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^ «fti«É*ita4t   ti «411  Iw i«p*MtM* for ife. :*m»*ì   -* «fti*É*ita4.  ti «tu Iw t«MWilN for tn   «vtfftlt 

i pm #«** mnjitii# •**«* *• r«»*rt««t«M i» tu* «*««nuil 

-%*#   r*#**t    «#   **«*,**4   •**   *fc*   tMMN«   *f   Ih«   f-^lfUf-tHf   rftWrth   ïtniotlHM«* 

**«*«•*:       »•     <nft**«%*.*-tf<*    *-^**t»  riter«*»*  **»   ••  p-«r   -«f»t  «nnuft'-is»      ^li 

.<^P  »** ?*•«*#•*»    **s     *r  #*t#rtn  rrw*  ',Vf uhi«   ioü«r* to  .'»TV) «i 11 ion 

*«.   *9»**%   *tr-*t •<,-*   *-«f;arM   t.»  t**   JMF** « *<*t »*»!»•   ••  »tmi.nr  te   tfwk% 

* *«*,  »*.  í*4   -?  ***     ä'»#,       **» p»4  tSf   >f  %'tt«tit*-t.nr  »»ports of tasi« 

»   >< ,  ¿r«***   ****   *--»r *•=*    .«~-»-i»   *•   n^*--»«i*f»t «$#f   ^rrsí^tj. tur • «  #jrf*artf AI*« 

í «*     -  m*   *    *f      •   •    uff  %*-•      *   *Sv**» . *r.. 

«**«-«r4    ** * r    *   •»*    ***** ••     «-t-urtli   r»t   ,    trtfiftt.ft*   tri.*«   tn   ittnlfl   • 

*•   t-4.»     ** *',.      ,,- . nfê   *hr     %r   , *t  t>r>,   •-»,   íh*   tr-wlc   teficit  will   b« 

.*.   «-   .*»»• »   -•»*   -«t      **    «fMi w«. i   w*«%'i«*e   t*.   4,nf%ri»%»** thtreitftor* 

»jíf--,*«, rf^.^fe   **-   *»•»<   <«A«I *<-r»-l   -«  th«.   :TQ tœt ion«,   MOU i 4 have  to  bo 

• it-..«     ,    » MI f  a    i« •.*f4Rn»t t*«>*4 »ti tt*# pre>4itQtton of ran» facturo« 

<    r    *•       t-«      #*•.       **«*-«   ws     .     -*4    »I»   wtVtl^tl^l», <0t   Only   Will    ÌiVlBjf 

»    *•     •     »* -    *i    1        *     %%-.     ft; *ft    .-«»Hi*    sRV, :V«?Í    1 ft   prefacing    for   *   MM» 11 

*«   -**-,     •   »*  «*,•   •«   «¡#  ^w**** »#f«l»t   iMu«tr. a.    un*« .'»pttt'rtt.        In  thö 

í>t^ „««     *   %f.     f  |lj;     ,v   »    -.    f ,f   us.   -»Ketni..»»!' -r, of àr#*»nt,n*f 

,    -    ,    _    #, .,.     -        ti ,mi    .»    -***. <•*-*  %••   th*   n«-*-»4   to   **apjT»  up"   thr   a<»l»^r  and 

*^»i  «#     *i   *r-m  *h      - »a      fri»     >f  rvf»r.«^« pr«»¥ié«4 by  th« vmrioui 

>t»^f *-*••*      «*4»«-    -    ***   -*   «#*•   -•** hvr* t»--f-  fflío*»»»*  .n Arfontina oan4 th® need 

».      *r,   »-,*..     »i-   * <f-   .  «»   »   %h^   **ttt**i   >f  .mtuftr-*:   «xpertt,  tho prosont 

t,   »   » %***Nt»   *     *.#• s-'      tra^r«**   if *i**er-*t*. ic*t »a«  if pro'faotion o*paeity 

*  * i   ,**,   «*  à, >fr^HWl% 
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i» laÉMtt?, tei asoartain how f*r «uoh undar-utiU»ation la the rmnilt ®f special 

fitMnjNMi uhi oh have oharaetoriaed the «oat roo ont phaae of industrialisation und 

whether il* «li«in«tîon em he achieved by producing axoimivoly for the domoatte 

Mifc«t,  or whether it in noooaeary to stimulât© exporte of manufacturo».      Mo shall 

•liareCor® b^rm by considering the degro« of under-Hitil issati on of capacity in #»oh 

Motor of industry.      We shall  then go on to an analysis of its cautos and of the 

poaeibiUUo« of eiwuring a grontor utilization of productive resource. 

II.     HCKS CAPACITY AND CYCLICAL VARIATIONS TN THI 
I.EV1Ï. OF BCONOMIC ACTIVITY 

In aftalysing th«   causes of excess capacity,   WG may group thorn in two major 

categories.       The  first  category comprises  effects of cyclical variations in 

aggregate demand on the degree of utilisation of productive resources,  and tho 

seoond category comprisos causes which mi;-ht be described ne structural  since they 

Aro duo  to  factors requiring a more   long-term solution,   such .->.s limitations in tho 

supply of certain  intermediato  inputs which hinder tho fui 1  utilization of rosources 

in the   industry requiring thus.-  inputs,  and tho  indivisibility of tho investments, 

a factor which,   in some  branches of  industry,   loads to  capacities  exceeding the 

existing level  of demand. 

Tho  intention  in this paper is to pay special attention to the structural 

causes which  impede the  full utilization of industrial   capacity.       In view of the 

fact that much of tho statistical   information available on production capacity begins 

with  I960,   the basic problem  in such a study is  to find a way of separating one 

cause  from another empirically,   considering that   since  the  a!ove date economic 

activity ha',  boon characterized by continual cyclical  upward  and downward movements 

in its   level.       Ont? possible  approach to  the problem would be to analyse  the degree 

cf utilization of capacity in  the years regarded  as peak years - that  Ì3  to aay,   in 

the years  in which  it  is assumed that  the  economy came  closest to  the point of full 

oaployment.       In those years,   excess capacity in industrial  activities can largely 

be iraputed to structural causes.      Accordingly,  wo shall  confine ourselves in this 
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- * • ton \n  *\*ÇîM   UM Ìt£M* «# 0**«tMitU i *»***« öf 

••    -     .  at ft who;* r**ultir* ft«a IH# ia**frit»i«Mif •* *»UI üwrit  in «cet» flMtlp 

fvid* » fr«» <if r*f«rw,i:# for tfc« ««• mmij^if «M»UM I* tft* iwfc^rS#i 

*   *   wl,   avoondl?,   |«  ««It»!fwi th*» y^nm olo*Mt t#  Mi  «f].fMM   t« «t4«r %• 

.r,   ir.a«a«Mmt   »f atmolur'vl  uonin ^/«fMMitv   ir  *%*#    y»  •«#, 

.*» ?r/?antiM» •oownücr ha- mhùm nonti nu* l egro It«*?  fluote*«! »na ^ft^t *** ìaH 

•   -   .t'tnr     tn lT)[t,  th» 3»«* Pttion/U freuet r*r huml --<!" f«*fmi»t» m fait ** 

.     .-T   5**ni;     m  ' )é0~    *<>i   Jt   inni'**«*.! iy   ¡S,»--   p#r r»nt       -r   . *V-î *M   , t   f#||  ^ 

, »•:    ••,nt;    in  *^>4-î >f^    '<•  iw>r*-4»»<i f»y   ! »,4 |>«r «ant      m  ; aw.-}***1"   ti  f«r   va 

¡ HT «-«ni. 

ht- d»v*r*t? of umi^r-HttiiiÄrjiti >..   *f capnritv   f->:   th<r fwn**«^  »«  * t»lK»t*  t» g% 

•'•'•   ri.iatiannhip l*«*+ï*t». n ih-  prï'»cti>r. vn.rr,   tí»    -mntrv  r«»*ì1 HMMF#   chiava*!  |# 

".- i('nrc»>n n-»d  Loer, f-i.l," ut   ii.v.i  *r,d t:u' pro-iucti.,n  %-t't»'    •   itt\if»»*t.       sn 

rli-T   'r    CH'OU Ht"   th.-«  patent • jt'   ¿T--?«   it-vJurt,   t»*   fmth   1P   'f  a«ti*att>>n  h*Wm 

¡. «•!;     thi»:r rwultK  r .r;   t »• r • 'ari'      >r. .>   >%m   \n   .npi" niit s »r«, 

' x|i jnur.ti;.'.    iajuH*mer.t  * ;t   :i%   ^ ¿'^'¿'      '*'>r   * *ú     rt i"n<«r.t:i.   i^mî?«-!,   th<¡» 

pv'i.vt  V*'   * *»n   it      **•*    f-r. --i«   r  r   th«   »-»r.    1   ' . ••.   S #.%«/ •i ;    .    itT   c>p    ¡f  th* 

'•    •'*>''1    dnser.    '    p.--.!    ,,-. . rr,  r. ! s1   t n   ..„*  ¡,r .,«, d ; »,,-       f-'        r   *n*   rr-»a   pr *• tu 'I, 

' ! "'•'" "''   *'*"•   n,'v f'*' *>'   '  -    T-   'î<Jî'   t t <!    »V   pr..«.-eii'      f.,-\   ,        *n    -«ncr . 1,   tn •   y «-ir* 

s.>i-.\:t..ul coincidud  vjith  -ur pr  •>:   u.vp ><'t.*i <:v>  • •»*•!    ;   VMMI-í  »%: m-mìc  *<jurc««.A/ 

rSio oxponanti-il   function ^t   .n-H  bv H-'muti tv th" viiuo«   -T tlw cr^«« MitKHMki 

product   (W)   at  l'X>0 prioju   \rvi   f~etor ^-jn*   ,3  -i«   i'»it->w»: 

t 
^T'1 5vi.4oc (i.i::;;. :.v 

Once the required oquat.ron vtxe ottainoü,   tho analysis «m«  H«it«t t« th# pwi^ 

10r,0-i0!,7f   since the peaks prior to 1 ir»o, Particularly 194^, w«r« infiutifwwl % ih* 

p-.rticiliar conditionr uhi ah prevailed during the   '.«oond Vorld Hr%r me th« iMMilftt« 

P'..st-war purl ..>d. 

¡J      Sourer   -f information for 19^5-1965:    felpen _th 1. prf.-duot.  ;,   o-ap^ttoidn Aol 
Kfistn  ntc onal,   Centrai  "ani. of the Arcantin.>   ".ijn.i-   .n',  3uj)p1..r"i,t   t.>   th« 
3oIütí-a KiJtadístico  No.  o,   Juno   1 >66,       For  th-   v.-. VP   \itit-r, •   thr   Xj^rt^rly 
lìeport   of the Ministry of National   Econome   Alî'n.r-.   n.i.^n 1   i.iHrt»r   >f    i »f-M, 
was used. 

2/     The years solocted wore 1937,   194?,  im,  VM»,  1^1,  1^5« ma 1961. 
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«f  t**  •*-*•   i-    . -     «-*     ».   %*• ,-T»r^«*>   *    -hm>r*-*   »* -4,        "»nii«f%  al if,     *d»  i«   *fcr 

f«ür   •*»«    +*•    w        ¿.r-iHm-n      t *,#--..-^    ** « »-,       tir»,     -»f»    ^i    . ««   i¿|   r 

«¡t*«»<      *>       -**i«  «     '       »-•       * f      • « »•• *•*-«*. .,.,*     ,      »4 v %*«•**    *#   »~MWI- 

-      *  ' *      •   -' •  •        «. •% «.      «* ,   -•»     »«     -f 

t      f     -t     - î -•**   il     f - • *tf   - »~   «% * --4-*t t    M     |jP> 

. _     «*    *-. f     ^        , , r    *   e >       »       , *     »     ,g|,<, f    -,  .w-        ->«a*4t I     <* 

1     *  »r««^*     «fc, .%       *t» -»      ,»f    „|«% «•»•fi»!.*' 

•*"** * «- -    r   *-*•-     - --«*•     t    ***•*»   ; >     •»•*'    »*» .**»4»   »»til 

t*       ,    **-    *       '*'•••• H      **'*w f- #-*-*#**      «s       *•*   »-    % « «       {fear*   •-:!*:    IH*. 

%»##«»i#       *    « ft»    r    »    » * r •%   • «t*«-* •       *.«--*** • s.«   J      *     m igt»a*tf- 

**f   *r *    *      *        ï *«    •*-*»    * ç-.,.,,** t -.,..«,     i   •       ,    t|       „.t    .trti-« »f    -»H 

•tf--* -*""»       o-   •»» Mît. #    *r       -» *'»*,,.     p.ñ-s»   T *"   "'-f       *«   ts,    t    ,*     s   j**r»»f_T    i#s 

*^4j»*#l    1 igst «ft    .- •   I       r .•(<j>,i     *î       f-v    -o»*»   ***        *|.       * - l        «>•»        '        ~»ÍU#*#-í»        df*i    f 

pf l   * .   t**   , ^îl      #.        *«, f V  . -,   - «      ï S.      , |«      ...*. | l * ï       -   « , t        , -,^ -       t„%       ,  t |,i 

Mk»y   «avi   I*-=   « *-••«»-1      -       «g«l i»-    ••      »-^   »    •       •, f    -v       »        -#« '       **    • 

»h f t*.     ì 

"î»     • 

I'-     »      -     --       • »v *        t-     *  . • ' 

It '*     % 

^-   m>% 
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. ¡uno«! i e «f  f*f*t«ftl-     ;**»-*!  *f «it *" !»*%%*•• «f  ia#i%i%*pi «**i»Ht«* Mpwll^f 

t      ,.*¥.*   of   "*4  **W» -li*»»     **>   Hurt»     »4  #*§(%? «t   J      Httì »-nr  "*t  *f   *****tï 

f<irc. •     witfi  .*N»l-*#   *#»   **  ***    ft«   -J  !*•-  #l«fw*t»!,   I*  t*#  »qp^fiet«* *f 

•, i oft.        ^fc.»   «nrVo»   <*•»_. r»   ?r%**l     *M*V*rt*fe-%f*   »!%*•   IAw>i*   #>,*#• i «f»f «4   ¿fft««* 

%  r   flutto t-     ifr«,   **#»»*   *»*#*«î^«»* * r    .i%*»*** •   K*t»#t»f %#•#  •>*%«***   pr-rtfcfti««   «"&•# 

intsr.^r  "*f   .rrw*i *   **** t**'*'  %•»»*» *•-   -i if ft • i*    ••IIs    "»tr^r»"1  '• t<* 

•    *-,     f it 't   sur*   ' »   »f.      "*-¿, ' I-    -*   **>     * **    **'*   "   «        ""*••-   ».rv.-,*r   -   %   r   i 

•r,t   ¡pr:-s   •'    lr»i-|-.<-   1   v   ** *    '*   "*.*" *       **!••,'     -***- r      »r    *rl-r^r   •»      . iw.-it>i   t*-vi*r*J 

-   ~;      »t     ¡        Mrttft''* r    «•     "* .      ***** *» *< »  •* ,        ""**" **    *' '    *'r    *>*     Î     '-•    "r     ''*•**" f">*wl» fit 

"t    *   ; . i;.h^.i--it*',        *   *n •   • *.h     fi*-» -f   *-•«*-•'*   i     f     pr - t<v      ***,-*  VK 

. : 1   '.it.   i   t¡.-»t   t> .      M -rrr.   -      »   *•*»•-"**,    ^r   «.i«     t%   r*%     ,    -i*-»* f-    ¡..i    ^t#tt    ->t   lotti 

ituíi-ií Ttur;n#  output   * >t   :ws.        *•, .•*#**»  i*4b  **.      »n**»-*? ,   %h t» *r*.# sf r ^ 

t>t.v. nc«c in th-   nurv^-«  «**r*' •.-»«     *t   «*•      *t •»•«     - foi (<*•«** 

1/      This in the na*   M itti  .«ftum-nm prœ»««»ar ^prta*4tt»4JP^"   pf"##i©%it 

thoau concerne-' *•  tfc *#.»«,  m^-r,  -«i*-** rin*.*?,  •*«. 

H/'       !n  nom.  y« nrt-  p«"** t        i»**r«   , *       --r.k»   t    '   «   t':   th~   -i-    «f   tftftlw4ifr# 
t'"i}iu':t-ji/v'     -nt   nr »      .»   ï*.     -   <-     t-   '   -     n.^*   ' <•»<•   pu? *• *.«h«4  »ft IM 

i/     "'^T'.   ^^t     ,rt- ;       ; «1 '  ••     -•     •    fcr Wuc»*a ->  >w«^ i» 
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~«éM**riai br aneti Forçant age of production 
©overod 

Ptoi «ht hmwmm* 

f«rtl IM 

Wmajt^mam «lotting 

tiMtf 

NwMir and a>*rdbo*r4 

Printing tncl publishing 

ClMftttc« I  pro duo t s 

Petroleum products 

Rubber 

Leather 

3totws,  glass,  o#ra«iôt 

Mstala,  excluding aachinory 

Vehicles and machinery,  othpr than oloctric 

Ile-etnea ì   "laehinory   and  apparatus 

Total  manufacturing  industry 

31.0 

90.9 

34.? 
20.1 

M 
T4.8 
22,8 

57-4 

26.1 

58.0 

23.3 

54.9 

46.9 

47.3 
31.8 

39.8 

In tJ...   survey,   the   ^citror of utilization of installed capacity is defined  as 

the  rflatior.-Bhip  !>etv?...on  actual   output   ar.d imxiniun output.       ".Ictual output"   is   taken 

lo mean the output  achieved durir.y the yu.?r with the equipment  available,  and 

"maxi aun; output"  it- mean  the output  that  couid have been obtained during the year  if 

the eKpiipmoT.t  available  during that period had beer: working at  full capacity.       The 

orsterprnv?   itself dot orni ned what was to  be understood by producing "at  full 

cupfteity". 

Actum 1  «id «axinjum production figures for each branch were obtained by weighting 

tht.  r«m.iiii of thâ nurvqy >'n tho basis of the enterprise's  share in the value of 

aut|.ut of  ihn branch concerned.       In moving from the level  of tho branch to manufac- 

turing  induBtry «a a whole,   ouch branch was weighted on the basis of its value  added. 
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r.      Bstirnfttge. h&sod on linoar adjustments 

For estimates of excess production capacity in manufacturing as a whrle and in 

each industrial sector,  thv.- sano procedure was followed as frr the economy as a whole, 

based on the "Wharton School" index.      The period 194.8-1965 was taken and,   in each 

rector of production,  the poil; values,  where capacity was regarded as fully utilized, 

wore selected.       A straight lino drawn between the peales indicates potential capacity 

lutwojn the, peaks.       Po^ the- years following the peaks,  the straight  line is 

continued with the same gradient until the output for a given year intersects the 

lini.       In this case,   a new straight line  is drawn joining the last oeak to the new 

peak,   represented by the most recent output   level. 

The degree of utilization of production capacity was defined as the relationship 

between recorded and potential production. To calculate the latter value, the Gross 

\ational  Product  series was utilized,  at  I960 prices and factor cost for each 

industrial   sector.—' 

0.       Results  obtained 

Table  ? shows  the degree of utilization of capacity according to the results 

citairJ(;d  through  the surveys conducted by GONADE.       Table 3 shows the results 

obtained  by .^ans  of the  linear adjustment  of historical Gross National  Product 

nerica   in oach rr.anufacturing sector. 

Hot h n<,thods of estimation suffer from a number of  limitations which are more 

>>vi dont   in the case of numerica]   values.       We heave therefore sought  to  ascertain 

wiu.ther the  annua]   ranking of production sectors  is similar in  the  two  methods of 

estimation,   or. the basis of the rank correlation coefficient  for the years  in which 

tlv nocossary  information was avai '.ablo  for both r.casuroracnt techniques.       In     1963 

an?   aX4,   excluding the leather industry,   which represents an extreme case under 

both iruthods,   the  rank correlation coefficient   3 3 C.54 and 0.43 respectively.       In 

196%   ignoring leather and vehicles and non-electrical machinery,   the coefficient is 

y      Central  'lank of the Argontino Republic,   Origen del producto y composición del 
~*       gasto  national,  Supplement to the Boletín Estadístico Mo.  6,   Tune  1966, 

pp.26-27» 
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Table 2, la which th@ influenoe of largo industrial undertakings is folt, chows 

the appreciable margin of exoosa capacity with which industry oporatud in the period 

I963-I965.      As Argentina rooovcrod from the sharp recession of 1962-I963,  the 

degree of utilization of capacity was increased,   rising from 56.3 per cent  in I963 

to 70 per cent  in 1965.       It  in clear that  oven in 1^65,  rogardod in our preliminary 

analysis as one of thj years closest to full employment,  appreciable under- 

utilization margins remain.       Of a total  of fiftcea production sectors,  sovon have 

a degree of utilization of capacity above the -»vcrogo  for industry as a whole. 

Conspicuous  in this regard,   in  l'X>5,  wore the industries utilizine petroleum 

derivatives  (91,'ì por cent)  and rubber (.Q.3.6 per cent).       On the other hand,  tho 

food and beveraz-os,  ready-made clothing and machinery and vehicles industries 

operate with excess capacity margins of over 35 por cent. 
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S3TIMA.TBS BY TBI SUHVEY METHOD OP THE BEaKKE W UîîLïlIftOf 
Of CâPACITï IN ittMUFACTURIMB  1963-1965 

in percentages 

Production sectors 

vood and beverages 

Tobacco 

Textiles 

Ready-mado clothing 

Hood 

Pd-per and cardboard 

Printing and publishing 

Chemical products 

l'etrole'un products 

ifubber 

Leather 

otoñes,  ¿class and ce ramios 

Metals 

Vehicles end nach,  other than elee. 

Electrical mach,   and app. 

All  industry 

1963 1964 1965 

60.2 :, 1.2 6I.5 

«3.3 86.5 77.5 

68.1 70.1 77.6 

50.6 57.3 60.6 

53.3 58.7 67.3 

64.6 71.5 74.5 

57.6 64.6 66.6 

56.8 64.3 69-7 

63.7 87.2 91.8 

54.6 66.9 83.6 

73.6 79.8 79.6 

54.7 59-7 69.I 

49.3 66.6 74.2 

41.2 50.I 6I.7 

45-4 52.5 63.9 

560 64.6 70. û 

Source:    CONADE, Encuestas de expectativas de producción e inversión industrial. 
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üt «Munir it mmmtmmtm, titoliti 
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Proéuetion Mctoi* me l^t l*y 1*' If%ê If» im mt WJ» H** 

Food  *nd o«v«r»f»« t'. ** **-, . *ï,4 ••• H, * • *. " it, * Ì * . 1 - 

Tobacco *-.. •4. ' '-#-, „ i» . "»,. '»K * # - ít - . 1 . * i     - 

Tenti leu '•*..; •4. ; *,., •*    ,• * '•. « t M,* -i ', - 

Ready-nade e lot hi nf *fu « ?-, * '» . t *  . » '.\: i »   è '*.4 *%."» j* ' 4t % - i 

Wood •v..1 4.% - ** *. ' #., » l •* . *4.4 i - »••. • n. -- *.'i 

Paper and cardboard UK\ #-.-. * *t , **.4 r. *\.«í. »••.4 r>.« * it. 

Print ing ami 

publishing 
,*!.. U*  . v . ,    te -a," 1, », - r i 1 -, *• ;> . 

Chenu «al   product s •«». 1 * ¿,4 TT     4 -»** ,* *.', 4 * . »., " # * ; * »i 

Petroleum products K» « #r , *i. • **-i. •- *•*, ' •. * * . t-, *** . *   '        i 

Rubber '4.1 *4t   ,    J *;. - •• * t» à* i     *    . * •. í *•-, "'» » ?                . 

Leather *•*.«> •••'i.    « >p . 0 » . <, » *, 1   " 

Stones,   ¿class and 
ceramics 

/«. ^ 1»«    . . ii." n.! 
!•» «.. e ,' ?K i 1 • *     >     1 

Metals»   excl.  mach. «#*.* u* . .*?.* J4. •* . ! 1 %'.* *•#. M,"5- iA . % 

Vehicles  and mach. 
excl.   ©1er, 

4-^.fr <9. • »P.; « *. * U . ' 1* .4 > . t N4.« M. -w - 4 

Electrical mach. 
and app. aa.5 m.i 9?. 1 »8,4 <».* i^J.o 71. ó «ft. A *l. I *M 

All  industry 84.0 Bi.2 f«*.. '.'.*'• •*o.t m,ê M. A f.i, * ino. u »ft» 1 



mm •M 

;*i *•» 

<*N?m « 
êftfutfm? •* tai rotan or UTUIMTIO» or 

tit j««»«* 

•>•-*«• $-••#• wm 19% l 1962 1965 

99.4 

1964 

93. n 

1965 

'*r«4Nl n,¿ - ». ! 97.8 

*V1 #«.* 'S.. •.}l.í-: 98, ï 96.7 

S^,4 •#4..' '*. .1 70.* ñS.C 99.9 

!   taMt fé.? f-n« v.-. f 51. i 74.1 31.6 

H#< J *7.r is*..: *>9.5 68.? 73.4 

•r«i'- >***! «1.2 7S.I' 9.U é}.ü 70.5 76.2 

î   .   fliti>lt «7. o y".'1 i?. ! 79-2 70.3 38.7 

•    t-.i*t <IJ.2 *..-' 
J*. i 79.4 93.3 100. Ö 

r   tu -l* *». i m," Ut*.' 93.7 93. 5 100.0 

í»>.*i üx . «¿VI.   • 54.9 78. S 89.7 

*4.? '>/.2 v.¿ 49.S 
rj3.ó 53.3 

4   m» mi •"%. fWMM sa.- *?.: *1.fi 7J.9 79.3 88.ó 

• »     ,   «ftjf », 19. A §3.» 71.^ 68.7 39-7 94.4 

+t >**•' '-,   -- t- •,   *!•«. \4.K ux,., Vl.l 73.4 92.0 100.0 

,   **M i mp» **«. i IU .1 7',. 7 )7.3 64.7 70.8 

i ,* * r jt 94. ¿ it v.v. $!.'• Ô3.9 93.0 100.0 
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IV.     ANALYSIS OP THE CAUSES OP EXCESS INDUSTRIAL CAPACITY 

Boforo attempting to analyse the causes of undor-utilization of capaoity, wc 

feol that it would be useful  to examine the concept of "capacity».      There aro two 

approaches that can be adopted in definir* this concept:    the "engineering" approach 

and the "economic"  approach.      The former bises full  capacity on the maximum output 

which can be achieved with the equipment  ar.d plant working under normal  conditions. 

This interpretation of full  capacity ignores  the relationship between production and 

cost level.       The economic  approach defines full capacity as the output  which is 

associated with the minimum point on the  .short-term unit  total  cost  curved 

The statistical   data,   particularly  those   dcrivod  fron surveys,   reflect  the 

engineering approach,   or thu concept of maximum output attainable with the plant and 

equipment working under normal conditions.       This approach  i¿ compatible with the 

economic approach based on  the minimum point  on the unit total cost curve  xz a 

straight   line with a positivo intersection on   the axi:; of the ordinate*   (equal  to 

the fixed costs).       This hypothesis has been utilized in determining cost' functions 

for the tractor industry,  which will be analysed later.      Thus in this  particular 

case the unit  total  cost curves and the marginal cost curve will have the following 

form in the short terra: 

1/     L. R. Klein "Some theoretical issues in the moasuroaont of oapaoityH, 
Economètrica, vol. 28,   (2), April I960. 
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Total 
costs 

Unit 
costs 

Output 

The maximum output possible with existing plant is XQ,   and,  in view of the 

particular shape  assumed for the total cost curve,  the output  level X    coincides 

with the  lowest  point  on the unxt  total  cost curve.      Consequently, under the two 

definitions of full capacity,  outputs below 0XQ will  load to under-utination of the 
optimum capacity. 

^ceens capacity may be due to the  inadequacy of agnate demand,   relative 

chanten  i„ demand,   prices and coots,   alterations m the make-up of an enterprise's 

output,  technological changea,  etc.      Thi- paper,  m view of the absence of adequate 



rtaU.tioal information, oonoontrato. on Ml^ine «». ot ,„„„ oau.(1,i      ^ ^u 

devoto .pooia! attention to oxooa. capacity roaultin, ft. tao roUtionahip boUoon 

th. indivisibiuty of „pita,   investment* and the „iso of »ho do.ostic wkü.    ^, 
.liso that arisinc fro* restrictions on the supply of    nputs.i/ 

•''•       ,Mr-'l^*l °f -vo.tE»ta,   ni»,- of the tonl0.tlB mHr.,t ^ 0]KM|, ^_„r 

The process of industria, nation ai** th. V.,2, „or.d rtli. h,îs „„on «„»„ „ 

largely by the „eo... to roPMce ..pert.,  owinF to the  1 „at tions on potent,,, 

capacity for industrial growth impos.,I by „Ration in export,.       '„ UPS  import 
substitution phase wo can á:sti„:ílIsh  t„ aub-peno,h,       Tho flrBt of th,5u „^.^ 

essentially  with   the   19.10.Sl   and  substitution  tool,   placo  „«„.y   ,„  r<l-tlon  to 

confer .cods.       The second aub-poricl,   „hen domestic production of basic  intor_ 

-odiato ,-oods and  capital  p,ods „a, stressed,   beams   ..round the »iddle of 1950. 

Table 4 Kivca  a picture of the contribution of o,ch  sector of  industiy  to the 

process of import   substitut ion.-/      Hu ,u   , i,;ht  industries contributed 60 per cent 

up to  1950,   heavy industry contributed   15 por cent.       i^rin, the followin,- period the 

rolos aro reversed  as far as the contribution of these   industries to  total   inport 

substitution is concerned.       M,ht   industry contributes   ,0 „er cent „hile  industries 

producine- basic intermediate :;oods   md  capita)  ;co ,d= contribute % per cent 'n 

the first sub-period,   the  textile  industry stands out,   in that   it alone contributes 

40 por cent  to the process of inport  su: stitution,   „hiìe     he metallurgica,   industry 

xpTrv'V%rOc ô•r'l.«dUStrla;  "l• —^  "» utUisatioVToT expon   ,   n uctobor 19t>7t  runeol"Taphed. 

2/      Net import  substitution hac boon defined -..s follows:     (>ni    -  r,t   Wn    + f N 

where the sub-indico^  1 and 2 represent  different time peí iodo, 2r•  tL  imlolt^ 
components xn the total supply of good,  (don.oBtio.Mly produced .nd iLrtodf 

orancn.       Seo Carlos Díaz alejandro,  op.  cit..  PP.  44-46. 
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hi ci m tntf nwehi.wry o«n«*i%ut^ M« %a«iie f«stor i» Mm ««Miti «u ^^r\o4, 

^ntrlbutlag 70 por e«rt to tft« ptoojm*      f» vi«m of %i» UiAlvivibilUy of UmM%* 
ntfi ch-vr^etoritifwt h.-nvy  irwtumry,  M*1 th-   f%rt th*t n poMibly t»«o#wtv« nuft^vT 

*   fims  m relation t" th'   <k>n»n»t,o rvurk-t  hw    Ka>r s«>t up,  %h»   prooo-M of 

replacing: iaporto ol  o.apit-1  ,n>>dr   m«! cyrt un w!«     m.- 11,^1 nti<  700d« h»§ ¿»ivo« 

rui^  to  ntmotural   V„XCO:-SR   vipae  t"   -n  th-;««   industri i-.       ?hi»  îu %h*. cme with Ih« 

tr-ïotor industry,  MU-h v.u   i    ..    .n > ' •  í  ir.   i tu :   f. ;>».  ar. !  m which,  ovun with 

the pro .i oc tel   1975 du-, ni,   t    .i     •..-.   i   i       ;,f   .*?   c not;,   ir. relation to the pot ant ir« i 

number of tractorn which ooui'l  '.H. proiae „d with th«   p > ant   installed. 

Another uxsnplo is  the autori- tiVi.   industry.       '¡.coording to  th..  infornai ion 

provided by five enterpriser» rep r«.:; a. ritma  JO  p« r cent  of total   production,   the 

degree of utilization of capacity   in the year when production was highest   (1965)  was 

'">?.} per cent.—'        (T'ible  r). -roover,   th«. two   ..ntorprison which work three 

shifts  are capable of neetin    the whole of domestic  demand  for motor vehicles,   with 
?/ o  certain rnrpn.-'       To  be  spoc.f'C,   the iri.axif.Tiua capacity of the two  enterprises 

working throe shifts was  ISO, lúó! unite of paononaer care;  and   lorries,  while total 

doriand  in 1 (,(>'j  (peak year   in the   output  of th«   outonotive   industry)  war  115,200 

unitn.       Yet  thirteen enterprise: were actually operating in I961),   four of then 

accounting for 'M por c«:nt of tot-']  production. 

another industry  in which, the situation  10 nini lar is the petrochemical 

industry.       Table 6 shows,   first);/,   that  the  rate of utilization of capacity is  low 

and,   secondly,  that  the plant:; operating in /argentina have capacities below those 

nomai   in industrialized countries.       A significant case is the production of 

ethylene.       Three enterprise Manufacture this product.       ',caving on one side PASA, 

which w,"s  still   in the procesa of being installed in 1964,   the  two other pi.ant s had 

a combined capacity of ?3,000 torma-,  annually,   representing together 36.? per cent 

\j      Jack "arannon,   "Automotive industries  in developing économes",   international 
Panic for Reconstruction and Dove") opnent,   1967,  mineographod. 

2j      Not all automotive enterprises in Argentina are equipped to work three Bhifte. 
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ii#|ttri— produciM oonâ^—y y>o^. 

Food  and  t>*»v«frv»*E 

To bacco 

Text 11«s 

R«*i<ty-m*d« Hot hing 

Wood producta 

Printing an* putt tuning   • 

Leather products 

(Hher manufan+ures 

Industries produciiy intermediata a*d 
capital  ¿oMs inaml.y "  

Paper and cardl-oard 

Chemicals 

Petroleum refining 

Rubber 

Stones,  irl&ps and ceramios 

Metal s 

Vehicles and machinery 

  Sleetri cal   muchi nerv  and appliances 

j!?~   M*,    .      1 -l4-'Uâ typ 

-0.1 

6.1 

O.J 

0.9 

2*6 

»0.0 

3.1 

13.7 

-2,2 

0.2 

2.3 

10.2 

9.4 

2.9 

iati 
•'. ? 

0.9 

f. 9 

1.5 

1.5 

0.5 

3.0 

8,2 

-UT 
2.8 

IB.? 

31.8 

19.8 

productor. 

*#¡jo 

O.ll 

O.Sf 

0,?? 

(a) Source: Carlos Díaz Alejandro, op. pit, 

(b) Source; Jor^e Katz, op. oit,, p. 77. 
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«fowTTv« î«itf«Ti  umïimm m <t»mm, %m 

Firm Capacity 
tfMMAl   output 

\ p-àëmmnf^r nm* 
•ni   i .">rr í#¿i ; 

utiUMttóft 

A . . 3  Shiftn  -   ;Pf-SOC 

B 1 shift   - 10, i<X; 

G 2 shifts -    7,,>oo 

D 3 «hift« - 57,600 

1 1 shift    - i >f
r»oo 

Total 16,900 

.30» 4» 

28,900 

6i,0 

Î5.4 

4ia 

50.* 

éî.l 

Source :     Jack Paranson,  "Automotive industries  \n  l#"*».iof in#r oountn««*, 
internacional Bank  for Reconstruction and  ^vslcpasnt,   t'^67, 
mimeographed. 



IB/Wö.29/9 
23 

mu 
CAS tHwmy, immm cwem 

"MHJCTS,   1964 
9m emu* 

'irrite  a,;. 

•,% 

*U.   Um* t.4, 

"•t*>t   irr#fifin« 

* * *     e   » ,« 

*%tkl à#J ^«p«r. tv,      ¥' 

** 

•'^rtiayr cnfucuty 

' t-»nnçii/\,.%r
v 

ii .-,.'. 

"-'«" » 

*U£ 

£uM. 

Pitpit 
1964 

àk?QQ 

àttl 

MéJÜ 

*  » ,«. » r- 

"*'     n-. 

i    »~<* 



;n/wn.29/9 
Pa+'e 24 

of what is normal capacity in advanced oountries.      Even in these small plants, only 

¿S per cent of capacity was utilized in I964.       It  scorns reasonable in principle to 

have Boveral  independent  plants competing with each other,  but  it is clear  that 

¡.reduction costs would be closer to  those in the United States and Europe  if instead 

• f   three very small  plantE a sinfín plant had been set up to  supply the domestic 

•      ¡-K,t. 

:*hus the industrialization phase which began at the end of V)^0t  based on the 

i vi iopment of heavy  industry,  was associated with greater technological  progress, 

m--it'T  industrial  concentration and a greater inflow of foreign capital  than in the 

; • ? ¡---.I ri   leveiopmont  of   li^ht  industry.-'        The  examples ^ivon   ¡arlier  lead to  the 

:.•; T. that,   iîtheur*h the development of heavy  industry brought  about  an inten- 

1.    i   tri     '. i,-ipoliftic Türkei  structure  in that  it was based on a small 

r     :   >;r :< rpi .•**•« ñ,   ovon this numter  is  excessive  in view of the  size  of the 

•'.<      : r.i-, t..'  r.arK-t.       "he   'attur fact   is  -loeely  linked  itself with the 

•    1  ••• -,?.••    •:•• •   •••    ìnJuetri'-s which ver«; set up,   .oing associated with  foreign 

,    •  ii   r, • ;  "-'i!. lv *>-..•  to   adopting production -,^th"¡ds   lovdoped  for the 

;    •.-.-*     f .runtrvf  with   ì ir ' r r.arlcots than Ardent ir.*>  and   .iifforontly   endowed 

••   * »-t.-r« •••( product i-ir,.       '^e-jfo  capacity   ir,  how   industr»' thus  results not 

• .-r at  r  -».*!•*•, ri »• *   *,-    f  mvfitr..-r.tr.   in comparison with  11-ht   industry 

* r -r   rf»,=»t    :,,,*     %     '      it.    x^t'-CBiv»-  rumbo1    -i   p   tr.tr   in t.-iation  to th« 

r-,rt-,'(       :* 1   <,VT       >l   *ru   trinen-e   .no lad. 1   ir. th-   heavy   industry  group, 

•  », mt       *,*r«   t   : :-   *ni >ut to-1"\   -apjl t     '4   al.vrtio--   ~r. „v   -->rn   P'Wt   T  .-nterprise. 

„   •    . ,   *r      i. »1 r     i<     tv --i s  Vu     'rat.   r.     1    *  .. p- U.-'ti    «ark^ta has giv^n ris« te 

* t- nr-*.*  "•.p.ft.r'   w:t.h  m   ivfit^t    *•!   - xros»  ••  rarity,    avi cons ocru ont l.v   hirher 

*-! -,       **»     *\.-t    .*       .-   tt.tt   .•     tr.   r  t   •  n   :i»ri'^   '.or--  th     '• i~i tat ;onf< 

f, î»  <<_-«„        *-t  tvr-.i''   îf-'   t".   i--int  - !   \ . -»   N tl.    1   industria:   ••ifirioncy 

'».- -»•    ii-tr,1 ,t¡ >t,      '-t,   1..   t f, -, t   it  wiii. 1   ;     h.,-h ..   .1.:8irahî.-   t--  carry ^ut 

-    1      1   *t\     % iv .1 t i**» B   its.   ' i»; tl'-intv«'*  "1   .T'-ttit   ir,.iuptri.-»l   concentration, 

i    «t     *t* ri tr,. n«vfe   *   r    wmru'iv   * •vtnotM.l » st. *   *r.torpri8-   to  be efficient and 

••••;   •   * .-.. t   «-' *>í»   1 trtnî.^rti »r. *r,4 r*»!** --f »w*von»KW»t ir, a monopolistic structure. 

«r,f,, *.*%§, UÈfc-Aâ* 
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One way of reducing oxceee capacity in heavy industry would be to eliminate 

plants with lower capacities so that those remaining can onerato at full capacity 

producing for the domestic market.      Another poesibility would bo for each of the 

plants to expand its market *,ith the help of exporta.       The difficulty of the latter 

approach lies  in the  iaponoirility of competine on the international  market wh»n 

operating with plants of auch .maller sie,- than those normally existing in developed 

countries,  unless the  exporta arc subsidised.       ;. third ponsibility emerges from 

Table 4,  which shows that  the majority of »heavy  industries» show increasing returns 

as  scale of production  increases whereas  light   industries show constant  or 
diminishing returns.--/ 

Thus,   for industrien  showing increasing returns with scale,  the possibility of 

concentrating production in one or ver:/ few plants,  while also expanding capacity in 

order to  take  advantage of tn,   économes of servie  characterize these  industries, 

would reduce production  costs  .nd  onnj them doser  to  international   costs,   which 

would in turn  increase  the possibilities  of exportin- tn, products of these 

industries,   particularly  if  it  can be done   in *he  context   ,,f a regional  market   in 

latin   Imeri-.       Mnuraily  this approach cannot  he  applied te  the whole of heavy 

industry  sirr.i tamamaly,   sine-    it  would be necessary  te   s,0  m which particular 

light  or h,,avy   industries  Ar-cntmv   han  sufficient   relativ, advantages  to  compete 

internationally,       ''nfrrtunat^ly,   the  statistics available do not allow us  to be 

nh.-r,   specific  -n  this  point.       'Y   thin):   it  essential  for Argentina that  research 

ehouid  re undcrf.-Jc ,n   In   this   erection in order to  decide the role of heavy'industry 

in  future  phases  of in îustri a; ; z^tion. 

1 *       The case of the  tractor  inJ.ur.try 

A more ieta :< 1 ií.:yr-,; f -he excess capacity associated with the development 

of heavy industry ant r-ocnn 1* ; ti.. 3 foi reducing such excess capacity can be made in 

the case of the tractor  industry,   as a result of the excellent material provided in 

1/      The high increasing returns in food and beverages are t.untuiitt *„. +„ *u 
influai»» of tha refrigerating industry. essentially due to the 
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the study by Dagnino Pastore.-^     The tractor industry dovclopcd very rapidly in 

Argentina after 1959.-'      Whorcao .Argentina imported 20,406 units of tractors in 

1956-1959,  the figuro foil  to 2,916 units  in 1959-1964 while domestic production rose 

to  S3,735 tractors.       The total number of tractors in use  in Argentina rose from 

•19,759 m 1952 to  104,184 in I960.      The tractor industry can therefore be regarded 

as  representative of those which arose during the second sub-period of import 

substitution - that   is to  say,  capital-intensive  industries composed of affiliates 

of firms registered abroad, usinr: imported  technological processes which rocniire 

plants with larpo production capacities,  whose increasing returns with scale tho 

domestic market   does not coneraily allow to  be  fully utilized. 

This industry comprises f:vo undertakings,   ail of them affiliates of foreign 

firms.      Table 7  provides data on four undertakings which account od for 38 per cent 

of tho output of tractors in 1963. 

As  indicated  in Talle 7,  the output of the parent firms was o i «ht  times the 

output of the   \rrrontino affiliates.      The Argentine enterprises,  moreover, utilized 

ml;/  part of their production capacity.^        The  lower utr.ization of capacity in 1963 

is  partly due  to  th..    fact  that  the economy was  in a cyclical  recession phase. 

!n the study   by  Da-mmo "astore mentioned  above,  unit  total  costs  are calculated 

f'-.r  .rich of the  enterprises.       F-v  thir rurposo,   tractors of different  horsepower and 

"l-duln were reduced   t-   a standard  5C IP and   then the unit   total   cost   curve  for the 

wh. I e   _,f indue try  wan obtained,   coramina th.. unit  costs of each  enterprise when they 

>-r>-  werkin- at   Kv   p,,r  -,uTrt   ~ap-,c, ty.       Thi r.  unit   cost  curve   for  tr,e   industry can be 

: nv-".t i 
:.   TVvpmno   Pastern,   La lnhistria del   tracer en  l.i .j^ntm-i    ''entro de 

acienon  "conómicas,   TmTy?,   interna'   study ?': . unes,  .rUno 1966. 

i/ 

In  tho period   l>y>-l )<->•%   th    tractor   aiduar-  confined   its-.lf  to   assembling 
imported parts   m   \rp-ntma. 

In  this analysis   af th.. tracto-  industry,   production capacity was defined as 
the maximum output that  .t  in oonsiolu  to  abtun with tno plant working under 
normal  conditions.       .hie fiama; wore obtained  fron tnc  survey  covering each 
of the enterprises. 

The number of shifts worked varied  in different enterprises.       One of them 
reported working one shift,  another two  shifts and the remainder three shifts. 
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visual i toa mor© or loa« as a loneta» ourve Solium «i* points ©f gfttal«ct 

efficiency in the short torra for oaoh ent«rpris«.      This unit total mm mmttt 

for the industry makes it possible to determine eoonomio« of »sale for dxffwwt 

levels of production.      Since the adjustnont  for calouiaUn*  thi« ra*rv«  if linoar. 

the unit  total   cost  curve doos not have the traditional  ''-sht.Ks mit  faU« •tb.ultly, 

forming an asymptote with a Urn. of unit  fixed costs (««o di**raft   i   .¿/      Ths 

analysis,  in the tractor industry,  .if maximum production capaciti«« »M «it tM«¿ 

coat curves for the  industry and far '-'-ach of the five or.torpnsa« Laads to ti« 

conclusion that: 

(a) The domestic market  in Argentina is capable of abnorbin; only ona 

enterprise,  taking: into account the fact that the avuraft* .annual 

demand for tractors .n the period  1^6-1 )6ji was 1~,7^ unit« ( mmh 

with a belt  hornjpowor of 30 HP)   sjwj  that capacity  m the   largeat 

enterprise  is  :,%»ti units. 

(b) It is  an  industry   ir. which unit  total  costs declare as    he .Male 

of production increases. 

It may be hclpfui,   in ordor to pnvo. a bettor understanding ff the n«fi0il:íiiti 

open to  the tractor   industry,  which m  its  turn  is? representative     f  a number or 

industries that   developed  during   t.V   i?6C»s,   t-  rekfire  the *raph   in  dlibrae   ,   ,r 

terms oí  normal   total  c-»st curvea.       Aceirdm^iy,   1.a/Taw ? jrivus  snort-ton? unit 

total co3t curves   for the four enterprises  reforred to  m diagram  1,   in *,he hypo- 

thetical case of  their having a traditional  '.'-shape. 

1/     Sec the analysis of different definition« of capacity, above. 
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L¿JZ±t     r. t\  Itagnino Pmton, OR.  cut.,  p. 416, vol.  I. 
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Table 7 

TOS TRACTOR IN1XJSTÏÏY IN AI?r»!NTINA¿/ 

Ü&iterprise 

Quantity of 
tractors 
produced 

in 
Argentina, 

1963 

•^ur.ntity  of 
tractors producaci 

by the parent 
firm  in its 

ovm c mntry, 
I960 

Tnet- "'"Mod en pac ity 

i.964 
m units — 

Util 
'opacity 

iza tion 
crcei 

of 
nt'i, •..:.-) 

lv'61 1% 5 

1 
.i 913 14,500 3,500 ^5 45 
B 1,798 28,000 3,000 82 60 

C 2,720 26,000 4,300 90 57 
D 

Total 

4,617 

10,053 

11,500 12,000 

23,300 

50 38 

*o,ooo 

i"      Prom the  source of information utilize,   it  13 not  possible to  identify the 
enterprises.       -ach  ont,rpr^,   ^ therefore indicatoci by a letter of the 
•uphahet. 

Dannino Pastore,  op.   cit.,   chapter 7. 
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It oan bo aeon from this diagram that all four enterprises have levels of 

production below the level corresponding to the minimum point on the short-term unit 

total cost curve.       For exaaple,   enterprise A produces OA when the output correspond- 

ing   to the   minimum unit cost would be 0Af;     there is thus  an unutilized capacity of 

AA'.       A similar situation exists   in the cases of enterprises B,  C and D,       in the 

tractor industry,   the domestic demand for tractors coincides with the point of 

greatest efficiency  in the enterprise with the  larrost  installed capacity - that  is 

to  say,  an output  OH'   in enterprise T),      The  fact thot  enterprise 1) does not  scpiuozo 

the other three out of the narret   is due to the   jxistonce of governmental regulations 

fixing production quota:-; for  individual  enterprises,       '"hus   it   is clear frou the 

present   situation   in the tractor  industry  th't unless   the number of enterprises  is 

reduced there will   always be  excess capacity   in relation to  the domestic  demand for 

tractors.       However,   even  if oru accepts  the  argument   that   a single  firm can  supply 

the   "ergentine domestic 'rvrket,   jpcrding at the minimum point  on  the short-term unit 

cost  curve,   one must   still  ask ; aether  this   is   an optimum solution  in the  long-terra. 
T'o discover thio,   we mur.t  find  oat  whether the  -1 nimua peint on  the short-term curve 

is tangential with the r.ini:;su:n punt  - n  the   long-term ur.it  cost  curve. 

The prosont   demand for tract.ire fluctuates  around   11',000 units,  which  is   in line 

with the  installée'  capacity   ~>f enterprise 0,   and  the  orejected demand  for 1975 is 

16,000 tractors.       Moreover,   severa'   of the enterprises operating, with  affiliates  in 

Argentina have a capacity  above  ?0,0Q0 units.        if wo assume that  these enterprises 

are  efficient,   we  can conclude that output  levels below ?0,000 are  at  the  stage in 

which  there arc   increasing r "turns  with  scalo.        ph;s,   returning to  diagram  ?t 

indicates  that  the output  OD'   in enterprise  0   is not   sufficient   to  take  full 

advantage of  increasing returns.        aie optimum  enterprise   in the  long term would 

therefore have to produce OF,   this being the adnimum point  on the  long-term unit 

cost curvo.      Any output below OF uould moan unit costs above international costs. 
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In Latin America, Argontina and Brazil are tho only two countries whioh manu- 

facturo tractors and do not simply assemble them.       In one study which has boon 

carried out,-/ the optimum location of this  industry within the Latin American Free 

-rado Association  is studied,   for tho year  1975-       -he model used is a linear model 

vh.ch minimizes tho production  end distribution cost* necessary to  meet the demand 

• i" —h of the countries ma'any up this region in V)Ty.       i„ this  study,   production 

'--T-.t".  for 1975  in  Argentina and  orasi i   were projected,   tho -Jemand  in each country 

w.-s  estimated and provision wao made for domestic  transport  costs  from tho place of 

import  or production  to  the claco of consumption  and for  transnort  costs  ,    .ween 

o .untrl.-s.       The model  allows  fur tho alternativ,  of importinp from  the United States 

if  ito  sal.; price  is  loss   than that of the most officient  pr-ducere   m Arguntina 

•ir..l/or Brazil.       The final  result  indicates   that,   if wo  take the official  exchange 

r-t,   for lSi6A,   tho year when the  study was  carried out,   Adontino   is  m a position 

t<>  supply the whole  Latin   Voeric >.n market,   replacm/T imports from the United States.-^ 

'n short,   an analysis of th, tractor industry,   taken  as an example,   representing 

the development of h.,ivy   industry since the   end of th,   l^O's,   loads  to  the conclusion 

th^  .xcess capacity  in these   industries  is   lar^y duo  to the   indivisibility of 

investments charaotonsino; heavy  industry and to tho existence  of more enterprises 

than   the  domestic market   is  able   lo  absorb.       voroovor|   i;v^  if a monopollBtlo 

solution is  accepted,   the   siso of the domestic market  does not  permit  full utiliza- 

tion   ,f th., economies of scale   -tamable in this  branch.       An optimum long-term 

s-dution e-n ther.-fore be  found   only  in considering  the  possibilities  for expanding 

the market by means of exports.        This course must   bo considered within the context 

__£ea,   miiiieojraphcd.       The model TCI'ISI,,  The  location of industries  in th,  
used   io that  of Victoria  and "Tanne,   which allows consideration  of economies" 
ol   scale  and  difiors   fv-A th,-  linear proyraru o> no model   whxch  assumes  constant 
returns, 

•and  econc 
>e< r.   "xot..ns: 

scalo-, 
md   '•{.  ì.arkowi tv,,  J-hn ¡': 

• 1 e 

2/ 

:ìA   ' -   i-tîinv,   "ChoMìc-l   process,   plant  location 
n  Studies   m  Arioso  Analysis,   edited  bv A.  Tanne 
a,   '••&>.. 

We must;  moke  it   clear  that   tie   re\ ot i mship     V   tho   DOS«,  to  tho  dollar on the 
officio^   196 f mark a  was  ;•;'   n,r cont   i^wer teen  th.  unofficial   i-'to (l 
to  the dollar  as  against   an  unofficial   r-t-     f   Lhh),        sturai lv,   a rate  of 
l» pesos  to  tile dollar only  strengthens the   ir^mont.       The  study does not 
take  into  account  the  noo.ih^ty  of iuportin,- tracers  from Europe,   whore the 
once is  lower than  the United states price.       See  130^     Jp.   c,t 

15 pesos 
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of a regional market for Latin Amorioa and the feasibility of such exports in the 

light of possibilities of supplying the regional market by imports from more 

developed countries, vith endowments of productive resources differing from those 

of Latin Amorioa. 

C.  other factors which may lead to excess industrial capacity 

3o far, our analysis of the causen of excess capacity has been centred ou the 

indivisibility of investments and the oligopolistic market structure which makes it 

possible to contain, at the cost of excess capacity, a larger number of enterprises 

than the domestic market is ab>e to absorb. 

Another factor win oh may h-'Ve played a part ir. excess capacity is the 

inadequate supply of certain inputs, imncding the full utilization of capacity in 

industries depending on these inputs.  01 early, f r enterprises which depend 

heavily on imported inputs, lull utilization of capacity is limited by restrictions 

on the capacity te iirmort.  Tor example, the regulations governing: the automobile 

industry were amended n l'X>'j,   ^d instead of maxio-m production .quotas being fixed 

for individual enterprises import quotas were fixed for enterprises, and this 

indirectly determined the output level which could be reached. 

/mother example of the incidence of this factor was the results of the severe 

restrictions on the supply of electricity during the earjy 1950's.  The absence of 

State investment in this branch led to drastic rationing in the use of electricity. 

In order to remedy toe shorter-, industria] enterprises installed their ovm 

generating stations in spite of the implications of this in terms of higher costs 

and investment m.'mnmwnt;-;.^' 

In the surveys carried out by COT ADE on "output and investment expectations of 

industrial enterprises"', information was requested on the obstacles which, in the 

view of the enterprises surveyed, impeded the expansion of production during the 

i/ The production of electricity by the user plant itselî consumes 10 to 15 per 
cent more calories per >'. lowntt hour than product i m  by central power station 
and may, in some cases, need twice e". much capi til por kilowatt installed as 
that required per kil >watt in central power stations.  United Mations, ECLA, 
El desarrolle' económico ile la Argentina, 1 '')5 '. 
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period 1963-1965»      This information t.aa published only in the caso of the survey of 

August-September 1964f   in which 35^ enterprises located in Creator Buenos Aires woro 

survived.      The information provided by the survey on ì)6ì consists of historical 

data for the enterprise,   th.it referring  to  I964 consists of one part - up to the date 

on which the surveys wen: conducted - r<r ,io up  :>f historical data and the ether of 

estimates made by   che  enterprise,   and the 1965  infomition is based on estima tos. 

Thus the survey war  not  oirríí1   mt   -,t  ~- time of full employment.       Tn 1964,   Argentina 

was beirmninf- its period of recovery after the acuto recession of I962-I963.       Tn 

spite- of the fact  that   I965  is the- year nearest  to  full  employment  after the 

roressK'n,   we think  it  -appropriate,   on the basis  of the. data obtained   m I964,  to 

:t 0Ì7 the   influence of restrictions  in the supnly of inputs on the utilization of 

opacity,   ir. view of the fact th.nt thj estimates ¡nade by the enterprises for I965 on 

ti '•  rasis of production plans ore  included. 

•R  is sh        by   rabie ri,  the;  insufficiency of actual  demand was the major obstacle 

t    th-.- expansion of the production   .f the enterprises.       This result  is to be expected 

m view    f the sharp  fall  in ceonouie  activity  in the two years prior to that  of the 

survo-v.      ^he factor  in Taortior, locos si;mificance  as economic revival proceeds, 

'n   ! ^••,,   ti.o weighted  percent,-/-:; was  ll.n  per cent,   and  it  feil   to  20.7 per cent   in 

! 'f.%       The sore  situation  is found  in the case of nonebary and credit  restrictions; 

the Policy was mor,,   liber".'   in I'Cb than  in the  nrec.dinf years,   but  the restrictions 

continued te  affect   the production and  investment  plane of the  enterprises. 

\r."ther farter  ->f  import ance,   connected with our prolim mary  analysis   of the 

!r.f lue-nce  of  an   ¿1 LP^O-¡1 isti c market  on excess  capacity  in certain industries,   is  the 

f-..~t   that   enterprises  are  afr-'id to  increase their output   in the- face of competition 

fron similar lories tic  products.       It   is clear that,   in order to   eoso-and   'heir markets, 

the  enterprises  must   replace   rthor competitors,   and  the  fear of  a competitive  !,war" 

leads to .a tacit  or  imposed oligopolistic arreenent,   which regulates  the market  for 

each enterprise and thus results in excese capacity for each of them. 



fable 3 

PASTORS HINDERING TIIE 'ÍTP.OTON ov TRODÜCtlOB 

(Al1  manufacturing  industry) 

Obstac?on 

1. Insufficiency of demand 

2. Competition from ni'i.il >,r domestic 
products 

3. Monetary and credit restrictions 

4« Restrictions resulting fron ?.n 
inappropriato taxation and tariff 
policy 

5. Restrict ions on transport 

6. Competition of tú'xi .ar ír.portcd 
products 

7. Restrictions or. the ry.ippl;/ of intor- 
mediate- input.-, -'-no' cip: to.'. <?oodc 

(i) Pr':vi.:¡ 
naton - 

i . o T- i; 

(ii) Provision <£ :":o.rU.d rav: 
maturials 

(iii) Lach of donoctic equipment and 
machinery 

(iv) Lack of importen equipment and 
machinery 

(v) Shortage of electricity and fuel 

(vi) Lack of skilled workora 

(vii) Lack of unskilled workers 

8. Other factors 

9. Did not reply 

Tic':, at; ve   importance of each factor 
("ieiohtod percentages)!/ 

TQ6 

33.7 

20.7 

7.0 

0.9 

2.6 

26.1 

13.5 

22.7 

10.7 

1.0 

2.6 

11. 

1^6C- 

20.7 

13.9 

18.7 

11.0 

1.1 

2.0 

11.6 

5.3 6.3 5.9 

0.7 0.9   % 0.5 

0.3 0.2 0.3 

1.6 2.1 2.5 
0.8 0.7 0.9 

0.6 0.9 1.1 

0.1 0.3 0.4 

3.7 2.2 5.0 

3.7 ?.3 16.0 

100.0 100.0 100.0 
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tablo S (oont'd) 

In tho «urvay, the ontorprisoi wore asked to state, in order of priority, tho 
three obstados which, in thru- viev:, :vFt í^p^dv.d the oxpfjision >f production each 
year.  Tho replies .vurc v^i/rht:?! oy armr-in- th. valuer, "*, 2 and ? to the factor« 
named in first, second and *h.rd ,-•' .o.->. 

Source: GONADE, ¿esultai r.   ; ; ono-.uMt' 
inversión do TIP or.pr.-c-.c 

.c-.u;3t' -. Lr . .:-p.jct-'tivic d.- producción e 
ndustn-il ;-.?, "--roh l.~o5. 

The entry which r* nc^rnr un io "rortrictionn on the supply of intermediato 

inputs and canital ¿pode".  r~';j.'.o " revea: s the snail influence of this factor on 

the expansion and production ni^m   >f tho majority of enterpriser;, even though its 

importance prows as we approach full employment (?.-] per cent in 19¿i and 11.6 per 

cent in 1965).  Th„ factor chicli increases in importance most rapidly is the lac\ 

of imported equipment and machinery, due to a restrictive economic policy in this 

fi^Id in the form of limitations on the capacity to istport (1.6 per cont in 1963 and 

2.3 per cent in 1965)« 






