion in 1992.  There are 160 companies listed in the Buenos Aires stock exchange, which was founded in 1964 and deals about 90% of all Argentine stock markets.  They had a market capitalization of US$41 billion in March 1994 compared with US$18.5 billion in December 1991 and US$18. 6 billion in December 1992.  When the Convertibility Law was introduced it was only US$5.2 billion.  This increase in the market capitalization was the result of the privatization of the stated owned companies.  The Argentine stock market is highly concentrated. Five companies account for 70%, 25 companies for 90% of the market capitalization. In particular, three companies, YPF, Telecom, and Telefónica, concentrate the transactions on the top.  The total dealing amount of stocks, corporate and public bonds increased from US$7.2 billion in December 1992 to US$17.1 billion in July 1994.



Table 3.6.3  Argentine Stock Market

�1987�1988�1989�1990�1991�1992*��Market capitalization (US$ billion)�$1.0�$2.0�$2.9�$3.3�$18.5�$23.1��Volume (US$ million)**�$201�$423�$1,003�$788�$4,827�$16,886��Number of listed companies�206�194�184�181�170�173��Rate of return in US dollars (%)�6.2%�98.8%�69.6%�2.9%�361%�25.0%��*  As of November 30.

** On the BASE.

Source:  CNV.





	The Argentine stock market is regulated by the CNV, the Bolsas de Comercio (Stock Exchanges) and the Mercado de Valores and Caja de Valores (clearing house).  There are 10 stock exchanges in Argentina, of which five are authorized to quote securities:  Buenos Aires, La Plata, Cordoba, Mendoza and Rosario.  The oldest and largest is the Buenos Aires Stock Exchange (Bolsa de Comercio de Buenos Aires or “BASE”) founded in 1854.



Table 3.6.4  Market Capitalization

(US$ billion)

�1989�1990��1991��1992��1993���Oct.�Mar.�Oct.�Mar.�Oct.�Mar.�Oct.�Mar.��Government Bonds�4.3�6.1�7.8�7.4�8.1�9.8�7.7�9.0��Equities (Corporate Bonds)�4.7�2.7�3.2�5.2�14.1�25.7�17.0�18.8��Total�9.0�8.8�11.0�12.6�22.2�35.5�24.7�27.8��Month-end figures.

Sources:  Banco Central and CNV.





	The Argentine bond market is dominated by the national government’s securities, especially the bonex, which are U.S. dollar-dominated and highly liquid securities (Table 3.6.5).



Table 3.6.5  Public Bonds

(US$ million)

�Issued��Public Holdings�����1991�1992(2)�1991�1992���BOCE II and III�73�6�73�6���BOCREX, I, II and III (3)�105�114�105�114���BIC 89, I, III and IV (3)�294�324�294�324���BIC V�1,075�1,043�1,075�1,043���BOCATE�15�9�15�9���BOCON (social security)(4)(5)�-�3,888�-�3,888���BOCON (suppliers)(4)(5)�0�2,131�-�1,331�(6)��BOTE I�1�1,762�1�1,762���BOTE II�-�158�-�158���BOTESO - 5 and 10 years�0�-�-�-���BONEX 82�374�-�374�-���BONEX 84�373�250�373�250���BONEX 87�746�625�511�428���BONEX 89�4,345�3,810�3,303�3,130���BONEX 92�-�1,000�-�-���Eurobonds 11%/93�200�200�200�200���Eurobonds 9.5%/93�300�300�300�300���Eurobonds 8.25%/97�-�250�-�250���Other public debt to

be consolidated (7)�18,445�9,609�-�-���Total�26,346�25,480�6,624�13,193���Source:  Ministry of Economy.





	Prior to 1989, the Argentine government had issued a variety of indexed, austral-denominated securities which traded in liquid markets.  On December 28, 1989, however, all government securities other than Bonex were refinanced pursuant to the Bonex Plan into Bonex 89.  Subsequently, the Argentine government issued three austral-denominated instruments:  BIC (“Bono de Inversion y Crecimiento”), BOCE (“Bono de Consolidacion Economica”) and BOCREX (“Bono de Credito a la Exportacion”).  On September 10, 1991, holders of BOCREX were given the option to exchange their bonds into a new government security, BOTE (“Bonos del Tesoro”).  Bonex are traded in the over-the-counter market (“OTC”), which represents 98% of the market, and on the Buenos Aires Stock Exchange which has the remaining 2% of the market.  The table below presents data on Argentine public bonds issued and publicly held in 1991 and 1992.



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



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



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



(7)  Introduction of a new pension fund system



	The new system, which became effective in August 1994, provides workers with the option of remaining with the current State pension scheme or joining a private scheme.  The same Law states that workers over 18 will contribute 11% of their income if they are salaried, and 27% if they are self-employed, in the new system.  Every worker will have a pension, whether they remain in the State scheme or join a private pension fund. The size of those funds will depend on amounts paid in by each individual while they are part of the workforce.  Pensions are to be paid to workers at the age of 65, after they have paid contributions for a minimum of 30 years.



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





3.6.1.2	The financial sector



(1)  Financial system



	As of February 1994, Argentina's financial system was conformed by 162 commercial banks (30 state owned banks and 132 privately owned banks).  Of them, three are investment banks, one development bank, one mortgage bank and one savings bank.  The principal authority that supervises financial institutions in Argentina is the Central Bank.  Among 132 privately owned banks, 63 are Argentine owned banks, 30 are foreign banks and 39 are cooperative banks.



Table 3.6.6  The Argentine Financial System

(As of December 31, 1993)

	Type of Institution 	Number	Loans	Deposits

	(percentage of total)

	Commercial banks

	State-owned	30	39.8%	40.2%

	Private domestic	102	35.9	41.8

	Private foreign	30	14.2	14.9

		162	89.9	96.9

	Investment banks	3	0.1	0.1

	Mortgage bank	1	6.5	0.4

	Savings bank.	1	2.1	1.4

	Non-bank financial firms

	Finance companies	21	1.2	1.0

	Credit unions	17	0.2	0.2

	Savings society	1	0.0	0.0

		39	1.4	1.2

	Total	206	100.0%	100.0%





a.  Private sector banks

	Central Bank data of February 28, 1994 shows that Argentine-owned private commercial banks’ share accounted for approximately 31.9 % of deposits and 30.8 % of loans.  Based on amount of deposits, the largest Argentine-owned private commercial banks are Banco Río de la Plata S.A., Banco de Galicia S.A., Banco Credito Argentino S.A., Banco Francés S.A., Banco Quilmes S.A. and Banco Roberts S.A.



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



b.  Public sector banks

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



c.  Official banking system



1) Banco de Inversión y Comercio Exterior S.A. (BICE)

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



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

	-	Issue of MTN in the international capital market under the government  guarantee.

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

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



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



2)  Banco Hipotecario Nacional (BHN)

	BHN was re-organized in 1990 closing 30 of its 53 branches.  The purpose of BHN is to finance the purchasing of new house or its construction.  The personal loans for the purchase or construction of housing units are subjected to some conditions such as holders of the TIAVI (housing savings bond) and the title of land.  Loans are granted in US. dollars for 15 years accruing interest at a variable rate equal to Libo plus 5 B.P.  The amount is extended between a minimum of US$ 10.000 and a maximum of US$ 40.000.  BHN grants loans to construction companies for building up of individual housing units as well.

3)  Banco de la Nación Argentina (BNA)

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



(2)  Finance system for small and medium sized companies.(PyMEs)



	Following finance systems are prepared to finance PyMEs.



a.  BICE´S financing program for exports of PyMEs

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



b.  BNA's credit facilities

	By raising funds in the international capital markets, BNA has been financing the export of capital goods by small and medium sized companies and for export pre-finance.  BNA has also other facilities for the purchase of capital goods and investment for manufacturing purpose.



c.  Governmental support for PyMEs

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



	-	Global credit line of IDB to finance PyMEs (US$60 million in total).

	-	Credits for small agricultural enterprises.

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

	-	Credits for innovation and technology transfer.

	-	Credits for the establishment of joint venture companies.



	As stated above, some specific program to support PyMEs has been prepared by the government.  However, most of the program including BICE’s financial support has started just in recent years and they have not fully materialized yet.

	In comparison with large companies, it is not so easy for PyMEs to obtain credit from financial institutions because of the lack of adequate mortgage and guarantee or unsolid financial standing.  Even if they succeed to obtain it, the terms and conditions are relatively unfavorable with higher interest rate, shorter period and more limited amount of loan.



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



(3)  Domestic savings



a.  Trend of savings

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



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



Table 3.6.7  Trend of M2 as a % of GDP

�1989�1990�1991�1992�1993�1994E��Domestic Savings�8.9%�10.7%�14.8%�15.9%�17.7%�20.3%��Public�NA�NA�-0.4�1.4�1.4�1.5��Private�NA�NA�15.2�14.5�16.3�18.7��Source:  Solomon Brothers Inc. estimate.





b. Composition of deposits

	As of December 1993, deposits in pesos occupy more than half of the total, however, dollar deposits  become increasing rapidly.  During the period of Dec. 1992 and Dec. 1993, they have increased by 68.4%, and since the introduction of the "Convertibility Plan" until 1993, they have been increased by 450%.  The notable growth of deposits in dollars could be regarded as a recuperation of the saver’s confidence in the domestic financial system.  It is estimated, however, that a lot of dollar deposits still remain outside of the country for fear of future adoption of foreign exchange control.



c.  Term of deposit

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



d.  Legal reserves for deposits

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



		Time deposit:		3% of Total amount

		Current account and

		Sight deposits:		43% of Total amount

		

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



e.  Interest rate on deposits

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



(4)  Investment and saving



Table 3.6.8  The Gap between Investment and National Savings

	(As a percentage of GDP)

�1983�1984�1985�1986�1987�1988�1989�1990�1991��Total Domestic Investment ( I )�14.1�12.5�12.4�13.2�13.2�11.4�9.4�8.1�11.5��Total National Savings (S )�9.8�8.6�10.6�9.7�6.6�8.9�7.5�9.8�9.3��(I) - (S)�4.3�3.9�1.8�3.5�6.6�2..5�1.9�-1.7�2.2��Source:  Central Bank





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



�(5)  Loans by the financial system



Table 3.6.9  Balance at the End of Period in Million Pesos

�In pesos �In foreign currencies�Total���Amount�Annualized Variation�Amount�Annualized 

Variation�Amount�Annualized Variation��March 91

December 91

December 92

November 93�14,853

18,573

22,302

25,436�

34.7%

20.1%

15.4%�8,1413

12,367

20,333

24,334�

67.2%

64.4%

21.6%�23,266

30,940

42,635

49,770�

46.2%

37.8%

18.4%��

�In pesos�In foreign currencies�Total��Variation�Mar. 1991�71.2%�Nov. 1993�189.3%�113.9%��

�In pesos�In foreign currencies�Total���Mar. 91�Nov. 93�Mar. 91�Nov. 93�Mar. 91�Nov. 93�Variant.��To Public Sector

To Private Sector�5,410

9,443�5,108

20,328�1,592

6,461�3,610

20,725�7,362

15,904�8,718

41,052�18.4%

158.1%��Total�14,853�25,436�8,413�24,334�23,266�49,770�113.9%��

	As of end of 1993, loans in pesos and in foreign currency (actually in dollars) have reached almost even share.  Firms prefer to borrow in dollars for working or investment funds, because the term of the loan is relatively longer and the interest rate is lower than that of the pesos.



	The term of a loan is usually short (less than six months) for the following reasons:



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

b) As the funding side of the banks, the term of deposits is still very short.  Financial institutions are, therefore, unable to grant long-term loans, due to the unmatch between deposits and loans.

c) It is not easy to dispose the mortgage received from borrowers in the case that a default takes place. In other words, borrowers are protected by law more than lenders.

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



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



	a) Make use of the official finance system like BICE

	b) Issue of commercial papers

	c) Issue of bonds in the international financial markets

	d) Increase of the capital

	e) Make use of inter-companies credit

	f) Borrowings from stockholders 



3.6.2	Issues



	As stated above, Argentine capital and financial markets have been developing rapidly in recent years as a result of the government’s successful economic reforms.  As long as the present favorable macroeconomic fundamentals and the consistency of the policy will be maintained, it is foreseeable that the market will grow further.  And that will strengthen the competitiveness of Argentine corporations through the necessary financing for modernization, computerization or rationalization.  It will be worthwhile, however, to bear in mind that the following factors might produce negative impact on the market or on the economy in the future. 



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



	The government has been taking new measures to encourage local savings.  The most important of new measures is the reform of the social security system that incorporate the creation of private pension funds started in July 1994 (see 3.6.1.1 (7)).  We can suggest other measures such as restraint of private consumption through increase of IVA and restraint of public consumption especially that of local government through the restriction of their borrowing.  The increase of the domestic saving will certainly contribute to the sound growth of market and the increase of productive investment.



	2)  There are official finance programs for PyMEs, which are granted through public banks (BICE, Banco de la Nación Argentina) or through private commercial banks. However, such finance is not enough to satisfy their financial needs which will delay or impede the modernization and restructure of PyMEs in the long run.  It is not so easy for PyMEs to obtain finance from commercial banks mainly because of the lack of adequate mortgage or guarantee and fragile financial standing.  It would be necessary to study some new measures such as an official guarantee or a credit insurance system to facilitate them the access to the financial system.



	3)  Most of the financial institutions have been privatized and still this process for regional state owned banks is going on.  As a result of the privatization of banks and opening of the financial market, the competition among banks is growing more intensively.  In such circumstance, there may be some banks which will be compelled to terminate their business. At present, there is no measures to protect the interest of savers for their deposit  if the bank fall into bankruptcy. In the future, it would be worthwhile to study the adoption of an insurance system like that of the United States.



Influenced by the calm of the inflation, the interest rate on the credit has been decreasing in these years.  However, the interest rate of bank loans do not keep pace with the decline of inflation rate.  In particular, the peso loan remains still high.  Companies are, therefore, obliged to pay a high financial cost which may impede the modernization or computerization of their equipment machinery and administration system.  This high interest rate originates from the banks’ high administration and funding costs, as well as the high legal reserve imposed on deposits by the authorities.  Banco de la Nación is trying to decrease the interest rate on credit as a market leader.  However, the study of some supplemental measures will be necessary to promote the decrease of interest rate.



3.7		Transportation

		-- Modernizing Facilities and Upgrading Services

		for Competitiveness --



3.7.1	The Present Situation



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

- 	Present situation of transport networks, infrastructures and traffic volume of each subsector after implementation of  privatization, deregulation and decentralization

- 	Process and impacts of privatization, deregulation and decentralization of each subsector

- 	Development plan of each subsector under the current program of privatization, deregulation and decentralization





3.7.1.1	Transportation networks and infrastructure of each subsector



	About 70 % of population are living in the area within a radius of 600 km from Buenos Aires and more than 50 % of national economic activities have been carried out in this region called Humid Pampa and all the products were transported to and from Buenos Aires.  As a result of such centralized development, the transport networks and infrastructures in the country have been formed in a radial network of railways and roads extending outwardly from Buenos Aires.  River transport through La-Plata and the Parana have also developed as parts of this radial transport networks as shown on Figure 3.7.1.



	Under such conditions of Argentine transport system the infrastructures and transport capacity of regional land transport system have been limited and  left without any investment for development and rehabilitation.  Traditionally the maritime transport service has depended on the river transport, which can not accommodate larger carriers owing to the limited draft through the channel, although the maintenance dredging for those channels is required to keep navigable of calling ships.  Lack of modernization investment, maintenance and poor management have caused underdeveloped situation of ports and harbors.  These conditions are caused the adverse effect of raising the transport cost and subsequently export price of agricultural and industrial products.  The present conditions of transport networks of each subsector are described below.  

Figure 3.7.1  Major Transport Network of Argentina





�[All data referred in this section, 3.7 are taken from “Compendio Estadistico del Sector Transporte en la Argentina, Secretaria de Transporte, 1993” unless specified otherwise.]



(1)  Road transport



	The highway network of Argentina registered in 1991 was total length of 212,469 km.  The extension of the national road network decreased between 1960 and 1980 by the transfer to the provincial jurisdiction.  In 1992, the distance of national highway network  was reached to approximately 37,743 km.  The rest 174,726 km are under the provincial governments.



	The 75 % of the national roads network  were paved in the length of 28,309 km, while the remaining 9,434 km were unpaved or gravel roads.  The 18% (31,450km) of provincial road were paved.  The total length of paved national and provincial road reaches 59,760 km, thus 28 % of the total  roads network in the country are paved.



(2)  Railway transport



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



	The total stock of diesel electric locomotives belonged to Ferrocarriles Argentinas (FA) in 1992 were of 818 units, including those units granted in concession to the private companies.  Out of the total  electric stock of 818 units, 63.3% is out of service.  The diesel cars and trailers are only used by Urquiza and Belgrano Lines, out of  a total stock of 53 units in 1992, 28 units are out of service.  The total stock of wagons and cargo wagons are of 36,299 units, 31.7 % of them are out of service.



(3)  Air transport



	There are 117 airports in 23 provinces of Argentina.  The Ezeiza airport is the international gateway airport.  The Aeroparque. J. Newbery is the largest domestic airport and also provides the international services to and from Uruguay.



	The operation of major 12 airports (Ezeiza International, Cordoba, Salta, Aeroparque J. Newbery, Mendoza, Ushuaia, Mar Del Plata, Bariloche, Comodoro Rivasavia, Rio Gallegos, Rosario and Iguazu) is handled by the federal government in the view of strategic importance, regional international air services to neighboring countries (Chile, Brazil, Uruguay and Bolivia) and heavy traffic demands.



	For the national defense purpose the air force will maintain the control of the air traffic routes and navigational control to all the airports.  



(4)  Maritime transport



	Argentina has a 4,000 km long maritime coast and two large important navigable rivers, the Parana and the Uruguay, running through important industrial and agricultural production areas before joining the La Plata river.



	The fleet of derrick  barges of the Argentine shipping companies is 318 units.  Most of the Argentine barges are of the "shed" type, thus corresponding to 53.6% of the total TPB.  The fleet of barges of the "tank" type is 58 units, corresponding to 16.7% of the TPB of the national barge stock.  The fleet of derrick tugs is 47 units, from which 34 are in trunk services and the remaining 13 are used for auxiliary services.



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



(5)  Ports and harbors and navigation channels



	There are 64 public ports (11.6 million m2 of docks and 130 mooring posts) and 22 privately-owned terminals (approx.4,500 m quay wall operated for grain, by-products and oil exports).  59 comparatively small scale public ports are transferred or in the process of being transferred to the provincial governments' control.  There are five strategically important ports (Buenos Aires, Bahia Blanca, Quequen, Rosario, Santa Fe), each of which  forms the independent authority respectively.  The main import ports are Buenos Aires by the general cargoes and containers, San Nicolas and Villa Constitution by the reception of minerals.  The major export ports are Rosario-San Lorenzo, Bahia Blanca and Quequen by the grain and its sub-products and oil, and Buenos Aires by general cargo.

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



	Buenos Aires Port functions as the largest general cargo and container port in Argentina.  The access channel of north  has been maintained at the depth of 28 ft and south channel at 26 ft.  There are 6 anchorage basins between the main Parana channel and entrance of access channel.  The Buenos Aires port have 6 terminals with 20 to 30-ft draft of berthing facilities.



	La Plata river provides important access channels to a number of river ports located along the Parana functioning as the major grain export shipment.  Owing to the heavy sedimentation carried by the Parana, the La Plata loses its depth by degrees if no maintenance dredging has been carried out.

 

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





3.7.1.2	Traffic volume of each subsector



(1)  Road



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



	According to the statistic data by CEPAL to estimate the volume of automotive cargo transportation, it can be estimated that average 92.5 % of goods like agricultural, agroindustrial, mineral and construction materials, have been carried by the automotive means, i.e. about 165 million tons out of 179.1 mil tons in total in 1988 are transported by automobiles, while the remaining 14 mil. tons or 7.5 % of total traffic volume have been transported by railways.  In tons-km basis, 39% of the total traffic, or 64.75 mil tons-km, were carried by trucks.



(2)  Railway



a.  Passengers service

	The 6 railway lines that operate suburban services (Roca, San Martin, Mitre, Sarmiento, Urquiza and Belgrano) had transported more than 209 million passenger-trips in 1992, which was about 60 % of total  passenger-trips transported in 1987.  The line-wise share of traffic volume, passenger-trip for the metropolitan area in 1992, were as follows;

-	Sarmiento line has transported 28.2 % of the total volume of passenger-trips; 

-	Roca line contributed with 26.5%;

-	Mitre line with 16.7% ; and 

-	Remaining 28.6% has been divided among the San Martin, Belgrano and Urquiza lines.



b.  Cargo transport service

	The annual cargo volume transported by railways  had been on an average of 14.4 million tons and stable between 1986 and 1990.  Between 1991 and 1992, the cargo volume was reduced to half of the volume of 1990.  The cargo traffic of the Sarmiento line had been fallen from 2 million tons in 1982 to only 88,000 tons in 1992.  Between 1982 and 1986, San Martin and Belgrano Railways contributed about 50 % of the total cargo transported by the railroads system, which decreased to 40 % during 1987 and 1992.



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



(3)  Air transport



	According to the “Estadisticas Transporte Aereo”, the total number of domestic flight in 1993 by all the airlines were 80,316 trips, about 2.7 % more than that in 1992.  Number of passengers - distance of domestic flight were 3,156.69 passenger million km, about 2.3 % more than that in 1992.  The volume of cargo were 26,370 tons by the international flights which decreased 26.8% from 1992 and 30,857 tons by domestic frights which increased about 24.2 % from 1992.  The foreign air companies carried 2,197,047 passengers and 66,045 tons of cargoes in 1992, and 2,256,097 of passengers and 69,082 tons of cargoes in 1993.  The air cargo volume of textiles from Asian countries like Malaysia, Korea and Taiwan has increased gradually.  The main import air cargoes were electric products, computer equipment, mechanical parts, medicine, oil drilling equipment coming from USA.



(4)  Maritime transport



	From its total 133 vessels composing the Argentine merchant fleet, 49 are ocean-going vessels and stand for 52 % of the total gross tons of vessels (TPB).  The remaining 84 ships are used for river and coastal shipping and represent 48 % of the national fleet TPB.  The vessels registered under the Argentine flag have transported 8.6 % of the total volume exported.  In 1991 38.84 million tons have been exported, whereas the import volume had grown up to 9.98 million tons, which has almost doubled in two years.  There is a significant growth of Argentine foreign trade with the member countries of MERCOSUR.  The major products of export have been grain and its sub-products and of import were the metallurgical minerals.



	The Argentine merchant fleet as a whole has the storage  capacity for the solid bulk exceeding 1.5 million cubic meters and for the liquid cargo of 1.2 million cubic meters.  The capacity of container transport of the national fleet is slightly over 11,000 TEU.



(5)  Ports and harbors and navigation channels



a.  Grain and its products movement

	Grains have historically been one of the most important products of the Argentine exports.  The share  of grain shipments for exports through private facilities has constantly grown during the last three years.  In 1992, 46.8% of the volumes of grain exported was shipped through the ports ran by the private sector.



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



	The largest volume of grain export are handled at ports complex located between the Rosario port (handling 1.006 mil tons in 1993) and San Lorenzo (0.984 mil tons in 1993).  The grain handling volume through the Rosario areas had been reduced gradually from 1989 since many private exporters and collectors of grain had constructed their own elevators and storage silos along the Parana out of existing port area and exported cargo directly not through the port.  About 60-70 % of the total national export volume of grain had been handled through loading facilities of these areas.  The remaining volumes of grain export are handled at Atlantic ports such as Bahia Blanca (13.64 mil. tons in 1993) and Quequen (2.76 mil. tons in 1993).

 

	There are two types of ships using the rivers to transport grain, one is shuttle type of small size ship less than 30,000 dwt and other is large panamax size ship around 60,000 dwt.  The shuttle ships carry with the full load of grain up to the anchorage area at Recalada, mouth of the river in front of the Montevideo (Uruguay)  where the grain are unloaded to the mother ship ( larger panamax size ship), this process of loading/ unloading grains is called the top-off operation.



	The other case is that grain is loaded directly to the large ship with about 40-50 % of the full capacity at the ports of upstream, then the ship stop over at Bahia Blanca or Quequen to reload grain till full capacity.  The loading facilities located along the Paraná River (San Martín -San Lorenzo)  contributed  in 1992 with 83.8% of the shipments of solid by-products sent for  exports.



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



	At present about 80 % of inland grain transport are carried by trucks mainly toward the grain loading ports like Rosario, San Nicolas, San Martin along the Parana river and 20 % are by rail mainly toward the Atlantic sea ports like Bahia Blanca and Quequen.



b.  Containers movement 

	The movement of containers through the ports of Argentina has gradually increased from 24,000 TEUs in 1978 to 341,992 TEUs corresponding to 4.018 million tons in 1992.  The growth of containers has been more than 10 times during this period.  There has been a constant increase in the number of containers import of 51,217 and export of 71,438 in 1980, which have been increased to 174,416 and 167,576 respectively in 1992, which have increased at 34.2% from 254,745 TEUs of 1991.  More than 98% of containers are handled at Buenos Aires.

3.7.1.3	Process and impacts of privatization of each subsector 



	From 1991 the government have proceeded and encouraged the privatization and deregulation programs in the each mode of transport operation.  Since implementation of privatization of transport service operation in 1991 the impacts of the following aspects are reported;



1) The transport, storage and communication sectors generated about 5.2 % of the Gross Domestic Product (GDP) with market prices of 1992, equivalent to a 11,718.5 million pesos excluding the value of the private cars, tour charters, passenger terminal services and air transport services.  



2) The financial burden of the government had been relieved US$1,135 million  in 1992 after the decentralization, deregulation and privatization of transport services.



(1)  National road



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



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



(2)  Railway transport



	In 1857 the national railway was established and started operation for cargo and passenger services on competitive ground by French and England companies.  The national railway lines had been developed to make networks centralizing Buenos Aires.  In 1948 the government nationalized railway operation and management and called National Railway of Argentina (F.A.).  In 1990 the following aspects in F.A were observed:

- 	The quality of service, moral standard for service and safety manner were deteriorated;

- 	The infrastructures and facilities of stations, rails, wagons, communication systems had become inferior conditions; and

- 	No investment for improvement of infrastructures and maintenance, and no governmental budget for railway operation.



	Under such circumstances the government decided to privatize cargo transport of F.A. in March 1991.  F.A. sounded provinces for railway operation by provincialization and also sold their property of buildings and lands to private companies.  F.A. was first divided into two companies, F.A. for nation-wide railway operation and FEMESA (Ferrocarriles Metropolitanos Sociedad Anonima ) for passenger services in Buenos Aires metropolitan area.  F.A. had been further privatized into 5 private companies for cargo transportation and 3 provincial companies.  There will be 4 lines to be privatized from 1995.



	Some of the passenger transport railway lines are still under the control of the provincial government.  At present, the government have granted 12,807 km distance in concession to the private sector.  Out of the total distance of 34,059 km, 891.5 km of FEMESA line were granted to the private sector.  



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

-	 The cheaper freight about 12 to 30 % of major bulk cargo such as wheat, coal and stone by railway are provided  than that of truck transport due to heavy competition;

-	Transport volume of bulk cargo have increased;

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

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

-	After the privatization the tariff had been reduced around 5 to 30 % and the number of employees of the FA decreased from 120,000 in 1990 to 8,900 in 1992 and their moral standard and efficiency for the services have improved.



(3)  Air transport



	The responsibility of operation and management of airports located in the provinces are transferred to the provincial government from the federal control in 1991-92.  The terminal building operation of the Ezeiza and Aeroparque airports are carried out by the joint operation of three private companies (Intercargo for ramp and cargo handling service, Edcadasa for deposit hanger and warehouse operation, Interbaires for duty free shop) and government sector.  



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



	The government decided to invite the private sector participation for  the operation and management of all the airports.  At present the committee consisting of the representatives of Ministry of Economy, Ministry of Defense, Air Force, and Ministry of Tourism is established by the decree 770/94 to study the scope and extent of the private sector participation, schedule of transfer of operation from the government sectors, the manner of selection of private participants and selection of the concerned airports for inviting the private participants for the operation.  The committee will submit the conclusion and recommendation by April/May, 1995.



(4)  Maritime transport



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



	It is worth pointing out that cargo carriage participation of ELMA within the Argentine flag were reduced to 43.55% in 1992 while the share of private companies reached to 56.45% during the said year.  In 1987, the first of the two full-container vessels built in the country were incorporated to ELMA’s services “ m/v ISLA GRAN MALVINA.”  The second one (m/v “ISLA SOLEDAD”) started trading for ELMA in 1989.



a.  Reduction of freight cost

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

 

b.  Deregulation for import of ships

	After the deregulation the government had allowed to import some type of ships from abroad like fishery boats, general cargo ships, container ships and possible chartered ships of Argentine owners to cooperate with Argentine fleets.  The shipyard at La Plata and others owned and operated by the government were transferred their operation and management responsibility to the provincial government.  The government allow such shipyards to develop or convert into a new business market like renovating into a free trade zone by private investment.



(5)  Ports and harbors and channels



a.  Privatization of port and harbor operation

	The Argentine ports system is in the middle of a transformation process from state-owned ports to the provinces.  The 59 public ports are transferred or  being transferred to the provincial government control and 5 strategically important ports (i.e., Buenos Aires, Bahia Blanca, Quequen, Rosario, Santa Fe) forms the independent authority, which would be responsible of the management and development of each of these ports.  These authorities are organized by representatives of private and public sectors interested in the port activities including the province and municipality.



	The sea transportation sector has also been deregulated by Decree no. 817/92, dated 28 May 1992, Law No. 24,093 sanctioned 3 June 1992, and Decree No. 769/93 dated 19 April 1993 which includes the following measures:

-	The dissolution of the General Port Administration and the decentralization of port administration;

-	The establishment of legal regime for private ports;

-	The deregulation of port operation and the dissolution of previous labor agreements;

-	The privatization of cargo handling and storage operations within a competitive framework through concessions;

-	The deregulation of pilotage and towage; and

-	The deregulation of sea and river transport.



b.  Impacts to port operation service

	The impacts to port operation is reported as follows:

-	The cargo handling cost is reduced, such as the container handling on the wharf apron, previously from around US$600/container to US$200 which will be further reduced by the private terminal operation to around US$150.  The port dues to Buenos Aires in 1994 got cheaper around 40 % than that in 1989.  The freight charge of wheat got 60% cheaper from US$9/ton in 1989 to US$3.5/ton in 1992.  The transport cost of fishery products got around 78% cheaper from US$120/ton in 1989 to US$29/ton in 1994;

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

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



c.  Impacts to tug boat service

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



d.  Privatization of channel dredging

	The maintenance dredging of the main channel of the Parana-La Plata rivers through the Parana de Las Palmas river is the responsibility of the federal government,  while the maintenance dredging of the access channel to the port is responsibility of each port.



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

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

-	Mechanical defects and related failures of dredging equipment



	Under such conditions, the government plans to conduct the maintenance dredging of Parana-La Plata rivers and improvement of navigation aids facilities by the private investment as parts of the privatization program and arranges that the dredging cost will be compensated by the toll to be paid by the ships of more than 15 ft draft.  The toll charge shall be higher for ships having 15 to 32 ft draft.  Ships of more than 32 ft draft that can be navigable or with a partial load, shall pay for the "Service" they  receive from the navigable channel.  All the ships shall pay the toll according to their TRN (Tonelaje de Registra Neto, or Net Register Ton).



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





3.7.1.4	Development plan of each subsector



(1)  Road



	The government, Vialidad Nacional (VN), plans to develop and rehabilitate the damaged and unpaved national highways by providing the budgets of 1,555 million peso in total between 1994 to 1997 ( This amount will become 1,862 million Peso by adding the cost of 1993) in which the government will provide 1,055 million Peso and remaining  500 mil Peso by the international financial agencies, since the cargo volume transported by trucks had increased substantially by taking cargo from the railway which carried 24 million tons in 1983 reduced to 14.6 million tons in 1989.  The private sectors investment of 616 mil Peso are expected for road rehabilitation and development works by giving concession between 1994 to 1997.  The total investment during the said period will become 2,171 mil Peso.  



	As a result the trucks had increased their carrying volume and had been got bigger and heavier loaded which caused the damages in the national highways and drew out strong demands for widening and improvement.



	The VN is preparing the national road development plan to establish the programs to be undertaken by the central government, provincial government,  private sector investment, and joint operation of public and private sectors.



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



(2)  Railway



	The government plans to promote further privatization program.  The railway lines around the suburbs of Buenos Aires and northern provinces will be invited for bids from the private companies for cargo transport operation.  The Subsecretariat will assist the development projects initiated by the private companies such as crossing to Chile from Zapala, national inter-railway development  projects to be required by the establishment of MERCOSUR common regional market.  The National Railway is preparing a comprehensive national transport strategic study aiming to analyze alternative transport mode which will identify the policies, scope and extend of the government or private sectors' investment, and to establish a data bank system collecting all the transportation data and connecting to all the concerned agencies, companies and users by the computer cable network system.  



(3)  Air transport



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



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



(4)  Ports and harbors and channels 



a.  Establishment of Social Administration of Port (SAP)

	The government will reorganize the previous organization of AGP and establish a new organization (tentatively called Social Administration of Port) to be responsible of maintaining the clearance of channel and basin draft, coordination of public and private roles in the port activities, planning the future development plans of each port, coordinating with municipality and regional government agencies for planning the  access of roads and railway connection to the ports and promotion of privatization program of terminal operation in selected ports.



b.  Development policy

	It is reported that the government, Secretary of Transport, set the policy to utilize the available facilities, manpower, equipment with the maximum capacity as the first stage of development then to develop the port infrastructures by the private investment including expansion of breakwater at Quequen port, container terminal development at Bahia Blanca and Rosario ports and renovation of  old facilities at Buenos Aires port.  



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



c.  Container terminals development at Buenos Aires

	 and other major ports

	The concession of the port terminals in Puerto Nuevo, at city of Buenos Aires, is considered as being public interest due to the importance of port activities.  This will bring a generalized reduction in the transportation costs of import and export cargoes by optimizing the operational efficiency, fostering the competition, preventing monopolistic practices, improving the quality of the services and reducing port costs.



	The government plans to develop the Dock Sur area on the south of Buenos Aires under the separate authority to be established jointly with the province, municipality of Buenos Aires government representatives.  The government gave the permission to the private company owned the area to develop the container terminal and the inland depot of the containers.  



	The ports of Bahia Blanca, Quequen, Rosario, Ushuaia ports and La Plata port have already received small quantities of containers.  These ports have the sufficient land area for future port facilities development.  They started to prepare the engineering study of container terminal development on the each port authority level for optimizing land use within the port area.



(5)  Intermodal transport



	The manufacturers located in Cordoba and Mendoza provinces are now using the railway for transporting raw materials and products from/to the port due to the cheaper freight cost with large quantities delivered on time.  The provincial government of Cordoba assists the regional manufacturers for effective use of railway network to reduce the cost of export by combination of alternative intermodal transport means between the Cordoba and Santos in Brazil.  



	There are good access of railway and road networks behind the Bahia Blanca and Quequen ports.  The port authorities of Bahia Blanca, Quequen and Rosario plan to utilize the advantages of the deeper depth of the access channel and the intermodal transport of road and railway networks to the hinterland of ports for delivering cargo faster and efficiently from door to door basis.  



	All the ships transporting goods through the Parana river for international and domestic trade adjust their draft at the Rosario port according to the available depth of the channel.  Inside the Rosario port there is a special berth and storage facilities exclusively used for Bolivian international trade.  The railway connecting to Belgrano and Mitre Railway company are extending for 35 km in total length to the different wharf and yard areas inside the port for transporting manganese and steel raw materials importing from Brazil through the port to Mendoza.  Commodities from Bolivia are transported by these railways and trucks to the port for transshipment of goods to Argentina and abroad.



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





3.7.2	Issues



	Since introduction of privatization, deregulation and decentralization program in transport sector it had begun to give impacts to national and regional economic activities by providing better and efficient services to users with cheaper cost and faster operation of delivering cargoes and carrying passengers and also relieved substantial financial burden of government budget allocation.  The government shall proceed the current privatization and deregulation program and encourage the private participation for development of transport infrastructure and service operation by inviting the private sectors technical know-how, financial resources and efficiency of management system for wider public transport service.



	In order to sustain the current economic growth and promote export to Asian and MERCOSUR countries in coming years, the following short and long term issues of transport sector are considered to be undertaken by the government initiative.





3.7.2.1	Short-term issues

 

(1)  Redefinition of transport sector administration



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



- 	Formulation of short, medium and long term transport development policies,

- 	Preparation of budget proposal and allocation of transport investment funds

-	Intermodal coordination among various needs of transport



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



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



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



	It is also necessary for the government to make effort to acquire the needs of private sector.  It is advisable to organize an advisory body to the Secretary of Transport, for example, “Transport Policy Council” consist of 20-30 representatives from private enterprises, academics, labor unions, transport operators and general transport service users.  Specific topics of important transport issues(e.g., "an appropriate level of transport investment in the tight fiscal situation," or "requirements of transport infrastructures development coping with needs of economy and society in the 21st century") can be commissioned from the Secretary of Transport to the Council, and Council members meet regularly and prepare recommendations to the commissioned subjects.  This sort of regular exchange of opinions between the government and private sector will be particularly valuable for the transport administration in the new and changing circumstances of the economy.

 

(2)  Preparation of  “National Transport Study”_



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



	The study shall include the following:

- Phased development program of each subsector for its infrastructure development considering national economic development policies and strategies construction; 

- Preparation of scope for rehabilitation and maintenance of transport facilities (National and provincial roads, railways, ports facilities and airports);

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

- The government initiative and coordination for sharing investment with private sector for improvement of infrastructure.  



	Based on such long term plan the government shall take an initiative and coordinate directions of the phased development program jointly with the private and public sectors considering the regional roles and functions of the respective transport facilities.





�3.7.2.2	Medium and long-term issues



(1)  Improvement of grain transport system



	By 2010 the Asian countries including China will face the shortage of foods by the advance of industrialization and population growth.  Argentina had already been exporting grain to Indonesia (about 450,000 tons in 1993) which has been increasing.  The grain and its by-products are and will be major export commodities not only to Brazil but also to Asian countries.  Presently, Asian countries import grain mainly from Canada and Australia.  It is essential for Argentina to keep competitiveness of exporting grain among the major exporting countries.



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



	The present arrangement of grain transport by derrick and top-off operations are costly.  For example;  There are 55 grain loading/unloading facilities (private and public), 43 of them are located within the Parana, La Plata and Uruguay rivers system and 12 are in sea ports.  The normal loading capacities have reached in general over the 1,000 tons per hour for solid bulks and over 400 tons/hour for oils.  

	

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



	In the long run the deep draft port for accommodating larger grain carriers and large receipt area of storage facilities shall be developed along the Atlantic coast and navigation aids facilities along the rivers shall be improved in order to supply the required quantity to Asian countries in time with reasonable price.  In addition to the physical infrastructure development the information system connecting between Asian countries and suppliers, collectors and exporters shall be developed for smooth and faster communications.



�(2)  Containerization of cargo transport in Argentina



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

 

 	At present, major container terminal in the world have a water depth of -13 to 14 m (39 ft to 42 ft) for accommodating Panamax type container ships and some have a deeper water depth in anticipation of the Super Panamax class ships.  Some major container terminal have a berth length of more than 1 km to realize efficient operation by making use of the scale merit.  Most of these terminals have a container yard width of 300 to 500 m and some have even larger container yard width.  



	Container cargo in Japan has been increased at a remarkably high growth rate of 12 to 14 % per year during 1990-1992.  The container cargo volume is more than 125 million tons per annum equivalent to 8,623,643 TEUs in 1991.  The container traffic volume handled in Asian countries in 1991 were Japan, 8.623  Singapore; 6.354, Hong Kong; 6.162, Taiwan; 6.127, South Korea; 2.694, the Philippines; 1.463, Thailand; 1.171, and Indonesia; 1.156 (unit is million TEUs).



	Since Asian countries are formed in the archipelagos and sea transportation has been an essential and practical means of communication, they have developed naturally the containerization of sea transportation from the early 1980s.  Major ports in Asian countries like Singapore, Hong Kong, Taiwan, and Malaysia are located geographically at the transshipment of regional key position in the world major shipping routes and have already equipped with the container terminal to accommodate post Panamax type of container ships.



	The expansion and the improvement of the present premises for container handling in the port of Buenos Aires may not be enough in the medium and long term of port operation.  The full scale operation of container terminal is rather difficult there for the following reasons.

- 	There is no chance of arrivals of fully laden ships due to the lack of necessary draft at the access channel.

- 	Lack of water depth at the quay walls where container vessels can moor.

- 	Severe shortage of land behind the quay walls where city activities are along the waterfront area.



	The present arrangement of 6 terminals operation by 5 private companies will provide some rooms for accommodating the demands, but each private company have forecast of containers at 3-5 % growth per year to estimate invest for necessary equipment and future cash flow, the present container handling facilities will be saturated shortly.  Considering the physical constraints of the port, it is necessary to plan the development of a new container terminal supplementary to the Buenos Aires in the long term in the other ports along the Atlantic coast where deep water depth and shorter access to the ocean are available .  



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

 	 

	The government shall review the current regulation of transporting containers by land transport system and update such rules to allow trucks and railways to transport containers smoothly and allow the private companies to develop necessary supporting facilities for container transport such as inland depot (dry port) and reinforce infrastructures of main routes and introducing the communication network system for tracing containers by port terminal, shipping agents, forwarding agent, collectors and delivery of containers.



(3)  Trans-Andes routes development



	There are number of alternative routes crossing the Andes by roads and railways  which have already been used for exchanging, regional products between the provinces of Argentina and Chile.  Recently there are number of serious discussions between the provincial governments of Argentina and Chile to develop the fully consolidated trade routes by improving the Trans-Andes routes.  



	Because Argentine government desires to encourage the mountainous  regions by developing mineral resources, mining, agricultural and manufacturing products.  It is considered economical and convenient to transport such products to Chile and to Pacific countries by crossing the Andes from these regions of Argentina.



	The federal government shall initiate the feasibility study for selection of physically possible routes and assist private railway companies, manufactures located in the regions and provincial governments for promoting their export/ import trades with Asian countries through neighboring countries and regional economic development.  



(4)  Harmonization of transport systems among MERCOSUR countries



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



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