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Introduotiog i/

1, Eoonomic growth does not start simultaneously at all pointe within a
oountry, Some regions have location advantages which meke poseible growth in
them and not in others, As national development proceeds, tho contres or poles,
whioh first originated bocausc of ocrtain operative location advantagos, may
atiract people, capital wud trade, not bocausc of initial resourcc advantages
but becauso of the external eoonomios offcred by a growing region, Tho resultant
difforential rates of rogional oconomic growth tonds to inorease the income

RS gapits gap boetwoon the "growing regione" and the "lagging rogions", A
careful analysis of all countries, whothor thoy are developed or dcvoloping,
will show the oxistence of regional cconomic differences within oountrics,
though for some of them thesc difforences will bo more dramatic than for othors,

2 With tho growing post-war conoorn for econonic dcvclopment, the phenomonon
of unequal ratos of cconomic growth of regione within a country has stimulated
polioy-makers to consider regional devolopmont as an explicit goal of coonomio
poliocy, paralleled in many oountries by other usual goals such as full-omployment,
eoonomic growth, priooc stability and income distribution, The Casa per il
Megzogiorno in southern Italy and SUDENE in northoastorn Brazil arc oxamplee of
this growing social concern to reduoe regional difforences, In Argentina, the
over-conoentration of population and industry in metropolitar. Buecnos Airos also
gave rise to disouseions about policies designed to docentralige industrial
activities, At the same time, tho abundant natural resource aroa of Patagonia
and the presently stagnant provinces of the Northwost havo beon subjoct to
continuous national considerations in order to steor growth in these directions,
However, not all rogions in Argontina have the same capacity to grow, The
orucial policy problem then ies how to achiove rapid development in lagging and
backward regions without hurting the development of tho dynamic rogions, It
may be argued that the rate of gowth of national output should not be lowered
by the looation of industries meroly to satisfy looal sentimentalism or local
vested interosts, Would it not be better to encourago location in the most

~ suitablo aroas and thus maximizo national output? But this policy may furthor

1/ This study was done for the Centre for Industrial Development, United Nations,
The author thanks Héotor Cordono and Adri4n Guissarri for their ocollaboration
in the classification and elaboration of the statistical data for this paper,

He is also thankful to the members of the staff of the Centro de ;gﬁggtig‘gioﬂge
Eoonémicas for interesting insights provided at the seminar given y the
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inoroase the income gap botween tho rich and poor rogionse Cloarly we are faced
at this point with n variety of conflicting politioanl, aoonomic and moral consid-

orations,

3e Whother or n»t the inconc gap that exists between regions within a country

chould bo roduced is evidontly quostion of social policy which must bo considered
br the communitye Teononmic theory cannot rosolve the question, but it can assist
in defining and ovaluating the problem and in {l1luminating the character of the

choices fncod by the communitye

4e This paper will bo concornod with this problem and with the economic
policios undertaken tu roverse the trond towards increasing concentration of
coonomic activities in a fow arcose The analysis of gubjoots, such as balanced
vorsug unbalanced regionol growth, concentration versus dispersion of new
industrial invostments, requires first, a clonr oxplanation of the rogional
governmont goals; socond, o knowledge of the ccmﬁoaition of future national
domand as well as technologioal changesi and thir&, and understanding of the
spatial distribution of resource ondowmonts, A sound analysis of this type is
obviously boyond the scope of this paper nnd should rather be the concern of
government planning agencios, Honce, we shall not evaluato the present and
future economic potential of difforont areas within Argentiﬁa, nor shall we
make policy rocommendations about futurc regional pattoerns, Our intontion is
to present the basic rogional issucs in Argontina nand tha altornatives which

a regional planner must fnco before deciding about industrial looation patterns,

5 Rogional dovelopmeit tlaaning can be anolyscd from o rogion's point of

view, i.c. as stimulating the ooconomic development of a partioular region
indcpondont of thc effoots on the remaining rogions, or from tho nation's point
of view, is0e "tho golution of specifically rogional problems as an integral

part of a gonoral policy for tho developmont of gll rogions that is pointed toward
tho attainmont of natiohnl goals for the spatiul organigation of the coonomy™s

¥o shall be concorned throughout this papor with the second point of view and

approach.

6. This papor will summarisc in the first scotion tha kay factors relevant
to regional growth within the context of national coonomio growth and the

~ 2/ 34 Frietmann (1956) WWW
MIT Pross, Cambridge, Bag DPe’le

i A g ol
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resultant dogree of rogional concentration of economic activities, Currcnt
development and future possiblities are greatly influenced by the docisions

and development of the past, suci as§ the actual sizo of thc markcts as they

have ewlved in difforent regions, tho resource endowments dynamically defined
a8 they are affected by changes in final and intormediate demand and technology,
and so on, Thus, tho purpose of these sections is to throw light on regional
#rowth patterns of the past as a necessary foundation for an understanding of
prosent difforential regional standards of living and rates of oconomic expansion,
The ssoond section analyses whether there was a convergence towards or divorgence
away from the national average in tho rate of growth of ocach region as a result
of the national and rogional policies implemonted in Argentina, In othor words,
it oonbiders whether or not the relative RSL sapita income gap botwoon growing
and lagging regions increased corrospondingly as national development proceeded,
The third section oconsiders what were and are the objectives of regionnl dovelop-
mont polioy in Argentina, The fourth section analysos the industrial location
policy followed after 1958 by ocentral and provinoial governments in oprder to
m docontralisation of industrios, and also appraisos to what ox$ent

these policies were sucoossful in achioving the objeotives sought,

Te The special omphasis given to the analysis of industrial loocation is a
result of the grostor possibilities of influonoing regional pattorns of industry
location against those of agriculture or services, thoreby genorating regional
growth in backward regions,
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I. AN HISTORIC.L REVIEW OF' REGIONAL
8e The intoraction between national development and differential rates of

growth among regions is closely associatod with tho rogional distribution of
#pagource ondowments"e® The definition of rosource ondowments is not a physiocal
ooncopt but an cconomic ono and inoludes natural resourocos as well as skilled
labour, oomrunication and transportation services, and 80 on, In othor words,
oven though a rogion may not be ondowed with matorial inputs, tho location
advantages may be onhanoced by the influenco of othor ocndowmonts, such as the
oxtornal eoonomiocs dorived from the agglomeration of economio activities.
Resowroe ondowment is not‘a st&fic bdnoept and its moaning and compositiocn

vary with tho difforont stagos of national developmont, The®e, in tumn, aFe
agsooiated with changos in the structurc of final demand and with the state of
technology and organization, Thus, a stage of national cconomic developmont
associatod with a oomposition of aomestic and foreign final domand largely based
on agricultural products will favour those regions ondowed with the resources
roquired to satisfy suoh a structure of final domand, A8 national deveclopment
procoeds, thero is a change in the composition of final domand whioch consoquently
changos the composition of the resourcc ondowments that are noccssary for
regional dovelopmente In this way the rolative advantagos among rogions for
supplying the commodities required by this stage of national growth arc variod.
In othor words, tho annlysis of the geography of national eccnomio expansion is
closcly associated with jdontifying stago bydstago what have boon the essontial

presource ondowmonts in the national oconomy.e

N Threc stages of national development can be distinguished in Argantinami/
The first one, gonorally kmown a8 oxtornally oriontod growth, was in effeot

W
3/ He Porloff and L. Wingo Jre [n.d.} "Natural Roso
Boonomic Growth", in J, Spengler o) 1 a]l §
and roprintod in J. Friodman and W, Alonso
; MIT Press, Cambridge, Mase,

urces Endowment and Rogional

ﬁvﬁ & ]

4/ Ikid
5/ For a dgtailcd and vory intoresting analysis of tho Argontina coonomic dovelop=
mont sce Ce De JAlojandro (1966) Etapas do la Industiisilis -

Trabajo Interno No, 18b, Oentro aoionos r-én;ﬁfdis, nstituto

stlgn
Topouato Di Tella, Buonos Airosi ond Ae Forror (1963) La Egononfa ArAentilias

parto I, Fondo do Cultura Economioa, Moxicoe
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until the world orisis in tho 1930ss Tho second stage, based on import
substitution of consumer goods, extends until the beginning of the 19508,
Tho final and presont stage rolies heavily on import substitution of inter-
mediate and oapital goods,

10, For the purposcs of this section, we shall dofine rogions by grouping
states in a consistont and practical way, thus, allowing statistioal comparisons
over long periods of time within tho limitations imposed on tho classifioation
Yy available statistical information,

(») East<Centre regions Buenos Aires, Cérdoba, Entro Rfos, La Pampa,

_ Santa Fé.

(b) Northeast region 1 Corrientes, Chaco, Formosa, Misiones.

(o) Northwest region : Catamarca, La Rioja, Jujuy, Tuoundn,
Salta, Santiago dcl Estoro.

(2) West region t MNendosa, San Juan, San Luis,

(s) South region t Chubut, Neuquén, Rfo Negro, Santa Orus,
Tierra del Fuego,

11. This definition of regions corresponds more closely to a period whioch
oxtends up to 1950, Aftor this date Argentina modified its industrial develop-
ment strategy, giving place to now dynamio centres like Cérdoda and Santa M,
This strategy will be analysed later in this study,

12 The repid growth of the Argentine economy botween 1900=1930 was mainly

dues to roroi@ factors, During this period, the Grose National Product (GWP)
grov at an annual rate of 4,5 per oont, Several faotors which influenced this

. rate of growth were: the large magnitude of foreign demand (oxports absorbed
arowd 28 per cent of the GNP in 1900-1929); foreign investment, representing

41 per oen’ of total investment in 1900-1904; and immigration (in 1895 immigrante
constituted a quarter of the total population, inoreasing their oount to 30

per oent in 1914).

13¢ Argentina shows in this period a diversified strwoture of demand in
relation to her level of inocome, and a structure of domestio production greatly
ooncentrated on agricultural output, Thus, comparing the structurc of total
demand with the structure of domestio output, thore was an excess supply of
sgrioultural goods and an excess demand (bayond domestio outpuf for manufacturing
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goods, Toreign trzde balancod this disequilibrium: Argontina exported
agricultural zoods and inported nanufactured goods,

14, What wus the regional impact of this national strategy of development?
Did it tond to create simmificant dieparities among regions? Since the socond
half of the ninetecnth sentury, the Argentine cconomy had basod its national
oconomic dovelopment strategy on producing goods required to satisfy an ever
inorcasing foreign demand, To serve such a purposc, the esscntial resources
wore arable land with its concomitant physical requiremonts of climate and
water, and also an accesible natural porte Tho East-Centre rogion, partiocu-
larly Bucnos Aires, had the required natural resources to satisfy such a
growing demand: 92 per cont of the total heotares were planted with wheat,
corn, barley and flax, and 82 per cont of the livestock were in the East~
fentre region, Thue, Argantina followed this gencral patiern of regional
growth, Buenos AMros with its port was tho nucleus of an ag ioulturel hister-
land well ondowed for the production of a staple commodity in demand on the
world macket,

15. Bince good agricultural land was almost a free resource as opposed to
oapital being doar, the expansion of production was affected Wy bringing more
land into production and so oxtending the limits of the hinterland, Thi:
expansion of the hBinterland required incroases in social overhoad facilitics
in tho transportation systom, as well as inoroascs in the sise of the labowr
force, obtained hy stimulating international migration to Argentina, The
railways lines which fannod out from the port of Buonos Airos, making possible
the export of agricultural goods and the import of manufactured goods, conoen-
tzated 75 per ocent of its oxiinsion (1895) in the East-Con.re region. Moroover,
in 1925 about 83 ‘por cent of tho governmont exponditures in roads were in this
rogions® Foreign population reprosented 34 per cent of the total population
in 1895 and 35,5 por cent in 1914, and tho Bast-Contre region absorbed almost
90 por cent of the total immigration to Argentina. BSince more than 80 per oent
cf immigrants were in the working age groups, the quality and sise of the
labour foroe in the Bast-Contre rogion bonofited much moro than any other area.

6/ A. Bungo (1928) Roonomio Argentings Buonos Aires, Pel62e
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16 The developument of th: agricultusal heartland brought witn it an
increasing serieé o1 proc.:easing and sofviciné acgiviticé. Thus, the

Gynamic industrics of the period were diroctly related to the processing

or agricultuial inputs sush as nmeat—-packing, milling, wool-washing, and
quodracho exiract. Thesc industrics, concertrated in the East-Centre region,
abscrbed almost 90 par cent »" the investnonrt throughout 'le yeors 1895..0 1.
Financial, commercial and govornmental services were als» greatly concentrated
in this region becausc of the influonce of tkre nort of Buenos Jdires and the
location of the fedoral Jovernment irn the city of Bunnos dires. Alsq 70.7 per
sent of tho “ctal number of commercizl banks and 85.7 pr cent of banks
eaployces wer: ir the Bost--Gontze region.

17. The East-Centre rcgion was better linked to the rost of the world than
‘o othor regions within Arguntina. The other parts of tho country. isolated
from any favourable trado contact with tho dynamic region, concentrated on
production o catisiy local demands, Tho axceptions worc a few nationally
desired commcciltice, cuch as wine in Merdosa and sugar in Tuocumfn, But even
for those comroditico the income clagiicity of demand was rnot very high, thus
1iaiting the growth stimulus provided by oxporting them. This laok of national
intogration ard interrogiona! trade made it impossible for the growing pole of
Juonos Aires to *trensmit growth inpetus to tho othez“mgionsa

18,  In short, this poriod of the Argentina dovelopment was characterized by
strong polarization forecs working in favour of Tuenos Airac and as a actrimeni
to the rost of tho country, An even morc imporitant effoct was tlhat this
*ssource-dominuted expansicn of the oconony set the stage for the next period

?f devolopment by cestablisning a spatial cistrivution of warkets, socinl owvcr -
uead capitel, and labowr force, therefore conditioning the ncture of succoodirg
growth. Thus, 65.8 por cont of the total population in 1895 and 7344 por oent

in 1914 werc living in the Ecet-Contre rogion, which represanted loss thun onc
third of the total geographic areca of Argentina; 86 por cent (1893) and 70 per
ocont {1914) of the ccntral government public invostmonte wero made in this reg.cn.
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19, Until the 1930 world crisis, the strategy adopted by the Government,
based mainly on foreign demand and irflow of capital and labour, was succoss-
fully implemented, if we ncasurc this success in torms of the growth rate of
GNP and the rato of capital accwaulation. But the 1930 crisis affected and
changed the way in which international irade was operatinge Therec was an
excaess supply of agricultural products and cxcess dcmand for intermediate and
oapital goods, Sincc one of thec sbjectives in Argentina after the world orisis
was to presorve the income level, there was 2 transfor of resources in order to
adjust the structure of production to the oxisting situation. Henoe, Argontina
ombarked on o very important import gubstitution process and much more emphasis
was given to domostic demand, The share of manufacturing value added in the
total value added increascd from 15 per cont (1900-1904) to 19 per oent in
1925-1929 and to 30 per cent in 1957-1961, and forcign imports went down from
25 per cent of GNP (1925-1929) to 8 per cont in 1957-1961,

20, The relovance »f this new strategy to Argentina is more cloarly seen

when we consider in greater detail its industeialization pattern after 1930,

By dividing the period aftor 1930 into two sub-poriodl,1/1937-l939 / 1948-1950
and 1948-1950 / 1959-1961, it is obsorved that different branchos of the
manufacturing sector not only grew at differcnt rates when compared with cach
other, but also played differont roles in the import substitution process,

Import substitution from 1937-1939 to 1948-1950 was signifiocant in the "ighter”
branches of manufacturing (foodstuffs and beveragoes, tobacco, textiles, olothing,
wood produots, printing and publishing, and leather products), while showing

a lag in those branches that produced capital goods and intermediate products.
After 1950 import substitution of capital goods and intormediate produocts became
progiessively more important, Both patterns are shown in Table 1, whioh compares
the inorease in thc aggrogate valuc added of several industrial activities in
relation to the incroasc of the aggregate value added of tho wholo manufacturing
sector, Thus, while consumer goods industrios reprosented 59 per cent of the
inorease in tho aggreogate value of the manufacturing seotor in the first period,
this figure was roduced to 14 per oent in thc scoond period, This contrast is

MR

1/ Co o Du Alcjondro (1966) Etan
Interno No, 18b, Centro de Inves
Tolla, Buenos dires,

o. -; ﬁ_t,\'."..;‘
tigaciones ¥
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1927-1929/ 1948-1950/

1248-1220 1232210601
, 288 a2

Foodstuffs and beverages 6.6

Tobacco

Textiles

Clothing

Wood products

Printing and publishing

Loather products

Other manufacturing

Chemicals

Petroleum refining

Rubber

Stone, glass and ceraaios
MNotals

Vehicles and machinery
Kleotrical machinery and appliances

b )

S2upget Alejandro, C. Py D, (1966) Eianas ¢ aduat
Trabajo ::stmo No, 18b, Centro ¢ nw tigao
Instituto Torcuato Di hn&, Bueuoa Aires,
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arly cvident in the casc >f foodstuffs, beverages and textiles, which
18-1950 and aftcr that only 9 vor cent,

, electrical machinery and appliances,

more cle
represented 45 per cent in 1927-1229 / 19
On the other hand, wehicles and nachinery

and mc:als incrcased their £-tal sharc from 2l.6 ncr cent to 57 per cente.

2?1, Table 2 shows that by the mid 19508 the poasibility of substituting
oxhaustoed, and further import gsubstitution

had to come from intermcdiatc and capital goodse For the period 1950-1954,
and nining products accounted for more than

consumer godds imports was almost

metals, vohicles and machiaery,
half of thc total imports, and the possibilities of substituting imporis by

inoreasing domestic production of lighter industrics were vory small, sinoc

most goods importod wore itoms which could not be produced in Argentina or

wore itoms necessary bocausc »f bartor agrcoments.

22, Thesc changes in b>th demand and supply conditions which appeared with
the import substitution steategy influcncod the new stage of regional dovelop-
mont, The goographic distribution of markets and overhoad facililiocs governed

the location of industrics brought about by the stratogy of substituting imported

consw.or goods by domostic productions The major markets wore concontrated in

Buenos Airos, CArdoba and Santa Fé, Tables 3 and 4 show that most of the
consumer goods industrios were conoentrated in Buonos Aires (including the

fodoral capital), Foodstuff, beverage and toxtile industrics, which absorbed

almost half of the incroasc in t»tal national value addod in manufacturing

in 1927-1929 / 1943-1950,were concentrated heavily in the Eanst<Centrc region.
cod its sharc in the total number of foodstuffs and boverages

This region redu
ostablishmonts from 80 per cent (1935) to 72 per cent (1953), as well as in the

total number of workers from 54,9 nrer cent (1935) t> 73,1 por cent (1953), since
thosc industrics tend to locatc near urban cities which were growing in sise
throughout the country. On the sther hand, toxtile industries were almost
oxclusivoly concontpatod in tho Bast-Contrc rogion, isC.y MOTe than 90 per oent
of both total number of ostablishmonts and workers were to be found in thie
region, particularly in metropolitan Buenos Aircs.

23, Tho industrialisation procoss until the mid 19508 indicatos that

Pucnos Aires did profit from the Hirsohnan “polapization offect”, This region
grev until 1930 beoausc it had the natural resourcos (in torms of appropriate
and fortilo land, as woll as o natural port £or tho oxit of poods) required

to satisfy foroign domand, later, howovor, the agglomeration occonomios, built
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Structure of Imports as
merchandiso percentages of
imports as the sum of the value
percantages ‘of domestic production
cf total plus imports for each
Poodstuffs and bovoreges 1o/ ' 240
Tobaocoo 0o! 0,2
Toxtiles T 8,2 8,3
Clothing 0s3 (¢19 ]
Wood and its products ' %l T 1643
Paper and cardboard 36 2l.1
Chemical products ’ * Ted ) 4.1
Petroleum refining Te6 1643
Rubber products ~ , 13 1149
8tono, glass and ceremios &1 Te?
Netals 18,6 . 259
Vehiocles and machinery 21,5 28,6
Blectrical machinery and
appliances e . 38 . ' &-5
Other manufacturing 1¢9 1646
Nining products S 130 . . 57.8

P ‘!‘P:hie, e Te Do (1966) Rigag

Instituto Torowato D mn. "Buonce Airese
o/ Inoluding wproceseed foodstuffs,
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up during this first stage of dovelopmont, stimulated the location of those
industrial activities induced by the national 1mport'substitut10n strategy.
This industrialization proccss, primarily concentrated in metropolitan Buenos
Lires, had unfavourable oquity effects on the sther regions, sinco they now
had to buy regional manufactured goods produced bohind ncwly created tariff
walls instead »f similar goodo which uad previously beon imported from abroad

at lower pricese

04, The regional growth impotus provided by the national strategy in a given
rogion will be simificative if the final and intermedinte domand for its reo-
gourcos has a high incomo clasticity, cxtensive poographic backward and forward
linkageos and a high domestic regsional income multipllcr.8 The demand for food-
stuffs, beveragos and toxtiles has monerally a low incomo olasticity of demand.
However, the trade barriers imposed after 1930 on imports of thesc commodities
created an immediatc domestic vacuum whioh was filled by national production.
Thus, its production during this stago of developmont had a crucial dynamic
role in promoting national growth and algo rogional growth for the supplying
rogions, A preliminary studyg/of forward and backward linkages of the Argentine
econory using the 1950 national input-output matrix, shows that the textile
sector is ranked first in terms of both linkages, If thesc linkagos are analysed
scparatoly, the textile sector, particularly apparel, is ranked first for its
forward linkages, which were googpaephiocally agsociatod with motropolitan Buemos
Aires, but only fourth for tho backward linkagos, whioh were not completely
associated with Buonos Aires. Thus, the expension »f the toxtile industry in-
croased the domand for resources in the primary producer regions, but since they
were only ongaged in processing the inputs for tho first stage of induztfy, this
rosource bagso did not induce the location of any important linkod activity in
those rogions, Foodstuff and beverage aqtlvities were ranked third in térms of
both linkages, but in this case had much stronger backward than foruard linkagaa.

§/ H, Perloff and L. Wingo Jre [n.d.% "Natural Resources Endowment and Regional
Eoonomic Growth", in J. Spengler Bd.) Natural Resources g »sOgonic Growth,
and reprinted in J, Friedman and W, Alonso (I e :

W, MIT Pross, Cambridge, Mass.

J. Sakamoto (1967) Me a8 repercusiones dol
sobre la economfa: Un apAlisis criti o]l modelo Ba
y Centro -e nvestignciones Hcondmicas,

i
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Both linkages for the production of foodstuffs and beverages were almost

entirely associated with Buenocs lires., Finally, the raegional income multiplier

in the Bast-~Centro re;ion was supposedly high owing to the now emphasis on
domestic expenditures as well as tho self-sufficient economic structure of
this region,

25. In short, the Past-Centre region, particularly metropolitan Buonos Airocs,
was able to grow during the first threc docados ~f this century because it had
the appropriate resource ondowment ncoded to produce for export markets., The
income thus generated was partly spont in this regiin, which stimulated furthor
growth, and partly spent on imports from foreign countries, This pattern of
growth increasingly expandod the major urban centres of the oountry, developed
local markets, expanded the rogion's sncial infrastructure (public and private
oapital), inoreased skilled labour and servicing institutions, all of which
enhanced the attractivencss of this aren because of the external economies
derived from this agglomeration of resources, Tha change in the supply pattern
which oame after the world orieis in the 1930s, in addition to the domestic
production of previously imported consumer goods, made further growth possible

in the Bast-Centre rogion bocause it had the "appropriate resources" required

by the now compositinn of final and intermediate demand, ae woll as the mutual
reinforoement of linkage and multiplier offoots. Thus, after 1930 we can obsorve
a deepening of the heartland economy built upon the geographic pattern of
activities brought about during the export-base regional dovelopment poriode

26, Rogional growth in the East Centre region has been promoted first by its
ability to produce staple commoditiee in high demand on Ruropean markets and then
seoondly, by oxporting to other regions consumer manufactured goods proviously
importod and nationally wanted, Howover, the expansion of this region after tho
19508 would have boon slowed down if its developmont had continued to be based
on production of agricultural and manufactured consumer goods, which were
hindered by their low income elasticity of domand, The 1955 consumption
olastioity of demand for foodstuffs supplied by the agriocultural sector (fruit,
milk, fish, vegetablos, eto,) was 0.4; for foodstuffe and bevorages suppliod by

the manufacturing sector it was also 0,4, and for textiles, 0.75.£Q/

10/ Naclones Unidas (1958) El1 desarrollo gcondmico do la drgentina, volel, pelll.

(Sales No, 59.11,03,)
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Rapid advances in the post-war perind in tho East-Contre region would have
roquiraed changes in tho product-mix of the rogion and tho production of
natiosally wantod oommoditics with high income olastioity coefficientss In
sther words, the continuation of tho growth stimulus in the East-Contre region
dopendod vn the ability of finding now rapid growth goctors complomenting the

oxisting slow gr.owth scctors,

27« The rising porp gapita income throughout the country was continuously
ohanging tho structurc of tho national final demand bocause of the difforent
income clasticity of demand for goods and services, In 1955 ohomical products
had an clasticity anefficient of 2,0, oil products 2,0, rubber 1,60, machi

and olootric appliancos 2.4, vehicles and machinery 2,0, metals 1,60, oto.w
Thorefore, the continuous expansion of the Bast-Centre region would have ro-
quired changing its industry-six by attracting somo of this large-soale
{ndustrios, and/or making more dynamic the domand for the already ostablished
industries in tho rogion by stimulating foreism domand, But these changes in
the final domand structure camo together with balance of payments problems whioch
{nduced Governmont polioy makors toc sot up A new national strategy based now

on the import substitution of intermodiate and capital goeds, This secoad stage
of industrialisation, which took place aftor 1950, dovolopéd industries such as
vehiclos and machinory, cloctric machinery and appliances, motals, chomical and
petrochomionl products, The oxpansion of thosc industries absorbed 66,4 per oent
of the valuo added in manufacturing in 1948-19%0 / 1951=1961 while only 26.4 per
cont in 19271929 / 1948-1950¢ - - .

28, The East-Contre rogion was ablo to attract most of these industries
becausc its market coincided with the centre of gravity of the national mariet,
and boocause of the external oconomios obtained from tho agglomeration of indus-
tgdes and social overhoad investmont. Both factors provided this region with
the economio environment most conducive for sporating as the attraction pole,
If Argentina instoad of embarking on this procoss of import substitution, had
adoptod a different strategy of importing these non=durable consumer goods and
stimulating as oxports to foroign countries the commodities produced in areas
other than tho East-Coniro regivn, the goographical impact would have been
difforent. Orowth in the Bast-Contro rogion would havo been much loss dynamio

A/ Ihkd-
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because its industry-mix wag basod on groas with inclastic demand, while
development would have taxon place in those regions with {00d regource
endowments to satisfy this newly created forcism demand. Thorefore, the
stratogy of import substitution made furthor srowth possiblc in the Fast-
Contro region by attracting production of commoditics with high income

clasticity of demand,

29« This now pattern of industrial dovelopment alsy had significant offecta
within the East-Conire regione Until tho mid 19503 the attraction pole for
now industrics wns motropolitan Buenos Aires, mainly bocnuse the interplay of
resource and non-rosource advantages stimulated polarization forces in ite
favours But the contral Covornmeont investmonts in the East-Contre rogion's
inlrastructure did not prosced at the same ratec as the demand for its services,
Tho shortage of socinl overhead investmont in motropolitan Buenoe lires was
particulérly relovant to elcetrical supplys, The lack of government supply of
this servioc led industrial enterprises to obtain private generators to supply
their own olectricity, Industrial firms had to decide in the carly 19508
whother to locate in Buenos Aires and to take care of tho additional nceded
funds for invostmont and rolated oaatalg/ in avoiding riskc and lossoes when
cloctrical supply is rationed, or to licatc in annther arca with an oxcoes
supply of eluct:iciiy. Cérdoba was a region with an oxcoss governmont supply
of this service, A\ survey conducted in Cérdobn on the motives for locating
there of manufacturing firms employing more than 40 workers indicates that for

vohicles and machinery industrics, first priority was given to availability

of eloctrical supply anc third consideration to proximity to the consumer
market, Hence, for this type of industry, assuming a propus iransportation
network to doliver produced itoms to demanding aroas, the investment deocision
was influenced by the oxcess supply of government clectricity. In the decision
whether to invest in Cérdoba or in Buecnos Aires, the additional needs of

investmont capital, the cost involved in supplying one's own electricity, and
tho risks of elcctrical supply being rationed seem to have weighed much more in

_ o
8elf production of oclectricity consumes 10-15 per cent more calories per k¥h
than production of clectricity by covernment powor stations and it may re-
quire in some cases double capital per kW installed than the capital per kW
required in government power station, Maciones Unidas (1958) El desarrollo

goondpico de la Argentina, Vol.l. (Salus Noe 59.11.G3.)
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comparison to the trangporiatisn costs OF finished products to the markets,
and the import costs f itons from the port f Ducnos dires oOr Rosnrio to

l 3
CArdoba,

30, Jntil the early 12508, the main indugirinl netivities »f the preovince of
CArd-ba were ralaad to the productisn T consamer ,»>ds such n8 beer, flour,
and lenthers Orl; tw o capital rois indastrice were cperating in the region:
the productin ~f nireradt for ailitary purpscsces {PMAorica Militar de Avianos),
and workshops {.r repairing railwny enrines end freight cars (Tallores dol
BeFerposarril icl Dstads), Tator the covernment cnterprisc TLAME (Industrias
loronfuticas y lecAnicas dcl ngtndy) converted the iadusiry for the production
of airerafts €.r nilitary purpeses intc an industry praoducing for the market
automobiles, tractors ~nd motursycleds iAfter 1953, tud new importent foreign
olt/

A
entorpricos 1icated in the eity >f C3rdobat Kaiser Industiric % for tho

production >f automobiles, and PIAT for the production >f tractors, automobiles

A}/ In Cérdoba thore ore industries which supply their own electricity, but this

is the rosuli of genoraturs installed before tho industrial boom that took
place aZter 1757, in the nreas »f flour milling, beer production and comont,
The olectricity for now plante l>oated aftor 1957 is provided by the provin-
cial (overnment, For oxample, Kaisor did =2-t cven install a generator for
omergenty pursaess The following table shows that the rapid incroasc in
oloctricity domand by industrics wos tasically satisfied by governmont supplye

Year Governmont supply Autogeneration Eloctricity consumption
(thousands >f kWL) (thousands of k¥h) by industry

1958 Gle 414 42,001 106,475

1959 T2:077 4 162 116,541

1960 534 869 46,059 126,928

1961 98,3€2 414399 145,741

Soyrcet Re Colome (1964) "Consume dc onergfa cléetrica para usd industrial
en 1a ciudnd de Cérdoba", Ecopomfa do Cérdoba 2(1).

W An important eloment in the decigion to loocate this industry in C4rdoba was
that LUE (now DINFIA),which was oporating in Cirdoba, participated in the
operation at a cost of 3¢) million pesus, Kaiscr invested 8 million dollars
in machinery, cyuipment and parts, which at the existing oxchange rato was
oquivalent to 115 million posos. LUE partioipatod with 80 million pesis in
machinery and parte, Finally, it was agrood that the remaining part of the
‘capital (165 million posos) would be obtained in the stock exchango from
private investors, Besidos this, Keiser reccived o 10 yoar loan of 200
million posos from the Industrial Bank ¢o build the plant and to soquire

equipment,

|
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and later locomotives, In 1961, Cérdoba produced 12,3 per cent of 1ha natiovaal
production of automobiles and 43 ver cent of the aatinonal productisn »f trastors,
Evidently, the concentration of these industriss in CArdobn had a hish location
linkage offect with sorvicing industries becausc they are the terminal products
of a production sequence. Als3, the big metzl-using manulfacturing industrics
are among the most rapidly growing scctors priixxil;s besau.e their produc.g,

at the level of [linal demand, have a high ineome clasticity »f demand.

31. The development »f ansther industrial pole in South Santa F& in the late
19508 was not the result »f any cxcess aupDIJ °f s.cial overhead capital vie-A-vie
other regions in Argentina as in C)rdoba, but rather because »f the avnilability
of resources important for chenmical and peirochenical plants, i.c., the utili-
zation of inputs from the il refining plant in San Lorenzo (which in 19601 was
the second largost plant in Argontina), ard from the new pipe line for »il and
gas Campo Durdn - San Lorenzo, South Santa P& also attracted other capital-
intensive industries related to previous developments in agricultural machinery
roplacement and mechanical production activitics such as tractors and automd-
biles. Sevoral factors, sthor than the availability of natural inputs, made
the attraction of now industries to this region possible: accessible important
ports (Rosario, Santa Fé and San Lorenzo); the second largest urban nucleus

in Argentina (Rosario); no shortages of clectricity; proximity to the largest
steel plants in .rgentina (SOMISA and Acindar); and a ponl of skilled labourers,
technicians and professionals. Table 5y which gives the nsutput capacity of
petrochomical plants in 1965, clecarly shows the high concontration of petro-
chemical production in San Lorenzo (Santa Fé6).

32, In short, the now pattorn of industrial dovelopmont based on import
lubctitution of intormediate and capital goods industrios not only further
developed Bucnos Airos but also creatod new poles: Cérdoba and the south of
Santa P8, Until the mid 19508, thesc two states worc primarily anricul tural,

but with the now patterns of industrial developmont, CSrdoba and the south of
Santa P§ changod their econonic structure, owing to the location there of now
plants for the production of automobiles, tractors, chemical and petrochemical
products, etc. Table 6, which shows the regional distribution of the total
labour foree in primary, sccondary and tortiary activitics, indicates the changes
that these provinocs faced, Thus, while in 1947, agricultural activities in
Cérdoba and Santa Pé had a greator sharo in total labour foroc than monufacturing,




Product

Ethylans

Propylense
BTX

Nethanol

Table §

output ¢ ciﬂc of

g terggise

Ipako
Duperial
PASA

PASA

PABA
Fabr, Militar,

Atanor
Gasco

(tons)

trochemical plants, 1

Location

Buenos Aires (Ensenada)
Santa Fé (San Lorenso)
Santa M6 (San Lorenso)

Santa ¢ (San Lorensgo)

Santa M (San Lorenso)
Buenos Aires (Campana)

Cérdoba (Rio Tercero)
Buenos Aires (Pilar)

Sants F¢ (San Lorenso)
Buenos Aires (Campana)
Santa Fé (San Lorenso)
Santa P¢ (San Lorenso)

Output
capacity
to

11,000
21,000

Lad00
394500

5.000
42,000

24000

50,000
10,000

a0
264300

32,000
13,000
14,000
15,000

tametos (1966) laiautitia
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the rovorse situation was truc in 1960, Santa F€ and C4rdoba had in 1947
approximately 36 por ceat of the labkour force in agricultural activitios and
about 22 per cent in manufacturing, while having 27 per cent and 32 por oont
respectively in 1960 Another roforence to this pattern is given in Table 7,
which shows the regional distributi~m of the total number of industrial cntore
vrises and of total workers .. 17953 nnd 1763, Cfrdoba and Santa F& wore the
snly regions which increcased their participation in this poriod. Thus, for
Cérdoba tho numbor »f industrial firms incroosed from 10 per cent (1953) to
12,6 per cont (1963) and for industrial workers from 5. por cent (1953) to
7+4 per cont (1963)s The attraction »f machinery, metals and petrochomical
and chomical industrics t> Cérd>bo and South Santa FS made further growth
possiblc in thosc areas, On the "ne hand, it was accompanicd by a cortain
amount of inducod manufacturing growth dircotly relatod to those industrios,
and on the othor hand, through the regional multiplior income offect of the
new activitios, thc local markets were oxpanded ‘and new possibilities wore
oroatod f£or market-orionted industries, producing itoms for regional final
dotand,

3}, This procoss >f regional growth within tho East-Centre rogion stimulated
even morc zrowth within it, The diffopent arcas were further intograted by
divereifying their oconomios > make thom "ore complementary ly developing an
extonsive tramsportation netwirk incorporating all »f the states in tho Bast-
Centrc rogion. s a result »>f this regional pattcrn, sclf-sufficienoy within
the Bast-Coen®rc regin was cnhanced, curtailing the possibilitios »f radiating

unploasant offects acriss the ontire country.

14, For somc industries, the prospocts of rapid profits from the assembling
of imported parts, the large unfillod oxocoss domand owing to a long-time re-
striction >n imports, and the high tariff protection (imports of automobiles
and tractors wore forbiddem) stimulatod several produccrs to start business,
producing at very uneconomiocal scales In 1962, thorc wore sixtoon automobile
and fivo tractor firms operating in the market. It socems of intorest to analyse
the results of this procoss with respect to tractor production, We chcose
trectors becausc the availability of data allows us to answer interosting
questions dealing with regional oconcontration, particularly the rolation between
coonomios of sosle and transportation costs. Argentina has five tractor
producors, two Jf which are looatod in Buenos Aires, ono in Cérdoba, and two
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(percentages)
Numbor of
Ragion - gstablishments Nogkers
223 L6 Add 128
SapicCuaine S2ai 82l Shab  Edad
Busnos Aires 57«9 52,5 66,8 63,4
Cérdoba 9.4 12,6 S5e¢4 Te4
Santa M ’ 11,5 14,0 Do 2 99
Other states 3.6 3.6 22 2.7
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wm Aires, '

Pa' 1%3 - Dtnootén hoiaml de Mﬂim y Censos, Congo

o Muﬁn construction in 1963. since it was not possible %o separete Shis
item,
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in Santo Fé. Tho distribution of total output in 1960-1964 was 44 por cont in
GSrdoba, 3C per ocent in Buenocs .dires and 26 por oont in Santa Fé. The demand
for traotore i als> groatly concentrated in these regions: 70 per cent of the
total stock o>f tractors in 1960 was found in thosc throo provinces (Buenoa

Liros 33 por cent, Santa P8 20 per cont and Cépdoba 17 por cent). It wculd

gcom that producers located ti.csc onterprisos close to the consumer market in
order to save on transportation costs of the finished prodm::t.]'6 Howover, in
ordor to appraise this location pattern, we have to considor not only transpori-
ation costs but also coonomios of scalc derivod from the concentration of total
production of tractors in ono pla.ntﬂ-/ wherover the goographic location, assuming
that othor production costs do not vary among rogions. If ecconomies of scale
are greater than transportation costs, then it pays to concentratc total pfo-
duction in ono ontorprise. The final location, of coursec, will depénd on regional
variations of production costs components as well as transportation costs for
both the finishod products and inputs. Thore i a study of the tractor industry
which givos the short-run averagoe cssts funotion for oach tractor producer, for
given plant liml,’ and the long-run averages costi function for the whole
h\dunry.m From this study we are able to ostimate the 1964 demand for

14,000 tractors, Tho avorage costis for oach stato worc as follows:

Cérdoba 724,628 posos per tractor of 50 HP
Buonos J\iros 196,937 pesos per tractor of 50 HP
Santa F§ 936,747 pesos per tractor of 50 HP- ~-=-~ °~

A3/ There were othor producers who discontinuod their production of tractors.
One of them, located in Buonos ircs, was included in *his regional distribu-
tion of tractor produotion, et .

1§/ During tho first yoar of tractor production most inputs wora imported, In this
case, Buonos Aires and Sante F8 were bottor locatod booause they havo ports ‘
which reduced domestic transportation costs of inputs, Now tho situation aight
bo differcnt as most direct inputs come from domostic production, f

There arc other aspects to be considered in this case such as monopoly
rogulations otc,

J, M, Dagnimo Pastore [n.d.] L indust actor an la Argonting, 3 volse,
Trabajo Intorno No, 21, Centro do mac v AT uto Torouat
Di Tollae

;

;
i
;
{

In order to obtain tho avorage cost for those statos with two producers, wo
woighted tho average cost of each firm by their share in total output of
tractors, '
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35. If it is assumod that total demand for 13,000 tractors is supplicd vy

onc producer, thc average cost ohtained from the long-run cost curve for the
whole tractor industry will be 631,475 pesos, Comparing this latter cost with
the avorﬁgcs of short run costs for all producers, which is 818&,710 pesns,
thore i a decreasc in costs ~f 30 per cent, This cost reduction is due to
economies of scalo, and oxceeds by far transportation costs between each of
those atatos.gg/ Thorefore, the decision to have difforent tractor production
centres, instoad of contralizing thom in one region, can be questioned on the
grounds of officioncy, since wo wore not able to benefit from economios of scale,
However, thie decision might bo consistent with the equity goal of croating now
"poles do croissance” in order to obtain a more ocqualized regional distribution
of income, Tho samo typc of considerations could be applied to automobile
production, which is ulso rogionally concentrated in Buonos dires, CArdobn and
Santa F§,

Interregiona) trado in irgentina
36. Regional growth is not ovenly distributed within a country, Some regions
are able to grow more rapidly than othors, The cumulativc causative growth
process that gonorally takos place in tho dynamic arocas may sprcad favourable
offects to othor aroas, helping in this way to close the development gap between
tho already industrializod arcas and thc backward rogions, Growth can be trans-
mitted from the dynamic to thc stagnant rogion by factor mobility and intor-
rogional trado, If thc backward rogions are complementary in their structurec
of production to tho growing regions, interrcgional trado may transmit growth
stimulus from tho growing to thc backward rogions, If tho dynamic provinces of
Buonos Aires, Cérdoba and Santa F&, have to roly to an important degrec on goods
produced in other regions for their own cxpansion, thon growth will bo stimulated
in thoso lattor rogions,

20/ Transportation cost by railroad for a 50 HP tractor is as fllowst
Buonos Airos - Rosario 3,570 posos por tractor
Buenos liros - Cérdoba 5,530 posos por tractor

21/ Indoed tho advanced provinces oxpanding demand for othor rogion#® produots is a
nocessary but not sufficiont condition of growth in backward regions, This
growth will dopend to some oxtent sn the short-run supply olasticity in the

. lagging regions of the products boing domandod, If it is low, pricos of those
goods domanded will inorcasc and induce the growing regions. to produce by them-
solvos those products and/or import them from foroign countries,
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37, Howovor, it is quite possiblo that the advanced regions, bocauso of location
advantagos, might producc for thomselves most of the itoms required for their own
oxpansion or they might import from sthor countrios what is nocessary. If this
is the casc, the remaining rogions will bo isolated from any trade contact with
the advanced rogions, and tho cxpansion that they are oxperiencing will not have
gtimulating offocts on the lagi;ing regions. The %rickling-down offects originatoed
in the growing rogions will not operato and the lagging regions will only be

exposod to the advorse polarization offecto,

38, This report will develup a rogional model for ‘bgentinwg-a-/ with the purpose
nf showing the extent to whioh oach region has incroasod its output booause of
a) an increase in the domand for its products, assuning we keep constant intor-
rogional trade pattorms,and b») an incroase originatod in gains from intorregional
trade either by inercasing exports or roducing imports., This model will help us
to isolate the "intorrogional trade effect”. The first step in such a modeol is
to estimate tho increase in oach region's final demand for commodities and
sorvices, and them computc ocach region's increase in production owing to the
chango in the bill of goods localized in each regione Thus, the increase in
cach region's output will be tho rosult of two offocts: a) tho demand offect,
whioh indicates how much of the increasc in each region's output is due to an
inoroasc in the domand for tho products from tho givon region and/or from other
rogions, assuming that tho intorrogional trade channels are not changed; b) the
trade offoot, whioh indicates tho increase in each region's output due to a
ohange in rogional supply pattorns, In other words, the trade effect measures
changos in oach regicn's share of the national market wherc a given region is
able to incroase its exports to other rogions and/or reduco its imports from
other rogions,

"39, Tho inorease in regionﬁl output will be determined using the Caenery-Noses
intorrogional input-output model. The total output of commodity i in region g
(Xf) in period O is oqual to tho salos of this commodity to all other regions,

For o vory similar model soc He B, Chonery (1962) 'Development Policies for
Southorn Ttaly", uArterky Jouknal of Eoogomiop I6(4).

For a moro dotailed analysis of this model, and its relation to other inter-
rogional input-output versions, lae, M. S, Brodersohn (1965)
Inpy : rgonting I gy, Trabejo Interno No, 3, Uontro




s

ID/19Ge 9/6

Page 31
including that part which remains in regisn k (ka(O); K = 1y00e,n8
n
4 Qe .
xi(O) =~ . X?((O) l = l, see ¢y N (1)

40, The interrogional sales are determined by the following structural
oquations

- g8 k

xP0) = & (0) ¥ (0) (2)

where sfk (0) is tho trade coefficiont (the proportion of total demand of
commodity i in region k which is furnishoed by region g in period 0), and

Dk (0) im tho total domand (intormediate and final) of commodity i of vogion
k in poriod 0,

4l Total domand localized in region k, in turn, is dotormined by the
following expressiont

Dl: (0) .I“:‘f‘ ,‘i‘j (0) x‘j‘ (0) + Yk (0) (3)

whoro a, J(0) is the standard input-output ecefficiont and r“(o) is the final
demand for commodity i in region k in period O,

42,  Bubstituting (2) and (3) in (1)1

OB e wm S ORI IR0  wanll SO (OF0

i'.j“l. ers 0
g'k‘l, ees N

43« In matrix notation X, will be the regional output vectory, B_ the trade
coeffiociont matrix, A tho input=output coofficient matrix; and Y the regional
bill of goods vector in period O, Thus, the sot of equations (4) can be stated
in matrik notation as followss: .

X, = (82) X +8, Y

=1
XO- (I—(SA)Q SQYO

\ ,
44  Regional output in period ¢+ oan be disaggregated as that part which is
derived assuming no ohange in the tredes patterns from time O to time t, and that
part which comes from o 8 in trade patterns (AS):

-1
Xt "] - (BA)O

-1

8, Y, + IT -4 (sh) /XRA
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Ale The change in rcgional output from period 0 to t, will ﬁEpn bo!

’ N 4 N,
= -1 ' |- 1
X = X =X = I- (SA)(J 5, Y, + (T - (s3) a8, - I - (s,\)O 8, Y
s \ -]_ o 'M ‘ T -1
OHX = ‘\I - (84) 5 oY+ | 7 -o(s.d NS Y, (%)
-~ ‘ ! ) i

46 The first icrin on the right hand side of oquation (5) will give tho

change in onch verion's 2uslot oilng to & changu 1o ol svglonts Bill of (.o’ ar-
puring no change in pr.inal Lopt rrutesas (Aemr: i u2fcos); and tho second Sern
will give il ob:ar- - Wb "o nocaznns in Aba fter o onal vreno st tur :%vade_
offoct). This tyne of amelyair will allow us to cstimate the extent to whioh |
srowth in regional output is cither derived from a normal rogional pattorn, such

as that given by a proportional change wiih rospoct to final demand, or fronm a
ohange in supply cocfficionts. Those lattor okanges can bo troatod as a policy
variablo and fusure regional development policy:may be concorned with changing

tho past intcrregional supply pettorns,

AT. This model has hoen applicd to Argontina for‘thc period 1953—195934/ in

order to ecxplain past regional growth and honce t0 drﬁw conclusions for cvalua=-
ting future policy. The nodel Jctormines changes in output in twolve seotors

and five regiona.gi/ Pogsional aggregation diffors {rom that adopted for the
historical analysis sincc the data was alrcudy agecrepatod in a differont form,

and roclassifying it would have beon & vime conruming work beyond the soope of |
tho paper. Tho mein cifferénce is that Cérdoha i nov inoluded in the East-Centre ;

24/ Wo have usod thie poriod hesausc interrogional trade fows arc aveilable only |
for theso two yoars. wee He Gruppe gt al. (1962) ﬁg;evag%cnto de la estruotura}
jopal Argontipa, Inetituto Torouatn Di Tollaj Consajo Iederal do nvors%onesi
i19g§e ases_para_ol doqgrrolyg15mggag}_3£ggggigg, Buonos JAires, and M, 8, ,
Brodorsohn (1965) }g;}pﬁorrewgpnnl.%ggut—ggiggg,égglxsis of the q;ggqg%gg ,
Tconomy, Trabajio Tntorns No. 9;_33h To do -nvostigaciones Bconomicas, Institutof
Torcuato Di Tellae. ‘thc use of 1659 as tac terminal year is unfortunate since
in this yoar the por copita GNP wont dowa hy 4.6 par ceat.

gﬁ/ Lator in the study we have ageroematod the rosults for sectorial output in broad]
catogorios and have excluded from the anulyeis constructions and services, bo- |
cause wc have assumed that in thore soctors ecach region total domand oquals |
total output, and hence trade coefficiente were assumcd oqual to 1 for tho pro-;
ducing region. There is little sonsc in anelrsing the net gain or loss for a
rogion owing to thc trade effect of a commodity, which is not subjoot to intor-
rogional trodo. D. B. Houston (1965) "Tho Shift ond Share Analysis of Regional
Orowth: A Critiquo", Sovthern Boomonic Jowral 33(44578-9
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region, Provincos were aggregnted as follows:

Centre: Capital Federal, Gran Buonds Aires, Entre Rfos and Santa F&.

Wost : Cilrdobo, La Rivja, Mendoza, San Tuan and San Luis,

North : Catemarca, Jujuy, Snlta, Sentiaro del Betoro and Tucumén,

Bost : Oorriontos, Chacn, Formosa nnd Misiones,

8outh ¢ Rest of Buenos lirce, Chubut, La Pamna, Rio Nogro, Santa Cruz
and Tiorra del Fuego,

A8, Table 8 is an intoresting doparture priat for the analysis because it
comparos the estimatod inaweame in ocach region's cutput, asemming there is wo
change in the interrogional trade patterns and the increases in oach region's
obsorved output, First, it shows that only tho Contro and %est regions have

an actusl incroaso in production of commodities subjoct to interrogional trade
groater than the national average, Probably il Cérdoba had boen oxcluded from
the West region and included instead in the Centre rogion, as was dono in the
historical analysis, the lattor rogion would have remainod the only one with an
increase in actual production greater than the national avorage, Sccondly, the
Wost rogion cloarly shows that o significant part of its total variation in
cutput is explained by a favourable chango in tho intorrogional supply pattorns,
Cdrdoba is probably the rcason for this change bocause it had a eignificant share
in the production of nationally wanted commodities suoh as automobiles, tractors,
chemical products, The opposite situation is found in the Contre rogion whero
the change in demand with the existing supply pattern explains thc whole of its
increase in regional output, Actually, thc demand prediction for the Centre
region is too optimistic because it cxocods actual increase. Third, the situation
in the Bast region is more dramatic bocausc actual production has dooroasod owing
tc both the domand and trade offoct boing more influential than the socond offoot,
The North region has also a regional pattorn vory similar to the Bast rogion,

ﬁ/ This analysis omits changos in factor use and priccs.s Changes in each of the
variables arc moasured in oconstant prices, which precludes any cffect of changes
in the torms of trade betwcon regions,

These commoditios are usually called "national scctors® beooouso for thom total
demand and supply balance ohly over the national market. On the othor hand,
looal sectors are dofinocd as those in which domand and supply are balanced over
looal markets, Thesc lattor commoditios aro not included in Table 1,
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The North, East and South regions have been lagging tehind the le:ntre and Vest
regions because production in the firat *hree reriona 18 preatly concentrated

on commodities with an income elaeticit: of demani much less thar l« The
vpposite holds for the Centre and Vest regions., [abl» J allows us to maxe

a clear judgement shout this pattern., The Centre ana kest varticipate with

9% per cent of the increase in the natiornal supply of prod.:ed gools which .ave
an income elasticity of demend which is substanticlly sreater than 1. On the
other hand, they supply 5€ per cont of the rational production of consumer goods.
koreover, the waight of agricuitural oroduction, which has an inelastic elasticity
of demand, is much highc™ in %he three lagging regions than in the Centre and
West regions,

49 The principal result of changes in ths interragional trade patterns of
manufacturing has been to increase the share of the Centre and West regions in
the national supply of these commodities, If we had included Cérdoba and the
rest of the province of Buenos Aires in the Contre region, the results would
probably have shown a further gain in the supply pattern of this latter region
at the exponse of all other regions, increasing in this way the development gap
‘ween this advanced region and the rest of the country, Bucnos Aires, Cérdoba
and Santa P§ are almost solf-sufficieni, i.e., they arc able to supply for them-
gelves moet of their own regional total demand., These provineas concentrated
30 per cent of the ontire country interregionsl trade in 1959, and if we add K
slondoga, Entre Rfos and Tucumfn, we find that 37 per cent of their total domestio
sales nocour within their own provinces, and the remaining 13 per cent are
shipments to the cther provincel.gy This situation clearly shows the high
degree of interconnexion existing tetwocn veiy few provinoe , while the ro-

maining ones are almost isolatcd from any trade contact with the growing res Hna,

50 In short, the analysis of trade rclationships in Argentina shows that

unless there are bagio changes in the regional supply pattern, the lagging rogions
will be left without any favourable trade oontact with the oxpanding regions, A
&roator degrec of complement should be found in order to fully iategrate the
national market. Regional barriers to trado and faotor flows have to be eliminatod
in order to make possible the oommunication of growth stimulus to lagging regions,

28/ Consejo Federal de Inversioncs (1963) Bases para el desarrollo regional
Argontino, Buenos Aires, 85-105,
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51« Regional growth 4 ereatly influsnced by the changzing pntterns of
national demand nnd “he otote of tocnmelog ard orgarisziion,  Each region
13 subjec* to aiffaront CTAT T AT s b SLs YeEeuLea

endowments considerad wpropriate Jor tle chwising nottorns of aational demand.
“he first stage ot naiional development also #ve risc to tne rirst geoyraphicnl
etructure for the country. “rawih *ock olace irn the Dast-Centro rcgion becauso
+% had the appropriate »essunce crdewmanis, e.e. aratle 1and and 2 natural port,
nzeded to eupply tne s:anle comroditios in worii1 demand, This stage of regional
mrowth is arnracters of Dy production sypccialisation of primary activitics. Tho
cecond 2tage of regional aevelopment wae ird iuonced by the spatial set up Juring
the first stage, in tevms of gige of unrkets, escial overhoad investmonts, otc.,
a% well as bty tle new atrat 3y o notional develcpaont ~dopted after the world
erises in the 1930s, Thts, thoe Msgt-Centre segion then grew un because its
TeEourcee ano non-resource rAviaiages were rpprorroiate Lo supply the proviously
juported consumor gooce. This vattarn i»duced in this rogion, particularly
L2tropoiitan Puenoe Aires, 2 high concen ration of ciupier branches of industyrial

wtiritics, suck .8 foodstu™fs '.nd horerages, textiios, ~nd leather.

5¢-  The third stagc of regional growth wae nlso comratible with changes in the
corpogiiion of natiomal rinal wé intermicinio demand nd in the existing agglom-
~rtion ©f population, ecoromic n~ctivities .rd :.:aei_r,l ovrerheni. facilities in the
“ast-Centre region, Ty :he nid 19508, @r:wih no longwr continued to be Aynamic
in the East-Ceatr: region n.cavse itn Lndusirial compos.tion was based on
activities producing gacds with “ow incoe el siicity of demand, Further growth
required sithar the oontinvsus ~ttracticn of nev nctivitics, even from declining
incustrion, or chunpes in Lle iu?ustry-mis- by the attraction of rapid growth
rectors.  The nev import substitution sirategy based on domectic production of
mataie, machinary, chemical and petrochomical proaucts greatly influenced the
fature rogicnal 13 cvi.. cocause the Bagt-Cartre rogion was ngnin the more
favourable aren in whizh to 1: ate, If ‘he nationnl stratesy of growth had been
bagad on the exporting of new comoditice %o forrign markets and the using of
the fcreign exchange thus econted in impart intermcdiate and oapital goods, the
“cgional growth patterns mignt have been different. Growth would have btooen
apid in those regions w#ith oppropriate rosources to satisfy the nowly oreated
foreign domand, and the East-Contre indugtry-mix kased on goods with low income
c.asticity of demand would have mado growtih less rapid in this region.
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53, The diversifiod and more complex procese of industrialization based on
import substitution of intermediate and capital gnods greatly concentrated in
the East-Contre region, had differential geographic offects within this region.
The motropolitan Buenos Aires polc was complemented by two now dynamic contres:
C8rdoba, in whioh was concentrated almost 50 per cent of the national production

of tractors and automobiles, and South Santa Fé&, wherc the petrochemical complex

was concentrated,

54, In short, the East-Centrc rogion was able to grow during the first stage

of regional economic developmont because it had the cssential natural resources
for satisfying the increasingly expanding foreign demand, This, in turn, made

it possible to attract people and sorvicing activities for the looal and national
market, The high concentration of markets and activities in this region generated
agglomeration oconomies, which strengthened existing tendencies to market orion-
tation, and the piling up of more agglomeration upon existing agglomeration
occonomies, Thus, regioné,l growth in the East-Centre region was tied in its
first stage to its natural resource advantages, and then the agglomeration
economies built up during this period made possible the continuation of its
development, now more free from its natural resource base. On the other hand,

the development of this pole did not reach the hinterland areas' resource inputs
because its industrial development was based to a large extont on imported inputs,

55, As a result of these differont stages of regional development, the Bast-
Centre region was able to attract most of the population, industries and social
overhead capital., MNoreover, Bucnos Aires, Cérdoba and Santa Fé form o self-
sufficient nucleus with little favourable trade contact with the other regions
within the oountry,

56, If the futurc national strategy of economic development is based on &
"doopening” of the import substitution of intermediate and oapital goods pattern,
the growth stimulus of this future industrialization path might be transmitted
to regions with the appropriate resource endowmentis for satisfying this new
strategy. The production of metallurgical products in the East-Centre region

These external eoonomies are usually knowi: as looalization economies (those
economios obtained by an industry when different plants of the same industry
cluster together) and urbanization ooonomies (those economies obtained by an
industry because of location near a oity)e.
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has not spread favourable dyramic effects %) other regioug becavse the eananded
input reruirements werc not by imports, The resource-abundnn’ southerm part of
Argentina (Patagonia) seoms to have the required natural regources v this nog-
sible course of future developmenti, Hovever, this rogsion is tnaceespible in an
¢conomic sonsc, for both input and market srierntod activities, Its population is
scarce and conscquently it does ot have a developed lnbour market, and it.

social infrastructure is almost non-existent, If dymesiic mipration from the
northern provinces deviates from its past trends towards Patagonia instead of
Buenos Airos, and public investmont ie heavil: concentratoed ir +his retion, then
advantages in location micht tip in ite favour, and *he goal of aohieving the
highest rate of natinnnl growth will be mets Tn short, futurc trends »n "brlanced"
regional developmont and concentration vorsus dispersion of now industrial ventures
will be influencod by the futurc str::ture of national demand as dotermined by
national strategies of cconomic development, Since nntural resourccs arc not
evenly distributed over the country, regions riech in resources vital to indus-
trialization will have an advantage in booomings more highly developed than less
well-ondowed regions,

5Te On the othor hand, promoting growth in lagging regions will roquire not onl:
the finding of nationally wanted commodities with high incomo clasticity of demand,
locational linkages, and multiplier effect, but also the stimulation »f structural
changes in the interregional supply pattoerns, Jocial >verhead facilities would
have to bo built upy, particularly an anpropriate transportation notw-ork, Hwever,
not all rogions have thc same capacity to grow, Investmerts in some regions will
mean a conflict botween achicving national occonomic cfficiency by maximizing
national output and achieving a more cqualized regisnal dis. ribution of inc 1Ce
The solution of this conflict 2learly requiree both cconomical and polx*xcal
considerations, Evidently, if tho country shows intense income difference betwocn
regions, and the dualism between rich and poor arcas is rapidly increasing over

a period of time, moral consideratxana might strongdy influence tho decision nb oyt
future regional goals. It i with the purpose of presonting in proper perspective
the regibnal objectives for Argentina that we inquire in the next section about
the relative regional income per gapito inequalities pattern, In sther words, wo
shall consider whother there was a trend of regional convergence or divergence

in income Rbr oapita towards the national avorage as national economic

development procecded,
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II. REGIONAL INEQUALITY PATTERNS AND NATIONAL
BCONOMIC_CROWTH TN ARCENTINA

58, Economic rrowth does not take place in all regions >f a country at the

same time, Orowth starts in some points and croates consequent regional
disparities in income among regions. ., There can be little doubt that an
aconoryy, to lift itsell to higher income lovels, must and will first develop
within itself nne or several regicnal centres of economic strength. This

neod for the emerpgence of growing points or growth poles in the course of the
development process means that international and interregional inequality of
erowth is an inevitable concomitant and condition of growth itself",

59, Different explanations havo boen advanced for the fact that the d:velopment
of/

process implies necessarily interregional inequalities in growth rate such as

proximity to fertile land or mineral sources, or geographical advantages (a

natural port), But, whatever the arguments used to explain initial differontial
recional rates of growth, the interesting problem is whether regional inequality
will continue to increase over e period of years or whether there is a tendency

for regional inoqualities to be reduced in time, Regional divergence or

convergence towards the natisnal average becomes the crucial point. Hirschman
clearly dosoribes the way in which polarization forces tend to increase disparity

in reginnal growth rates once regional growth has started at a cenire. When the
economy hns reached the maturity stage, Hirschman continues, trickling-down forces
lead to a turn in the trend and make possible a convergence in regional income
distribution, Capital and labour mobility, interregional trade, and the policies

of the central Government are the elcments which give rise to this regional pattorn .
of growth, Hillianlon}g/ has tested this theory empirically and shows first :

AR
3o/ Ae Hirschman (1958) The
Hew ﬁu“n' 183-40

i)/ G Myslall ?951{

F, Porroux

J. Williamson (1965) "Regionnl Incquality and the Process of national
doevelopmentt a Description of the Patterns", Ecopomic Deve mont and

Cultural Change M3(4/TD).
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by an international cross section gtudyr and then by timc=-sorics analysis, that

for éome countries during the first stages of national rrowth, relative repcinaj
growth disparities tend to increase, and when the country reaches jte maturity
stage thorc is a roverse in this trend and regional srowth rates cmverge to Lhe
national average. Williamson does not five concrete references t) the turning

. »=i of this inverted U-shaned »attern of rorisnal frowth, nor does le th -oughly
consider the causes for this pattern, A major arca >f research ig aimed at
finding out when this turning point occurs and whether or not the povernment
policy can act on it, since this will help countries in delineating their

regional oconomic policy.

60. This section will be dovoted to the analveis »f the time path of the
Argentine regional &rowth rates in income per capita to dotermine whether or not
there was a convorgence :f these regional rates towards the national avcrtgﬁ.éi/
It is conoerned only with relative income disparitics and rot with absolute ones,
The second type of disparity depends not only upon the annual rato of growth in
relation to the national average but also upon the starting position of each
rogion vis-A-vis the others, This dooe not mean that absolute inequalities among
regions are not important; on the contrary, social concern is genorally more
relatod toc absolute differonces, although wo assume that all regions are growing
at the same rato aftor initial growth hac taken place in one of thom, the absolute
regional differential could not only persist but incroase,

6le The analysit of the relation botween Argentine levels of devolopment and
regional inequality will be basod on data for the Gross Regional Product (GRP)}i/

13/ Hirschman and Myrdall, the latter in partioular, emphasize the importance
of political forces 1o help narrow the gap between the developed and backward
rogions,

}4/ The regional income equalization goal is olosely rolatod with the definition
of regional boundaries, The smaller tho size of the area considerecd, the
likolier they are to diffor from the national average,

35/ Indoed the analysis should bo based on income accruing to the residents
of each region (on rogional income per ca ita), and not on the value of
produot produced in oach region (GR%*T The difforence botween them is
glven by factor peymente to> and from the region residents, 1In Argentina,
this distinction is particularly relevant bocause netropolitan Buenos Aires
may concentrate a great deal of income gonerated in other areas,
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por capita that we have for 1746, 1953, 1958, 1959 and 1961, The data for

1953, 1958 and 1959 were obtained from a study carried out by the Instituto
Torcuato Di Tclla and the Consejo Federal de Invorsiones.lg/-wQ estimated the
GRP for 1946 by disaggregating the Gross National Product (GNP) according to
recional indicators taken from the 1946 national cenous, The data for 1961

wore obtainod from an unpublishod study of the Conscjo Federal Ae Inversiones,
Those differcnt sources of information obviously affect the comparability of
results bocause it was impossible to follow homogeneous criteria in computing
the GRP for each yoar, This is particularly important in tho comparison of
rosults betweon 1946 and 1953, 1958 and 1959 because the latter ones wore partly
obtainod by applying regional indicators to national aggregates and partly by
direct information, This was not the oase with 1946 where we only used indicators,
Howover, it is unlikely that this hoterogeneity in the computation of the GRP
will significantly affect the trend of tho results,

62, To measure relative difforential rates Bf growth we have used the
Williamson coeffiocient (R“)t a measuro of deviation of the GRP por cgpitg level
relative to the national average, with each regional deviation weighted by ite
share in the national population, The higher the RW' the greater the sise of
state income differentials.

K, Oruppe 2) Re
T 0
k174

th

Where Pi = population of the i~ region
N = national population

th
Y, = inocome RS Shpita of the i~ region

¥ = national income e ganiie.
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63, Table 10 presents the results, Column 1 shows the rosults for the weightod
coefficient, R'W’ and Column 2 for the unweighted coofficient, RUW‘}'&/ The results
show that tho degree of inequality was increasing over time, indicating that
during the last fifteen years, there has been a trend towards increasing regional
inequality at the same time that the whole cconomy ¢rew at an annual rate of

447 per cent (1946-1961), Thus, R, increased from 0,368 (1946) to 0,449 (1961)
and D, from 0,534 (1946)to 0,815 (1961),

Table 10

1946 0,368 0,534
1953 04369 0,555
1958 0,378 0,587
1959 0,387 0,696
1961 0,449 0,815

8/ Por backward rogions these rosults will
be biased downwards because their esti-
mates of income do not take accurately
into consideration income of the kind in
comparison with fully monetized and
market oriented regions,

64, However, it is of interest to consider 1953-1959 because in this period
the statistioal computations of the CRP followed the same statistical procedure,
Hence, the change in the inequality index could be imputed to changes in regional
income inequality patterns and not to changes in statistiocal procedures, Botween
1953-1959 the inoroase in the inequality indox was § per cent and shows that
betweon 1958 and 1959 it remained almost at the same level, The high valuo of
the index for 1961 might bo the result of the statistical procedure we followed
in our computations owing to data limitations,

a8/ » ('Yi -2
N

Y

RUW.

Whero N = number of regions.
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65. The snme type of analysis oan be made if we dofine province as the
"mational” unit and department as the "rogional" unit to obmerve whether or not
the pattern of interprovince inoquality is oonsistont with intraprovinoe in-
equality, Table 11 shows the weightod coefficiont Hw for each provinoe for
1953,1958 and 1959, those being the only yoars for whioh we had income and
population estimntes for oach department. The rosults do not give any definite
indication as to whether intraprovince inequality has inoreased over a period
of time or not, Column 4 shows tho change in Rw for eash provinoe between
1953 and 1959, The trend seems to be consistont with interprovince inequality
in eleven provinces, i,e., the sise of reégional inequality inoreases, This
inoludes the advanced provinces of Buenos \ires, Mendosa and Santa Pé, and
also the baokward regions of Formosa, Jujuy and Santiago del Fstero, For the
remaining twolve provinces the size of regional inequality deoreases these
provinces include advanoed rogions such as Cérdoba and Entre Rfos and poor
provinces such as La Rioja, and 8an lLuis, However, if we look at the results
for Buenos Aires and for Cérdoba, where the industrialisation prooess was
signifioant, we oan determine two patterns, There is a cloar trend towards
regional inegquality in Buenos Aires which might ba owing to a concentration

of invostment in its metropolitan ares, In Cérdoba wo have the inverse trend
vhioh night be the result of & more spatially spresd allooation of investment,
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66, The analysis thus far has boen based on ber capita GRP am an indicntr
of the level of devolopment, The lack »f data made *‘ho oxtension »f the perisd
of analysis impossible; for this reason we defined a now index of regional
inequality in order to have more empirical evidence, Thus, we used industrial
productivity deviations weighted by the share of the regional industrial labrur
force in the total industriaml labour force as the inequalit, coeflicient
(R}I’).w Tablo 12 shows RE, since 1935, and the trend of regional inequality
seemd to have been increasing over a period of time, The average >f these
coefficients for the 13308 ie 0,194, for the 19408, 0,301, and for the first
threc yoars of the 1950s, 0,332, This coefficient in other words, hns increased
by 70 per cont betweon tho average of tho 1930s and tho 19508, However, tho
trend in the inequality patterns scems to be loveling off bocause the increasc
botween the average of the 19408 and the 19508 was 10 per cent.

As an idea of how good the manufacturing value added per worker omployed is as
an approximation of regional inocome por caphfs in this sector, we have corpelated
this latter variable with regional income par capits for 1953, i.e.

Xwas+dbyY -

whero X = manufacturing value added per workor onployed in this ssotor
Y = regional inoome DSL sARita.

The results were positively ocorrolated and significant at 2,5 per cent, If we
oliminate the influence of extreme cases (Tierra del Miego, Chubut and Sgnta Crus)
the results are: R

X = 8067 +3,0Y r = 0,725
(0.720) d = 2,429

The coefficient of Y is positive and signifioant at 1 per oent,
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67. The analysis of the relative regional differential growth rates patterns
shows, on the one hand, that the inequality trend had increased since the 1930s,
and on the other hand, that this trend seemed tn level »ff in the 1950s, However,
the inoquality index used ddes ndot rofer to absolute income per capita differencos
among rogions, which might be signifiocant despite the recent leveling-off trend in
relative regional growth rates, If we exclude from the analysis the lightly
populated southern provinces, only three areas in 1958 had an income per capita
above the national average (table 13)t metropolitan Buenos Aires (27 per cent),
the rest of Buenos Aires (17 per cent), and Mendoza (14 per oent).ﬂg/ San Juan

{s at the same lovel as the national average, On thc other hand, six provinces
have an income pop m which is less than 50 per cont of the national averages
Corrientes (50 per cent), La Rinja (46,1 pcr occnt), Formosa (45,3 per cent),
Catamarca (40.3 per cent), Santiago del Estero(38 per oent) and Misiones (36.4
por cent). These provinces contain only 9 per cent of the population, Cérdoba
and Santa F8 are below the national average because the new dynamic metallurgioal
and chemical industrial plants became productive only after 19568, The southern
provinces of Chubut, Santa Cruz and Tierra 4e]l Fuego have an income Rr oARit&
above the national average because their agricultural and mining production proc-
esmes are not labour demanding activities: they contain less than 2 per cent of
the population in 25 per cent of the goographic area, and earn 2,8 per ocent

of the GNP,

68, The regional problem for Argentina is that 77 per oent of the GNP is
generated in 22 per cent of its geegraphic area (Buenos Aires, Cérdoba and Seante
P6). Howcver, the absolute income por gaRits differences among provinces, though
significant, do not have the charactoristics that one might expect from the
regionally uabalanced distribution of econonic activities, sinoe three quarters
of the population have an income pgr ShRitg close to the national average.
Moreover, relative regional income pap [-TUIRTY difforential growth rates seem to
be narrowing down,

SRR
This analysis is based on ORP and, becauso of date limitations, it assumes
there is no difference between the value >f product produced in each province

and income accruing to each provinoe's residents, This assumption will undoubtly

oause distrotion in our analysis beosuse non-rosidont ownership of faotors of
production ie highly significant, Thus, we may oxpect in sur oomparisons with
tho national average, that metropolitan Buenos Aires income DOr oARALS would
be much higher and in the southern provinces much lower,
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, Table 11 |
tings regional imequality index for provinces (Ry) o
Provinces R 8.'))53) R, é’lzf))‘j&*) 8)‘\\ ; 24) 9-
Ry y l 959) Ry, (1956 53)
Buenos Aires 0,234 0,299 0,328 + 0,09,
Catamarca 0,515 0,751 0,470 - 0,075
Cérdodba 0,336 0.237 0,320 - 0,016
Corrientes 0,296 0,274 00372 + 0,076
Chaco 0,274 0.211 0,199 -~ 0,075
Chubut 04593 0,531 0,35 = 0,283
Entre Rios 0,196 0,171 0,191 - 0,005
Formosa 0,150 0e 257 04245 + 0,095
Jujuy 0.480 0,511 04506 + 0,026
La Pempa 0,288 04226 0,323 + 0,035
1a Rioje 0,317 04336 0239 « 0,078
Nondosa 0.327 0. 409 0,454 + 0,127
Misiones 0. 405 0,360 0,468 4 0,063
Neuguiin 0e 463 0,400 0,332 - 0,131
Rio Negro 0,383 0,312 0,220 - 0,163
Salta 0.421 0.412 04329 - 0,092
San Juan 0. 357 0.452 0. 442 + 0,085
San Lauis 0,346 0,254 0,32} - 0,02}
Santa Crus 0,196 0, 300 04290 + 0,094
Santa Po 0,182 0,164 0,190 + 0,008
Santiago del Batero 0.49% 0,967 0.534 + 0,039
Tuoundin 04157 0,098 Oull1 - 0,046
Tierre dol Mago 0,262 . 0,239 0,233 - 0,029
y
P
. E e - Y s
-

‘-mmefmﬁ"wuamt“m
Y . Gross Regional Product of the k'™ provinoce

Y
P, = Population of depertment i in the *® provinoe
]

= Provinoe population,




o/ ™ rovinces Chubut, Gante Orus end Tiewwe ol Pasgo aoe insiufied
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69. Tho recional dilemma that Argentina facos is ite reridnal dnalism, On

tho one hand, a small goographic area contains most of iis populati»= and econdmic
activitios, and on the sther hand, 19:@6 ressurce ahundaint areas, which might be
integrated into the national cconomy, lack popylation and sccial infrastructure,
Argentine regional problems are different from those in such counirios as
Colombia, Peru ana Italy, sinco regional income per capita .8 ncar the natiunal
average for 75 per cent of its population. In Brazil, ‘while the northeastorn
region contains 25 pei' cent of the population, it earns 10 por cent >f the
national income, and while the south has 35 por cent of the population, it carns
50 por cent of the national income'.

70, Mblio epinion and politicians are thereforo always concerned with these
two regional problems: a) In less than 0,2 por cent »f tic peographic area
(metropolitan Buenos Aires), 45,5 per oent of the ONP earncd by 36.3 par cent of
the population, and b) the integration of large resource ondowod regions into
the national economy. The solution of thess problems will depond on whether the
future loostion oriterion is based on national o >n regional objeotives, and on
whether it is based on short-run or on long-run aims, The noxt section analyses
those points moro exbensively,

&%

(1964) "Regional xmsg( ;n)u #Me Ovowth in Bresil”, Joonamic
L A O % ; ¥y P HoUT plie
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Table 12
Per capits ingope by states, 1058

(per ocent of natiomal average)

Iravince. Index.
Terra del Fuego 287,2
Sante Cruz 2254
Chubut 14302
Netropolitan Busnos Aires 126,8
Rio Negro 121,7
Rest of Buenos Aires 116.6
Yondosa 1142
La Pampa 109,2
Sla Juan L 1&;‘
e e
Y . 3
Jujuy 3
Tuouméin _ 756
Cérdobe 738
Chaco 83
Batre Rioe 60,
Neuquén - 519
falta 43
San lauis $1.5
Corrientes 90,0
la Rioje 46,1
Formosa 5.}
Catamaros 20, )
Santiage del Betero .0
Meiones 3.4

m (1) Oonsese Pederel do lnversionss (1963)

L I 4 ’ : * 7,
g R 55 g A—
2 aooaseis Erasating
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III. OBJECTIVES OF REGIONAL DEVELOPMINT POLICY
Repioral goals and location choices
Tle In section T the different national stratesies of Argertince economic

growth and thcir regional impact wore summarizod, During the period 1900-1930,
agricultural production was the power ~f growth, and the Eact-Centre region vas
able to supply not only almost all -t this Sutput beceausc »f its comparative
advantages, but was also able %o attract most ~f the foreigm inflow of labour
and capitale Although, gonerally regional equity considoratione are always
present in major government declarations, we can sunmarize the econonic policy
of thie period as onc uoncerned. with the national rate of growthe Conscquontly
the regional distribution of activities followed a8 a corollarye This pattern
of oconomic growth gave rise to the emergence of the centro-peripiiery relation-
ship in Argentina,.

T2, After 1930 until the mid 19508, tho stratogy of national growth relied
hoavily on import substitution of consumer goods, Agnin the Enst-Centre recion,
particularly metropolitan Bucnoa lires, attracted most of the industrial
aotiviticos this time bocause of the influence of the cxternal economics derived
from the agglomeration of activities and fectors of production in this region,
Sinee infrastructuroc was poorly developed over the entire country and markots

wore ~oncentrated in few centres, choice of location was severely limited ‘and
industry tonded to becomc concentrated at o fow points exhibiting agglomeration
sconomies. Onoce again this period demonstirates a concern morc with the national
rate of growth than with the regional distribution of industrial activities,

T3 By the mid 1950s, the patterns of industrialization based on import
substitution of consumer goods oame to an end, and Arcentina began t» substit.te
intermedinte and oapital goods, This now pattern, while furtheriny the development
of Buenos Aires, also orcated new polos in C3rdoba and Santa P8, The stato of
Cirdoba after 1955 was able tu croate a motalliurgical oentro by attracting tractor,
automobile amd railwey producers; while Sante Fé, after 1960, attracted a patro-
chomioal complox. S8everal rearons were advnnoced to explain tho development »f

those new contrest rationing of govornment eloctrieity supply in Buenos Aires and
oxoess slectrioity supply in Cordoba; availability >f labour in CArdoba and

Santa M 1ith quality standards comparable to Buonde Airesj availability >f
appropriate inputs in 8outh Santa F4 for petrochemiocal productiong a nd
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transportation notwork linking Cérdoba, Santa ré, and Buenos Aires; and a

chain of ports on the Prrand river in the state Hf Santa Fé,

T4 During this latter stage >f cconomic growth, the government socomed to

be aiming ot a more balanced rogional development, and regional problems appear

as an ‘@sue »f national importance. The two five year plans for 1947-1951 and

for 19%2-1956, the national industrial promotion laws, and the recent national

plau for 19(5-1969 encouraqed decentralization of econonmic activities, There

has been a desire on the part of the government to stimulate investment outside
moetropolitan Buonos JAires basically by using fisoal incentives. The climax of
thie decentralization process ie the 1964 industrial promotion law which explicitly
oxoludes invostments in metropolitan Buonos Aires from any type of benofits,

T5 All these previous considerations dealt basically with the volume of
economic sotivity of each region as compared to the others, in other words, with
the regiomal patterns of conceniration of economio activities, However, growth
in total output may differ from tho welfare aspects of regional growth, i.e.,

from the behavisr in pgp gamiis income growth in ooch region, Tho strategic
voriables that affect both the volume and welfare aspects of economic development
neod not be identical, though they depend on the sdme noct of forces, "The fallure
of the 'volume' of economic activity to keep pace with the national average growtkh
in certain aroas may be helpful in achieving “he socially desirable goal of
ocnnomic efficiency. Yet this need not imply that the income of persons in the
aren affected - either those who migrate elsewhere or those who remain - need
increase any loss rapidly than the income of persons alsewhere, ai least in

the long-run‘,

T6. The nin of chapter II was to analyse the welfare aspects of regional
development in ‘erms of regional differoantial growth rates in inoome per gARitS
in relation to tho national average, The indox of regional inequality used
indioatos an inoreasing inequality trend which meems to be leveling off in the
19508, This pattern refers to relative income por oapRits differential growth and
not to absoluto ones, However, sccial conoern ig generally more related to

He Porloff and L. Vingo Jr, [n.a.a "Natural Resourool &:domnat snd angtomx
Boonomic Growth™, in J, Spengler (®d,) Natu 0 5 108 7'y
and reprinted in Jo Priednan and W, MO&'Q

0 Tlike il KT Press, Cuebridgs, Massa, 565t
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absoluic differonces with respect to the national averarme than with relative
difforencos, AJbsoluie imoome per capita differs widely among the varidue statces,
although these differencee Ao not have the characteristics that cne may expect
from the spatial analysis on concentration of economic activities, This is so
because, on the one hand, throe quarters of the population live in ctates which
have an ingome por capita close o the national average, anl on the »ther l..and,
anly 9 per oont of the population live in states with an income por capita which
is less than half the national eaverage.

Te Therefore, sncial concern on regional problems in Argentina is basically
related to breaking the centre-periphery model, i.e, the high concentration of
oconcmic activitios and population in a fow centres, particularly netropolitan
Buenos Aires, and the existence of large arcas, isnlated from the existing conir:
of population and richly ondowed with natural resources, but lacking population
and social infrastructure, At the same time, therc are states with an income
por capita which is half the national averaget San Luis, Corrvientes, La Ri-ja,
Formosa, Catamarcs, Santiagn del Lstero and Nisiones, Tho existonce of this
ceatve-periphery relationship brought about an inoreasing governmental concern
in rocent years for regional dovclopment by stimulating the croatinn >f now
(rowing points,

78 Politiocal considerations generally come into play when there are re-ional
disparities in inoome distribution, The creation of new poles that can set up
centripetal forces for the development of these centres beocomes a "political™
issue, Hoicm, the ;rgumentc aro not stated in torms of a regional income
redistribution goal but aro in many casos conoerned with the economic advantagos
of oreating now poles, Thus, it is said that the country suffors from gipgantism
of thoir principal cities and that this sverconoentration, if continued, will giv~
rise to bigh por ojpits expenditures in govornment services and in additional
sooial overhoad capital, which erc not inourred when new contres are developed,
"However, thore is no agreement as to tho urban size at which this ocours, nor,
for that matter, is there solid evidenco that costs do in fact incroase with urben
sise for a given lovel of sorvicos and facilities".d8/ The question of the optinal

%o Alonso (1966) "Looation, Primacy and Regional Eoonomic leveldpmont', paper
presented at the Second Intornational Congress »f Regzional Planning, Ri- de
Janeirn, pel,
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sige of a region has been the souroe of endless disocussions and speculation on

the part of planners, but no answer has yet been given, even in principle,

79. Two issues are olearly involved in this problem: effioiency and equity.

By effioienoy, we mean maximizing the national rate of growth W and by equity,

a more equalized spatial distribution of inocome. There will be no confliot
between efficiency and equity with respect to the oreation of "poles de croissance"
if, for any additional investment, the new centre shows higher net returns then

the existing centre,

80, The thesis that metropolitan Buenos Aires is in the diminishing returns
stage seems to have been widely accepted in Argentina, It is very common to hear
in politiocal oiroles that Buenos Aires is overcorowded, that it suffers from
glgantism and that new poles have to be stimulated not only because a more
balanoed regional distribution of inoome and aotivities is socially justified
but also because it is compatible with maximizing the national rate of growth.

81, The Consejo Federal de Inversiones, an i'nj:orprovinoisl agency oreated
in 1959.51/ has acoepted the approach that new poles are needed in Argentina
becauso metropolitan Buenos Airos is in the diminishing return stage and there
will be,therefore, no conflict between regional equity and national effioiency.

44/ I+ Priodmann (1956) Begicnal.]
KIT Pross, Cambridge, Mass,,

43/ Btticiency implies that production oould not be increased if we produce the
same output with the same amownt of resouroces at an altornative looation
(also including resources used in transportation),

48/ Yor further claboration on this point, see W, Alonso, Shagite
4L/ ™o purpsess of this agenoy are desoribed elsewhere in this study.

At this time we should point out that maximising growth for every region will
maximise growth for the entire mation onmly under conditions of perfect competi-
tion, BSes C. Leven (1964) "Establishing Ooals for Regional Boomomio Development®,
9% DY SH8 AREELOBL AL i OF § LANERE &(2)' and "mﬂ“ ia
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In its study on the basis for planning the regional oconomic devolopment in
Argentina, this view kis explicitly statod, although no cmpirical inveatigation
wag undertakon to prove that nct returns in Buonos Aires arc really diminishing,
nor does it properly indicate what is meant by diminishing roturns, Do they

mean that cost of government public services and of providing gocial overhead
facilities incroase with urbenization? Even if we assume that these costs

inoroase with urbanization, tho goal of a country is not to minimizo these

costs but to maximize net social roturns, and it is possiblc that tho short-run
social productivity of invostments in Buenos Airos is higher than in other rogions,

82, Regional devolopment policy oannot be based on such vague objoctives as
industrial decentraliszation and the orcation of now poles, Location docisions
concerned with segional decentralization must find explicit anewors to a number
of questions:t What oonstitutos a "satisfaotory" rogional balance? Where should
new poles bo located? Of what dimension? What is tho goal whon thoro is
oonfliot between regional equity and national cffioiency? As Lloyd Rodwin puts
itt "The regional developmeat goals, like the other gosls in the national
development plan, nced to be rnelled out, enlarged, dramatiszed, sade more
visible, "=

83, These oonsiderations about concentration versus decentralization and
national efficiancy versus regional equity are particularly relevant for Argentina,
Sinoe the distances are so great, it is impossiblo in the short-run to provide

a good system of transportation, communiocation and power supply for the entire
oountry, and to distribute population and industry in all the provinces.

43/ Conssjo Pederal de Invorsiones (1963) B

"Argantings Buemoe Aires. ‘
50/ Le Rodwin ?964) "Choosing Regions for Development", in J, Pricdmann and

W, Alonso . R OF FLADN mr M.
Cambridge, lass,

51/ ™o density of population in Argentina is 8 per 8q. Jm. against 100 to
400 in Burope.

e Y}
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Spati: t 1 in
84, The analysie that we have haen making so far elearly indiocates that
Argentina lacks a regional development strategy., What should this strategy
bo for Argentina? Tt ie hovond the scope of this paper to sot up what should
be the optimum futurc spatinl pattorns in Argentina, but soveral points ooncerned
with this problem will Lo presented in order to clarify the issues involved in
dclineating such a rogional strategy. Tho following is an attompt to clarify
the regional alternatives open to Argentina and includes, as well, the
dovelopment taske in cach of the rerions,

85, The first point is concorned with whothor national or rogional oonsider-
ations will giida the futura coursa of action, In an intermational seminar with
six dovoloping countries with wide regional inoqualitios partioipating (Oreece,
Teraol, Portugal, Spain, Turkey and Jugoslavia), it was almost generally sccepted
that polioy concernod with rogional problems deponds on the dovelopment stagoe of
the country, In doveloping countrios, any conocontration on the promotion of
individual rogions thoreforc must bo limitod to thomse of high coonomic potontial,
such as would boe 1ikcly to contribute to a higher rato of national economic
mwth.w Only countries which arc at an advancod stiage could afford to

_ o@amtrate on raising the level of t!te backward areas,

- '

86. If the basic planning 3bgect1ve is natwnal economioc grwth, then ngiem
goale and oonsoquently regional location decisions are merely an instrument in
achioving the national objective, However, Lhis rather simple objective of maxi-

mizing national output presonts operational problems when observed in a dynamio
context,

87,  The ovaluation of looation dooisions, in torms of national ofticionoy,
say give riso to difforent spatial solutions acoording to the role attached to
the oxternal cconomios originated in any investment dooision, partioularly when
this doocision makes possible a big investment surge, regionally concentrated,
Tho optimal looation decision will depend on the probability attached to tho

of foot of extornal eoconomios on production and distribution costs of each region
as compared to tho others, The futurc stream of bonofits and coste will vary
among rogions acoording to tho dogroe of uncortainty associated with the role

of oxternal economies on regional oompuntive mlvanugel.

T
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88, The time dimension, and consequently the degree of uncertainty attached
to any looation decision, is disproportionately longer in location choices in
comparison with the acoustomed planning periods, dny planning decision is
subject to long-term lags in adjustments because of the long lifetime of social
overhead capital and other equipments, which creates a regional network that
induces private investors to base their location choice on the existing regional
patterns, and because of the long time period that is necessary to modify the
economic environment of backward and frontier regions. Vietorisz suggosts that
"jit is often reasonable to consider a time span of fifty years or even more."

89, The theoretical analysis of long-run optimum economic growth path to avoid
setting up optimum oriteria in torms of probabilistic distributions, assumos that
the future is known, i.e., assumes that no uncertainty exists, However, to
introduce such an assumption into rogional economies may bias our conclusions
because, on the one hand, very few regions are able to offer external economies,
and on the other hand, there are richly endowed areas lacking an appropriate sot

of external economios which might make it possible to sway oomparative advantages
in its favour, In short, different solutions may be obtained from tl;e national
efficiency point of view, if the looation criterion is based on a "gtatic" approach
(concorned with the efficiency of the existing location pattern) or on the “dynamio"
approach (concerned with changing the existing pattern). And the solution from a
dynamic point of view seems rather inconclusive since it will depend on the
subjective value attached by the planner or private investor to the effects of
oxternal economies on regional comparative advantages,

90. Another point which descrves special consideration, despito the lack of
properly stated regional development goals for Argentina, is the spatial altor-
natives open to such a country, and to what extent the rogional deocentralization
goal ocould be achieved without having to sacrifice part of the national income.
For this type of analysis, we shall not try to define an over-all regional
strategy but rather consider thc development of regions in relation to their
resource endowments and future structure of total national demand, Three

54/ T. Vietorisz (1967) "Locational Choices in Planning", in M. F, Millikan (ma.)
National Economic Planning, National Buresu of Economic Research, New York, 44.
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rogional cases may be considered in Argontina: the core region (metropolitan
Buenos Aires, Cérdoba and Santa F€), the resource frentior region (Patagonia),

and depressed or backward regcions which have loss than half the national average
income per capita (San Luin,’ Corriontes, La Rioja, Formosa, Catamarca, Santiago
del Estero and Misiones). 22 Wo are concentrating on thesec three cases, excluding
from the cnalysis other oquall; important regions, because these are the cases
whera, within a decentralization goal, the conflict between welfare and efficiency
seoms most rolevant. At tho eame time, we hope that this analysis will throw
light on future regional strategies open to argentina,

CO on

91, The high concentration of population, economic activities, and investment
in the core region indicates that its growth is closely rclated to national
economic developmont and that it performs a critical role in the process of
industrinlization, This relation between the development of the core region
and the national economy suggests that when the core region's capacity to grow
slackons (i.e., its actual output is bolow its potential level of production)
owing to an inadoquate spatial supply of basic services, the country as a whole
will suffer. Therefore, to tho extent that there are obstructions in the supply
of basic services in the core region, not only the growth in this region will
decline but nlso the remaining rcglonl will be affected,

92, The core region in Argentina has the urban congestion probloms that are
charaoteristic of highly urbanized regions, It lacks among other things an
appropriate urban transportation systom, adequatc highways, sowerage, electrioity,
and housing, If weo arc able to solve theso prodblems, we are also contributing

to the development of other regions. This is particularly truo in Argentina
since motropolitan Buenos lires generates almost half the Gross National Product.
A faster industrial growth in this region will in turn enhance the economic
devolopmont of other regions owing to an increase in the demand for their re-
sources as well as an increase in savinge,

55_/ We have followed in this spproach the definition of regions given by J. Frie
(1956) Rogional Development Policy: .\ Case Study of Venezuela, NIT Prou,
Cambridge, ‘
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The frontier Pategonia rogion

93. The situation of the Patagonia region is different. This ig a rogion
where natural rcsource endowments may play a significant rolce if the national
stfate@ of cccrnomic devalopment is based on promoting "heavy" industries, This
cemmoxion Detween the region's natural resources and future strategy based -n
tho expansion of the national domand for this type of resource, may be a major
factor in determining the strategy for regional develooment. The basic planning
problame that the Patagonia region prosents arc ite relative isolation from
existing centree of populatisn and its small size of population, which is well
bolow the critical minimum threshold for attracting servicing activities,

94, The cruciel question in this case is whether, from the national efficiancy
point of view, it is socially justified to promate the development of thie re-
source frontier region or to continue the concentration process in the core
recions Tho approech of the Consojo Federal de Inversiones is based on the
empirically untested assumption that metropolitan Buenos lires is in the di-
minishing net roturn stage, and consequently national output will be maximized
if a pole is created in Patagonia, which shows increasing net returns, However,
urban centros in othor countries which are larger than metropolitan Bucnos Aires
40 not seom to have diminishing returns, and there is no theoretical base to
indicate at what urban size this will ooccur. 'The continued growth of even the
larsest Motronolitan regions in the world contradicts tho expectation of di-
minishing marginal raturns to soale".ié/ On the othor hand, even if the coro
region has increasing returns, still the development of Palegonia may be
justified from the national efficionocy point of viow, if it has in the long run
hizgher increasing returns than metropoliten Buenos "Lires.ﬁl’ But whethor
Pa*tagonia has h!zher net returns than the core region will ultimately depend on
10 cifect that the croation of gsocial infrastructure and inflow of population
into Patagonia will hLave on the comparative advaniages of this rogion as compared
to othors, It is quite poseible that for a lightly populated region with abundant
natural resources, thc improvement in the transport system could significantly

56/ J. Friedmann, op._cit,, 14-15.

57/ It is assumed in this analysis that decisions are only made in relation to
these two rogions, It is quitoc possible that other regions have even higher
increasing returns than Patagonia and metropolitan Buenos .lires,



Page 60

affect the relative advantages of the region for indusirial location, Such
improvements might give the region advantages ~ver locations which had been
preferred because of proximity to market, particularly in tho case of transport
oriented industries., loreover, when a big investment effort is carried out in
one region, it will initluencc the structure of demand, prices, and costs of
cr.oh region in conmparisoa witl the others because of the external economies
provided by this investment cffort, and hence. might help to develop the

resource endowad region,

e Thorefore, the building v of a social infrastiructure in Patagonia may

be justified not becauso metropolitan Buenos \ires is in the diminishing returns
stage but becauso we coxpect highor incrcasing rcturns from the investment offort
in Patagonia than in Buenos J\ires, Iiforeover, the development of this resouroce
frontier region may also be justified by introducing into the analysis other
planning variables given the multiplicity of government objectives in the context
of long-torm development, In this latter case national integration might be a
critorion where location deciaions arc cvaluated on the basis of the offect that
they have in bringing in closer communication the remotu frontier regions with
the oxisting centres of population. 'Ye have to stress once more that a prior
consideration about the development of the frontier rogion requires first a
definition on the national industrialization strategy to be adopted, since the
linkago betwcen this region's natural resource endowments and the national
economy is a bagic condition of frontier development., Patagonia will be an
"opon" region, oxporting basically its output to other domestic markets, partiou-
larly the advanced regions, and to foreign markets, is a highly specialized and:
exxort-oriented rcgion, the building up of the appropriate social infrastructure
may he justifiod in that the markets for its products will hald an important
place in the future,

Bagloward rogions

96. Completely difforent probleme are present in the development of depressod
gtates, Thaese arc states with low development potential in relation to other
regions and with a2 high ratc of selective outward migration of labour, leading

to a deterioration of the region'c human capital stock, JAlthough the country
feels that the first concern of ite development policy must be to> promote the
expangion of the nation ae a whole, governments arc gonerally faced with political
and social pressures in order to pursue urgent remedial action in backward arcas,
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In this case, national efficiency will conflict with regional equity, making
justifiable the development of these areas only on non-economic ¢rounds, Thic
conflict does not mean that we give priority t» economic factors over nin-cconomic
ones. We recognize, of course, the multiplicity of planning objectives and the
diverse nature of government goale, which may make the devclopment of a region
Justifiable on social, political or national defense grounds, But it is important
in these cases to bring into the picturo the ecconomic criteria @o that the non-
economic goals can be achieved at the lowest cost from the point »f view of the
national economy,

ITe Differont goals méy be pursued when it is desirable to raisc the standard
of living in backward arcas: a) the per capita income of the baskward rogion is
raised to the national average, which moans that the income Der capita of theso
regions will have to grow much faster than the onos in the advanced regions;

b) oach region grows at the same rate so that absoluto income per capita diffor-
ences will increase over time; c) tho backward regions will have a self-sustained
income por capits growth rate. This rate may be lowor than the national average,
inoreasing in this way the relative and absolute income per capita gap betwoen
the backward and advanced regions.

98,  The purpose here is not to recommend one of thesc goals over the others,
pimply to presont differont economic oriteria that might be adopted even for
rokione whose development is desired on non-economic considerations,

% In Italy, "the principel post war objeotive of government polioy in the

' th has been to reduce the difference in consumption and income levels between
t%c South and the rest of the country. As the years have passed without an- cain
in the growth rate of the South over the rest of the country, official statements
on development policy have tended to shift this goal to an indefinite time in the
future and to stross the establishmont of a solf-sustained process of growth as
the main objective. The main objective of developmoent policy in the South should
be to achieve an oconomic structure capable of sustained growth rather than a
partioular ratio between the growth rate in the South and North”.ig/

58/ H. B. Chenery (1962) "Development policies for Southern Italy", Quarterly
Journal of Economiocs, 76(4),526.
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100, The question of which one of these or other goals should bde selec‘ed
and the relative weight to bo attached to the regional welfare goal in i1elation
to the national efficiency goal is a dilemma that only the social community can

Angwer,

101, i final consideration concerns itself with the public investment strategy
to be followed in order to achieve the desired goal, One type of approach might
be to disperse public investment regionally, and another might be to conocentrate
this effort in priority regions, The concontration of public investments in a
regionally decentralized pattern makes it possible to originate external economies
in the favoured regions,

102, Once the country has defined its regional goal, appropriate economic
policy instrumonts must be used to meet cach of these odbjeotives, Avrgentina has
relied basioally on fiscal incentives to pursue its regional goals. The
following sootion considers to what extent these incentives were successful

in reaching the regional objeotives,




ID/WG, 2/
Page 63

IV, INDUSTRIAL LOCATION POLICY IN .\RGENTINA

Industrial prom>tion laws

103 There are a varioty »f policy instruments that governments can use to
influence the distributisn of oconomic activities among regions. Most »f these
poliocies try to encourage labour and capital modility, or create external economies
by training the labour forse and building social sverhead capital, or affect the
price~cost structure among regions hoth of production and transportation of un-
finishod and finishod goods, Some of theso policies might be compatible with
national plans, others might bo the result of increasing political pressures for
rogional income equalization,

104, In JArgentina, the industrinl promotion laws of both contral and provincial
covernmont woero the main instruments used to encourage regional decentralization
by offering fiscal incentives, notably tax exomptions and duty-froe licenses for
the import of machinery and equipment, These incentives were givon to threo
different geographic areas: Patagonia, tho Northwost and the Northeast (seo map).
In 1964, metropolitan Buonos .l.os was excluded from the bonofits gliven by these
laws for tho purposc "~f stimulating a convenient decentralization of economic
activities”", Tax exemptions for a maximum of ten Yyears are granted in the latest
industrial promotion law (deoree 3113 - year 1964) either to the enterprise or

to the invostor, Tho benefits granted to entorprises aro related to yearly
production of business income tax, substitute tax on corporate capital, excess
profits tax (whioh goes from 100 per cent during the first four years to a minimum
of 10 per ocent in the tenth year), stamp tax, and special prices for s,
clectrioity, fuel and transport. If the enterprise chooses t» bonefit the
investor, the firm will not obtain most of the previous tax exemptions, Tho
invostor will, on the other hand, receive a yearly tax exemption - which is lower
than for the enterprise - from the income tax on the amounts invested in the
promoted enterprisec,

22/ A very complete and exhaustive survoy of the national and provincial industrial
promotion laws can be found in P, Herrero (1965) Aspectos log%;oa de le
EEomooidn industrial en la Argentina, 2nd ed., Editorial del Inetituto,

enos iires,

dnnex I of this paper summarizes thc main legal charactorietics of those laws,
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105. Taole 14 shows lhat *tha proanoted regions had, .on the one hand, & very
small share in the GIP in 1959 (13.5 per cent) nrd that, on the other hand,
22,7 par cent of totai poprulation wes concentrated in 66 per cent of the total
geographic area of Argentine, Contrast this situation with metropolitan Buenos
Lires which had 47.6 par ceni of the WdF, 34,6 per cent of total population and

0.3 per cent of 'he pan waphc e,

106. The f»llowing sactions will summarize tho economic environment of the
promoted regions in ordar 4o evoluate whether ar not the decentralization goal

can only be attained by I[iseal incentives.

Egﬁggoniaagg/

107. Patagonia 18 o vory lecge poogrophic area which is lightly populated.

The ropulation density is 0.7 per ¢ uare kilometre against 7.2 for the whole
oountry. Agriculture is the main activity of tho region - 40 per cent of the
ORP 1959 of the ontire Patasonie region - partioularly fruit and wool production,
Patagorin has aporoxinately 5C per cent of the hydroelectiric resources of the
aouatry, 99 per neni of coal reserves, 70 por ceat of petroleum reserves, 60

por cont of naturul gas resorves, 70 per cent of iror ceserves, and it also has

minercls such oo belyrium, tungeten, manganesc, and vanadium,

108, Tnitial investmont in rcoourse facilitios in this rather unpopulated region
may lead t5 o acquence of cconcmic grosth if 15 ia ancompanied by immigration of
workera ord thory fmmilie~, ‘mourovenente in transport facilities within the region
and with othor resion:  provrieion » commnity facilities, and services such as
Lousing, water, izuweruge, olcuurieidy, and so on. The initial resource exploi-
tation and the bu tiir s 0« = 14 v miplene would stimate small markete
orjonted activitier, input-cricntud procossing astivities, urban-orierted
autivibtics bestuge of iuverimeont i1 constractinn tor community facilities etc.
This multinlier cffest wirld icpend on She input-output ties provided by the
investment in the uew —enource activity, oa the population movements in response
to the incentives provided in *ke rogion, on the social overhcad facilities

affered, and a5 on,

SR W ACE BRI TE .

é_/ A complete surv‘y of thu patontialxtles of this region can be found in
e i s o dres oo [MReY t ot igie regional de la Patagonia,

Jols, 1-11, Lucnos AIIQS,
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109¢ In short, Patagonia is a resion richly endowed with resouroes hut

lacking the necessary social sverhead capital. Patagonia, which is a third of
the geographic area of Argentina, contains less than 10 per cent of the railroads,
less than 1 per cent of electrical supply, inadequate port facilities, 5 per cent
of paved roads, less than 1 per cent of tolephone lines, 7 per cent of the total
number of post offices, and less than 1 per cent of water supply., Moreosver, it
does not have skilled labour or appropriate technical schools and universities,

110, Given this absence of social infrastructure in Patagonin, it is very
doubtful that indusiries will locate in this region if the only stimulus provided
is fiscal incentives, .s we shall see below, those firms which make use of

the benefits provided by the promotion laws tend to locate in Buenos .ires,
CSrdoba and Santa F¢, and only resource-oriented investamnts, suoch as petroleum,
have been attracted to this region, The great social concorn that exists in
Argentina about the potentiality of this region is reflected in the fact that
the Consajo Pederal de Inversiones hae jointly organized with tho Unitled Nalions
a study group to formulate a development plan for the "Comahue nsion".éy This
Tegion includes part of Fatagoniat the states of Neuquén and Rio Negro and
also the southern part of Buenos Aires and La Pampa, 2

111, The outstanding features of the Comahue rogion are:

(a) 8011, with an irrieable surface that duplicates the area nowadays
irrigated in the country,

(b) Subeoil, whose possibilities, with the exception of oil and ons, are not
Yot known, but nevertheless offer = most in%eresting future, It contains more
than half the national reserves of iron (Sierra Orande), salt (Gualichy),
wolfram, and fluorite, and its mining actually represents 24 per cent of the
whole oountry's mining activity, ’

(o) Hydroeleotric resources, which are capable of gcngmting power more than
double of what is actually consumed,

61/ This is a two year study with a total budget of US 31,240,050 - and the
contract was signed in Jugust 1966,

62/ Consejo Pederal de Inversiones (1965) "Informe preliminar sobre aspectos
generales de la economla del Comahue",
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112, The first specific recommendation of this study group is the construction
and ’)pera‘ti‘)n‘ 51‘ the Chocsn-Cerros Colorados multiple purposes complex, which
would secure total control of floods in the Rio Negr> Valley, provide water to
several thousand miles »f land, oventually allow navigation of the Rio Negro river
right from its source to the ocean, and produce 4,700 g'h of hydroelectric
poz-:er.é

Northwest gﬂ'on.ﬁ/

113. This rogion is formed by cities founded in the colonial period. The
Spanish colonists came from Poru and Chile through the northern part of the
Argentine territory., wsuring this perioad, the northwest was the most populated
area in Jirgontina, with 40 por cent of the total populatiOn,6 and it was the
periphery of a pole located in Lima (Peru). This situation contrasts radically
with the lightly populated Patagonia, and will of course impcso rigidities in
making growth possible in this rogion, Traditional activities will have to co=-
exigt with modern ongs., Lobour intcnpive and artiean industries will have to
coexist with capital intensive and sophistiocated industries, Tradition will
impose inhibitions and barriers to labour and capital mobility much more in
this old settled rogion than in the new, still unsettled, Patagonia. This
factor should be carefully taken into account when designing a promotion policy
for this rerion, |

114 The Northwest region has a greater sharc of the GNP than Patagonia and
its population per square kilometro is more than four times that of Patagonia,
but still well below metropolitan Buenos Aires, The share in total population
was continually decreasingt in 1869, 28 por cont; 1895, 17.8 per centj '
1915, 12,6 per cont; 1947, 11,3 per cent; and 196Q 11,1 per cent. On the other

63/ Comisisn Especial para ol Estudio del Desarrollo de las Zonas de Influencia
dc 158 Riss Limay, Nouquén y Negro (COMAHUT), (1962) "Summary of the pre-
liminary study for the full development of the Comahue Region", Senado de la
Naci3n, Repfblica Argentina.

_6_&/ The aralysis will bo bhased on a report of the CFI which includos most of
the states of tihe promoted region but not all »f them, Chaco and Formosa
are excluded in tLis report. Consejo Federal de Inversisnes (1966) ﬂﬁ de

i " nto .

emerrencia ¢l Noroeste \rgentino, 1 Diasmsstico 11
jo, enog ..ires,

85/ A. Ferrer (1963) La Econonfa Argentina, parte I, Fondo de Cultura Econémica,

México,
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hand, the vegetative annual rate >f growth of population (1947-1960) was arvund
2¢5 per cent, while for the courtry it was 1,2 per cent, Therefore, domestio
“dgration has heavily affocted this region, particularly tho states of La i~jn,
Catamarca, Santiago del Esters and Tucum4n, Since the age structure >f this
segion i a much younger one than f5r the entire country, this migratisn was 1ot
>nly sclective but also basically within the working age,

lge structure of part »f the northwest region, 1960

(percentagos)
0-19 20«59 60 and over
Forthwest 5166 42,3 6ol
Argentina 31%.4 51.7 89

115, MNetropolitan Bucnos \ires is the attraction pole for these who migrate,
51 per cent of the total migration from Catamarca, 40 per cent in Jujwy, 50 per
>ont in La Rioja, 72 per cent in Salta, 73 por cent in Santiago del Zstero and
23 per oent in Tucumén enigrated to Buenos lires, The motropolitan Buenos Aires
i 1"le absorbed not only the disguised unemployed of the Northwest region, but
70 denuded this latter rogion of its koy technicians, managers and other more
c.erprising young men, This seloctive migration accentuated the relative
| isadvantages of this region sinco basically unskilled and less qualified peop)~
9 l..ve remained in the rogions If some effort had been made and resources had
- “'n used to assist people in moving to the lightly populated Patagonia ingtead
"© t9 metropolitan Buenos Aires, 1t might have beon possible to make n largor
“tridution to the country as a whole, This policy would have been more
c"venient if tho migration had involved the high number of unemployed workers
1~ the northeast instead nf the skilled onos, The main obstable for this type
of policy is political,

"6, The analysis 8o far was made for the entire Northwest region. However, thi-~
not & very homogeneous region. Table 15 shows that Salta and Jujuy are the
;ates with the higher Gross Regional Product with positive internal

R
€5/ There is no information to quantify the selectivo characteristics of this
migration, though it is generally accepted that the best talent in the
professional groups has migrated to metropolitan Buenos Aires.
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Lgonoric indicators of the northwost rogion

-

GRP voucstie Unemployment
Provinces per workar migration rato, 1960
1960 1947-1960

SRR & .- o ndn Tien

Jujuy &, 600 5: 900 3.1
Salts 79,700 13,300 3.2

=10 . 23,100 6.4
la Rioja 54.900 - 19,400 6.9
Santiago dol Bataro 46,610 - 115,700 6.8
Macundn 61,700 - 8,600 42
Northwest rogion 62,900 - 170,000 87
Argontina 122,000 :

O A -

Horoanta Amgenbina, 1057, T (. * 7 srubajo, vinos Al

. .

Soyrcet Consejo Fedoral d> Inv--=t-mag (1965) Plan dn emarge
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migration in 1947-1960, and with the lower unemployment rates, Thus, we can
distinguish two Bub-regions which have different potentialities for growing:
a) Salia and Jujuy; b) Catamarca, La Rioja, Santiago del Estero and Tucumén,

117." We should add in this analysis a third sub-region, which is included in
the industrial promotion law definition of the promoted Northwest region: (Chaco
and Formosa, However, the lack of statistical information prohibits their
inclusion in thig analysis,

118, The sub-region Salta-Jujuy was growing faster than the national average
(1953-1963): 4.2 per cent and 2¢3 per cent annual rate of growth of the Gross
Product respectively. This was due to the increase in the production of
nationally demanded commodities, such as petroleum and gas, sulphur, lead and
rinc, all of whioh have an income elasticity of demand greater than one, This
sub-region is well endowed with minerals and fuels, In 1963 this region produoed
99 per cent of the national production of iron (Patagonia has the largest un-
exploited iron reserves), 100 per cent of tin, 16 per cent of manganeea, 84 per
cent of load, 89 per cent of zinc, 99 per cent of sulohur, 43 per cent of natural
cas, 6 per oent of petroleum, and 5 per cent of limestone, -

119 On the other hand, the other sub-region has remained at the same level of
Gross Product from 1953 to 1963, Most industries of this sub-region are regionally
oriented, i,e., they satisfy the demand located in the same region for foodstuffs,
bevera;-s, textiles, wood products, etc, On.y a very few activitics are
nationally demanded, i.e. activities which export their output to other regions,
This is the case in Tuoumfn where Buga. represents 62 per cent of its exports,
Santiago del Estoro where firewood, coal and ootton fibres ropresent 35 per ocent
of its exports, and La Rioja where wine represents 27 por oent of its exports,
Theso products have a low income elasticity of demand, i,e, their local and
national demand does not increase as rapidly as inoome.

120, To sum up, the Northwest rogion is formed by states founded during the
colonial period, with a production structure heavily based on slow growing indus-
tries, most of them oriented at satisfying the local demand, The per oapita
Gross Product of the region is half the national average; migration from the
area was significant and selective:; the unemployment rate is above the national
average; and the government had to absorb a great deal of the labour force
increasing disguised unemployrint. The situation worsens particularly in
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geveral states of this region: Tucumin, Catamarca, La Rioja and Santiago del
Estero. In the sub-region Salta and Jujuy the situation looks more optimistic
since these states arc mineral-resource endowed: sas, petroleum, iron, tin,

lead, zinc, sulphur, limostone, etc,

121, The Northwest region diffors substantially from Patagonia, which is &
frontier region, lightly populated and rich in natural resources, Moreover,
traditional restrictions in labour and capital movements, and lack of entre-
preneurial spirit to undertake new dynamic activitios are more present in the

old settled Northwest region than in Patagonia, Civen all these considerations,
it seems very likoly that for the Northwest region the long-run oconflict betwoen
national efficiency and regional equity is more significant than for Patagonia.

It scoms obvious that only a careful sectorial and project analysis could indicate
what types of investment are profitable for the region from the national and
regional point of view.

122, Thus fax this paper has beer analysing the benefits provided by the in-
dustrial promotion laws and the economic charscteristics of the promotod reglons,
Tho fiscal incentives consisted of tax exemptions up to ten years for both the
firm and/or investors and duty-free import of machinery and equipment, We
indicated before that when these incentives were granted these regions did not
have the required social infrastructure. The influence of external economies in
location choices are particularly important, espeoially if we oonsider that
alternative courses of action for the private investor include also motropolitan
Buencs Aires, where 42,6 per cent of ONP is gonerated and 34,6 per oent of the
population live, and the new industrial centres in Cérdoba and Santa P,

123, FPor this rcason, it seems interesting to observe the actual location pattern
of investment benefiting from the legislation on industrial promotion, For this
purpose, we have oompiled statistiocal information on foreign and domestic capital
investment by sectors and regione for the period 1957/1966 which were included

in the tax and import duty exemption regulations. Table 16 summarises this
information and Annex 2 includes a more disaggregated analysis of this infor-
mation by economic activities,

g o o
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124, Metropolitan Buenos .\ires absorbed almost 50 per cent of the total
investment., If we add to this percentage the remaining part of the province
of Buenos iires, Cérdoba and Santa F§, the figure goes up to 90 per cent. On
the other hand, investment in the promoted region was only significant in
1964~1966., Though this period coincides with the exclusioy of metropolitan
Buenos Aires from the industriul promotion law franchises, it is very unlikely

that this decentralization procers was a result of this factor, sinoe some of
these investments were planned before 1964 and were resource orienteds In
1964, almost the entire investment in the Northwest region (in the states of
Salta and Chaco) was in sugar refining. In 1965, the states of Tucumén and
Jujuy (Northwest region) attracted most of the investment in sugar rofining.
In Patagonia, the investment was in the cemont industry (Neuquén) and in
dovelopment of nylon spinning (Chubut), In the province of Corrientes (North-
east region), tho investment was to develop cotton spinning, whose inputs come
from this region, In 1966, almost 40' per cent ot the invut-enu benefiting
from franchises were for television channcls throughout the country, The

only significant investment in the promoted regions was A. packing plant for
dry fruits in Rio Negro (Prtagonia).

125, From these results, one oan appreciato that the aim of decontralising

the industrial activity was not achieved, and that investment tended to oconcentrate
hoavily in metropolitan Buonos lires, Cérdoba and Santa Fé, with a few exceptions
for resource-oriented industries. What have been the difficulties in achieving
the policy objectives being pursued? A\s was stated before, basically the only
instruments used to reach this goal were tax and import duty exemptions, Bvidently
thoy were not effective in stimulating investment in the promoted regions bocause
there was an insdeguate transportation system and energy supply, an insufficient
labour supply both in quantity and quality, a lack of appropriate commercial and
banking services, etc, The new industrial centres in Cérdoba and Santa P made
attractive industrial investment not because of tax incentives bdut bdocsuse of
other motives, such as an adequate transport network, proximity to Busnos Aires,
excess capacity in the supply of electricity, and an amépruto pool of ekilled
labourers and technical schools. Tax and import duty exemptions are only two of
the elements that make up the total cost of any investment decision, and they
might not be enough to offset the advantages that other regions offer in the other
elements of total cost, If we assume that the location decision of the private
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investor is guided by the objective of minimizing the present value of total
future cost (production as well as distribution), those regions that are
adequately equipped in labour and social overhead capital will generally benofit
greater in relation to those that do not have them, For this reason, if the
Government wants to promote the development of backward and frontier regions
but is not willing to subsidizo production in these areas, ecither by direct
subsidies and/or by strong fiscal incentives, to offset other advantages in
labour and transport costs in other arcas, investment will not be oriented to
these regions,

126, Tho small part that figcal inc-ntives play in the location decision of
investmont is confirmed by a survey in Cérdoba among manufacturing firmg -
oxoluding construction firme - which ocsupied more than 40 workers in late 1961,
Its purpose was to determine what factors stimulated their location in the city
of Cérdoba in the period 1946-1962, The number of establishments included in the
survey was 130, classifiod as follows:

Number of Numbor of
Year of establish~ establish-
looation sents &&tgig sector monts
1946-1948 13 Foodstuffs and beverages 22
Clothing 5
1949=-1951 16 Chemicals products 5
. Leather products 4
1952-1954 17 Cement 18
Metals 14
1955-19%7 20 Vehicles and machinery 46
Eleotric machinery and
1958-1960 » appliances 7
Others 9
19611963 2
L] N—
1% 130
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127. Firms were also clagsified as those whose organizers, directors etc,
were in the state of Cérdoba whon the docision was made about the location of
the firm (state capital), and those whose copitals and/or directors were outside
the state of Cérdobe (external capital). The distribution was as follows:

State capital External capital

M..aufacturing sec.or e west) cent
Foodstuffs and beverages 16 18
Cement 10 A
Metals 11 7
Vohicles and machinery 34 36

Eleotric machinery and

appliances 5 5
Others | 24 13

—— ) men—
100 100

Kumber of est ablishmenis 91 9

128, The following reasuus for looation were offered in the questionnariest

1, Manpower training. This indioates the trpinins level of the labour
force, particularly with respect to skilled, technicsl and professional.
labour,

2, Manpower availability. The situation of manpower in relation to tho
needs of cach faotory, in particular skilled, technical or professional
manpower,

3, Proximity to the market of processed products. o
4. Market location, This reason is similar %o the previous one wit

the only differonce being that the enterprises mentioning this took into
acoount not only tho market proximity but also evaluated Cérdoba's geo-
gréphic looation and its access to other provinces.

5. Raw material proximity. This type of loocation takes into acoount
proximity to the main raw material sources used by the enterprise.

§, The availability of energy. An attempt was made to find out whether
or not power availability oould have been & determinant factor for looation.
7. Electric supply cost,

8, Communications,

9, Highways and means of transport.
10, Loocation due %o proximity to railway station.

11, Tax exemptions,
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12, Directors residence. This indioates the place where directors,
founders or main shareholders live. This question was designed to find
out if the fact that the organizing members of the enterprise lived in
tho same place where the plant is situated determined 1ts location,

13, Residence (other activities), The purpose of this question was to
see whether location is also the place where the people of the enterprise
previously controlled or supervised other activities even if they did not
live in that area,

14, Climate or health conditions of the location,

15. Building already constructed, If there was & building already ocon-
structed, the savings could be more important than the other advantages in
locating the plant in another area,

16, land cost of the place chosen, This reason was initially designed
t0o oxplain location within the same area,

129, In genersl, each enterprise selected three out of these sixteen moiives
of looation which gave 340 answers, The frequency distribution was as follows:

$

E

BoRAanRanb B8 E

1. MNanpower training
2, MNanpower availability
. 3. Market proximity

4. Market location

S« Raw material proximity

6. Energy supply availability

7. BEnergy oost

8, Communiocations

9. Highways and moans of access
10, Railways

11, Tax exemptions
12. Directors residence

13.. Residence (other activities)
14, Climate and health condiitions
15. Building already oonstructed
16, land cost 18

130, This distribution of frequencies as an indication of the influence of

each motive on the location decision has limitations, For example, the motive
"pesidence of direotors” has a high number of frequencies because there ars

twice the number of state firms as firms coming from other geographic aroas in
the survey, and the motive of svailability of eleotrioity supply is second in

the nusber of frequencies because the number of metallurgic industries included in
the survey is such higher than any other type of industry questioned,
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131, In only sixteen cases out of 310, tax exemption was considered decisive
in the locatinn of the firm, and this was particularly important for vehicles
and machinery, although it must be considered that 35.4 per cent of the firms

included in the survey were in this sector.

Tax_exemption Domestic capital External capital
Foodstuffs and beverages 1
Paper and cardboard 1l
Caucho 1 1
Cement 1l
Motal 2
Vehicles and machinery 3 6 °
PO L
9 T

132, At ithe same time, excess electrical oapacity, labour supply, and an sdequate
transport system were significant, This can bte evaluated if we select for emch
mpanufacturing activity the five most important location motivess '

Foodstuffs snd boverages ..
1. Residence of directors Proximity to oonsumer
market

2 Proximity to input suppliers Elootrio energy avail-

; adility
3. Buildings constructed Raw materials proximity
4e Residence (other activities) Highways and means of

‘ acoess
Se Market proximity land cost
Chesioals Z
1. Highways and means of access Rew materisls proximity
2. Residence of directors
3 Eleotrical energy availability
4, Proximity to the market
Se Manpower avsilability
Line, oement gtc,

1. Residence of directors Proximity to raw materials
2. Proximity to raw materials Electric energy supply
3. Electric energzy availability Proximity to the market
4, Highways and means of access Highways and means of

Se Proximity to market
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(continued)
Priority Domestic firms External firms
Vehicles and machinery
1. Residence of directors Electric energy avail-
~bility
2 Residence (other activities) Manpower availability
3 Proximity to market Proximity to market
4, Electric energy availability Land cost
Se Communications and means Communications and means
of access of access

133. The CFT is an interprovincial agency orcated in November 1959, It is

“a permanent institution for research, coordination and technical advioce; whose
puTposs is to recommend the necessary measures for an adequate investment policy
and & better utilisation of economic resources in order to obtain a development
based on mmmiuuon".ﬁ/ The annual budget of the CFI, which is at present
around 3 million dollars, is provided bty each of the provinces, the municipality of
the oity of Buenos Aires, and the Territorio Nacional de 1a Tierra del Puego, by
applying a given coefficient to determine the oxtent of their participation in

the national taxes,

134, The role of the CFI is to make studies and assembdle data on the provinces,
to provide technical assistance, and to train personnel.

§1/ We have cutlined before the philosophy of this institution with respect to
the Argentine regional development. :

68/ Aota de Creacidn of the Consejo Pederal de Inversioncs.
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135, In the field of rescarching regional problems, the CFI has undertakent

a) a systematic computation of the provincial social accounts;
b) a study »f commodity flows among provinoces;

¢) an analysis and evaluation of regional natural resources; |
d) a definition of cconomic regions;

e) an economic ani functional classification of provincial government
oxpenditures and revenues; and

f) a diagnosis of the economic situation of several provinces,

136e At the present time, *hc CFI is organizing regional development plans
for two regions: the Northwest region.and the Comahue region. Both of - these

programmes have beer analysed above, Further, it is intended that plans be
developed for the regions of the Northeast, Patagonia, and metropolitan
Buenos Aires,

137. The CFI provided technics] assistance for the organization of provincial
buresus of statistios, and for reorganising along more efficient lines, the
administrative organization of provincial governments, particularly the internal
revenue service, It has also collaborated in the preparation of provincial
public health and educational programmes,in budgeting programming, and in the
evaluation of private investment projects.

138, Several training courses were offered to provincial public officials in
the provinces of Mendoza, Bshfs Blanca, Rosario, Resistencia, Tuoumdn, Cérdobe
and San Juan, on the subjects of theory and planning in economic development,
These courses last three months and require full-time concentration of the

participants.

Co io

139, Eoonomic poliocy decisions in Argentina were much more oriented towards
reaching national objectives than towards setting up a desired regional struo-
ture, Indeed, the regional distribution of economic activities was the by-product
of aiming st given national goals. As a result of such policies, the regional
distributiom of economic activities was such that metropolitan Buenos Aires
generated 42,6 per cent of the GNP (1959), and contained 34.6 per cent of the
1960 total population in 0.13 per cent of the total geographic area in Argentina.
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Its density of population per Square kilometre was 1854,6 in 1960, while

the figure for the entire country was 7,2, The overconcentration of industries
and population in metropolitan Buenos Aires stimulated, in the late 1950s,
policy measures designed to decentralize economic activities, However, the
regional goal was never explicitly stated, and only a very troad and general
dofinition was supposed to orient regional policy-makers to reduce industrial
congostion in metropolitan Buenos Aires by stimulating its decentralization,
This lack of a clear policy aim was filled by the Consejo Federal de Inver-
siones, which rocommended - without any empirical base - the creation and
promotion of growing poles, not only on regional equity grounde but alaso nn
grounds of attaining the higheet national product, However, since not all
regions have the same capacity to grow, a confliot arises for some regions
between regional equity and national efficiency, It is in this case that the
community should mamke explicit ite regional goal., Once the regional goal is
clearly stated, appropriate policy instruments should be used to reach the
dosired goal,

140, The Pederal Government, in order to reach its "decentralization goal',
relied almost exclusively on fiscal incentives to stimulate investment in

lagging regions, Despite these incentives the regional aim seeme not to have
been reached, Private investment was attracted by the growing and already
developed regions of Buenos Aires, Cérdoba, and Santa F6., With some explainable
exoeptions the promoted regions absorbed less than 5 per oent of the investments
benofiting from the fiscal incentives, This failure in roaching the regional
objectives comes from the delusive definition of regional priorities in Argentina,
as woll as from the policy instruments used to achieve thesc goals, The fiuocal
inoentives scheme was supposed to work in two distinguishable types of regions:
Patagonia and the Northwest, The first region, though it is richly ondowod with
natural resources, lacks complotely an appropriate social infrastructure., The
Northwest region, on the other hand, is not as abundant a resource region as
Patagonia and it also lacks social overhead facilities, Thus, for both regions
it was very diffiocult to compete in attracting investment with the advanoed
regions which were able to provide external economies., Tax and import duty

oost reductions were not enough to offset the costs reductions that an invostment
in metropolitan Buenos Aires can obtain from the external economies provided

in this region., Fisoal and financial incentives might be operative in attracting
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investments if proper overhead facilities are provided. Otherwise, the
industrialized centre will be the attraction pole of capital and labour, But
the building up of appropriate social overhead facilities may not permit by
itsolf tho obtainment in Argentina of a more regionally balanced distribution
of economic activities.-@/ The favourable effocts of interregional trade are
fclt only in a fev regionse. wouewve Aives, Cérdoba and Santa Fé are more linked
with the rest of the world than with other rogions within Argentina. Basic
ohanges in the interregional supply patterns have to bo stimulated in order

to make possible the production in the lagging regions of commoditios which

are demanded in the expanding regions,

141. Another polioy which was neglected in Argentina and never stated in
proper perspectivo relates to encouraging labour migretion from poorly endowed
regions to resource abundant areas, such as might be the oase with Patagonia
as the recipient region, )

69/ The lack of success in the development of southern Italy despite its poliocy

of giving heavy emphasis to overhead facilities in order to stimulate commodity

production was because this "overhead approach” has ignored the structural
changes needed in the interregional trade. "The experience of southern Italy
over the past decade shows that a change in the productive structure sust be
put on a par with an increase in total investment as an immediate objective
of development policy. The development of overhead facilities is only one

aspect of the total change that is needed”. H., B, Chenery (1962) "Development

Policies for Southern Italy”, Quarterly Journsl of Boogomios, 76(4),547.
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Industrial promotion laws of the central Government before 196 2

1, In 1943 the first industrial promotion law was put into effect. Until that
timé other similar attempts, such as the ones of 1922 and 1940, had been unsuc-
cessful. The basic legal framework for the promotion and encouragement of private
industry by the Argentine Government was provided by law 14781, which was enacted
in December 1958. There were other measures to stimulate foreigm industrial
investment in Argentina, such as the legislation on foreign capital investment
(law 14780), special regulations for capital goods imports, and legislation for
particular induetries such as automobiles, tractora ete,

2.  The industrial nromotion law is applicable for foreign and national invest-
ment alike. The foreign invectment legislation refers to the industrial promotion
law for the incentives, and deals with equality of treaiment with domestic invest-
ment, transference of profits abroad, repatriation of capital, and so on. The
only point which bears a relation to our analysis is that preferential consider-
etion for approval will be given to projects which locate in the interior of the
country, particularly in the areas stressed in the industrial promotion law.

3. There are two main features of the 1958 industrial promotion law. First, it
is specified that industrial projects, if they are to qualify for special incen-
tives, must oontribute to one or more of the followings

Bquilibrium of Argentina’s international balance of payments;
Development of the country's present and potential resourcee;
Decentralization of industry;

Advancement, expansion, and diversification on industrial output §
Improvement of industrial technology;

Advancement of national defense, welfare, and public safety.

B o o op

4. Becondly, specific kinds of actions are authorized, where applicable, to
encourage industrial investment:

(a) Duty-free import of machinery and equipment that cannot be produced
locally;

(b) Creation of raising of tariffs and othep import charges on goods
whose importation would impede the development of local production;

(o) Suspension or limitation of imports of finished products or raw
materials already produced in the country;

‘/ This summary follows olosely the interesting study of H.W. Laurant (1963)
[*) Foreign Investment in Argentina, Stanford Research Institute,
Menlo y California, 31-34.
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5.

Profercntial exchange arrangements for oxport of industrial goods;
" Preferential credit arrangements for desired industries;

Preferential supplies of raw materials, electric power, fuels and
transports

Preferential trcatment in government purchasing;

Tax excmption und rclic¢f for specified periods;

When these projects arz considercd by an exccutive decrce of "national
intorest®, the followinz axemptions to the income tax were also
granteds

0o A

P Yoo Vo N P Vo W N
P R
st N N it st N’

i) Tax excmption for interests oan bonds, debenturos, ctocks,
and for dividends on prcferrcd stocks which are issued to
finance investment;
ii) Tax deductions from incom: taxes on the amount invested in etocks.

The industrial promotion law summarized above is primarily an enabling law

which requires subsequent legislation on the spucific steps taken by the govern-
ment t¢ implement the objectives established in it.

6.

Five concrote moasures have beon promulgeted, establishing special con-

cegsions to investors in specific industrial sectors and in certain geographical

areas of the country whose dovelopment the govornment sceks to foster. The

following sectors were givon special incentivus,

7.

8.

Steelmaking. An Exocutive Decree from June 1961 which defines those
companios as eligible that begin the production cycle with the processing

of pig iron and stoel, and those that are ontirely integrated and begin

with the mmelting of iron ore, Benofits aro greatcr for integrated companies
than for semi-integratod oncs. Qualifying companies receive cxemption from
duties and other charges on the import of machinery, spare parts, raw
materials, and productc destined for steel mills. In addition, spocisl

tax benefits are provided; tax-deductible allowances arc inoreased 100 per
cent for intograted and 80 per cent for somi-intograted companiesj private
sharcholdors of qualifying companies receive special privileges on dividend
incomc taxation. Certain other tax privileges and provisions for accelo-
rated amortization of asscts are also provided, as are preforential treatment
in finanoiixg, supplies and services supplied by state entorprises, and
considoration for govornment guarantcos of various types.

Potrochemjcalg. Decres 5.039-61 oxtonds special benefits to companios
establishing or expanding basic potirochemical plants producing hydrocarbons,
sulphur or hydrogen, and to enterprises that may be integrated with such
basic plants for the production of ayﬁfhetic rubber, carbon black,
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fertilizers, pcsticides and herbicides, phenol plastics and resing, poly-
thylene, polyvinyl chloride, polypropylene, and polystyrenc. Tax-deductible

. allowances are established at 100 per cent on machinery and 20 per cont on
buildings, {.c., doublc the percentages nllowed by existing resulations.
Accelerated emortization, various substantial tax benefits on loans (which
in offact would lower the borrowing ratc) and on roinvestod profits, and
customs duty and import surcharge cxemption on machinery and cquipment are
a2lso provided. Raw matcrials to be supplied by state enterpriscs will be
80ld to qualifying companies at reducod prices, though this particular con-
cession will also be extended to petrochomical entorprises alrecady established
in Argentina.

9. DBulp snd Paper. Docree 8.141-61 grants benefits to companics installing
plants for the production of cellulose from short or long fibre, and to
those installing intcgrated plants that also produce papcr and cardboard,
Existing companies already engaging in these activities which cxpand their
oporatiors are also oligible, but only on investment sinoc the decrecy
companics that had initiatod their applications for ths inctallation of
portinent plants prior to the decrce date (14 Septumber 1961) are specifically
excluded. Special preforence is to be givon companies whose investment pro-
posals include plans for roforestation. Bonofits arc similar in almost all
respacts 1o thosc of Decree 5.039-61 ( potrochomical investments), prominently
inoluding import tax exomption, inorcasecd tux deductions, and rapid write-off.
Companies whoso invoetments fall within the torms of this dooree will bo
declarod of national importance and will recoive priority in the supply of
rav materials, electric power, fuels, and transport facilitios from state
entorprisca.

10. Therc wore also spocial regulations for promoting the dovelopment of threo
regions.

Reuth Argenting (Patagonia). An Bxecutive Decreo of August 1961 accords

spocial facilities to companios installing or axpanding plants (&) located
in Patagonia (definod as all of continontal Argentina south of the Rio
Colorado and its tributary Rio Barrancas) and in Tierra dol Pucgo, and
(b) ongaging in the manufacture of chemicals, petrochemicals, aluminium or

other motals (providod that this includes the processing of primary matorials),
woolen textilos, or in the processing and refrigeration of fish. To qualify
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12,

13.

for special henefits, the enterprise must utilize the area's electric power,
labour, or natural resources %o a high degree in relation to the other
inputs in its production proccss, muat contribute to the achievement of
import substitution or incrcased exporis, and must be orzanized so as to
permit co-ordination with plants making gimilar products in othor areas

of the country. Qualifying companivs will reccive a ton yoar cxemption

from or reduction of import taxes and charges on machincry and equipmant,
income and excoss profit taxes, and several minor taxes. In the price
celculations for purposes of Argontina sales taxcs, they may deduct the

cost of transporting their products to destinations outeide Patagonia.
Moreover, natural gas may bc supplied by the gtate gas entoerprise at
speoially reduced prices, in accordance with a schedulc detailed in the
decrae; the lowost gas prices apply to chemical and mctal’ manufacturing
plants utilizing gas or eloctricity as a main input into the production
process} the mext lowest prices apply to metal processing plants utilizing
the area's raw materials; and tho least price reduction, to other qualifying
types of activities. '

Norihwogt Argonting. Decree 9.477-61 provides cortain benefits to industrial
investments in the Northwest, dafined as tho provinces of Catamarca, Jujuy,
La Rioja, Salta, Santiago del Estoro, Tucundn, and the wostern parts of

Chaco and Formosa. To qualify, enterpriscs must engage in mineral extraction
and processeing (excapt of petrolcum and gae and their darivatives);
imprognation, hardening, and artifioial drying of woodj production of pressed
wood from wood or bagasse fibrosj oxtraction of vogetablo waxes; procossing
of vogetables; packing housesj or the metallurgical industry. Expansion of
existing activitios must at least double current production capacity $o
qualify for bonefits. Bonefits include exemption from import duties and
charges on machinery and equipment, up to 50 per cent income tax reductionm,
ropid write-off of assots, and othor less important benofits.

of Co 1 ina). Decroe 11,324-61 provides
incentives to the following departments in Corriontess Ituzaingé, Santo
Tomé, Esquina, Senco, and lator Monto Casoros (doorae 2,323-62), The
activitios inocludod in the two decrees were imprognation of woods, production
of pressed wood, processing of vegetables and fruits (excluding alooholic
beverages), mest packing plants, motallurgical industiry, textiles, foods
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processing, mineral extraction and processing (oxcluding that of petroloun
and gas and their derivatives), leather and tobacco industrics. Benefits
- include oxomptions from import duties ond ~harmes on machinery, taxcs, bank

credits and priority is given to raw material, encrgy and transport supply.

14. 1In 19€3, the Ixocutive Decrece 5.335 grouped all of thasc regulations in a
single legal text and introduced some minor nhanmos while maintaining the
same favourcd industrial activities and rciions. The Docree 1.0831 of
November 1963 cbrogatod industrial promotion lous because the government
wanted to reduce import of capital moode ~nd increase fianal rovenue,
However, only four months had clapsed since the abrogation whon the govern—
mont ro-ostablishcd the industrial promotion legislation (Decreec 3,113 of
April 1964) introducing somo changes, in particular oxcluding metropolitan
Buenos Airas from all the incentives providod by this logislation,

15. In order to qualify for tho spacial benofits of this law, tho catorprise

must be a new ono or be the expension of onc alrcady operating and it must be
tochnically efficient and oconomically pofitable. Tha following industrial sectors
are promoted if investmonts aro located in any arca of Argentina with the oxoccption
of motropolitan Buonos Airess

Stoelmaking (for intogratod and semi-intagrated compenics);

a
b) Potrochomiocals;

¢) Colluloso;

4) Mining, excluding petroleun, gns, and othor minurals;

o) Porastry;

£} Pishing;

@) Construotion, for standardized production of sconomic dwollings.

16, Throe differont goographiocal ares arc promotod:

b} Rogion B: HNorthwest and Contrej

ia} Region At Patagonia (south of Rio Colorado and™Rio Barrencas)j
c) Region C: Northeast.

17. To qualify for spocial bonofits, the onterprisc must industrializo the
natural rosources of the rogion and/or holp to inorease cxports or substitute
imports. In particulcor, the following activitius are promotods

(a) Impregnation, hardoning, artificial drying and industrializotion of
wood, fibros and bagrnsscg

(b) Processing of natursl fibros until complote, at least up to the
procoss of spinning;



ID/WGe9/6
Annex 1

Page £8

hg Tannine;
d) Food proccssing;
¢) DMNetallurgical industrics;
f) Chemical industrics;

(g) Coramicc and glass.
18. 1In order to cnoourage investmont, tax excmptions and duty-frec licenses for
the import of machinery and equipment that cannot bo made locally are given.
Tax cxemptions, for a maximum of ton yoars, are granted eithor to the onterprise
or to the investor but not to both simultancously, modifying in this way provious
logislation, which granted tax oxomptions to both the entorprise and investor.
The bencfits grantod to ontarprises arc related to a yearly reduction of business
income taxj substitute tax on corporato capital; excess profits tax (which goos
from 100 por cont during the first four years to a ninimun of 10 per cont in the
tenth yoar); stamp taxy authorization for tomporary rosidency in the country for
the foreign personnel (and their families) required; and spacial pricas for gas,

electricity, fuel and transport.

19. If tho enterprise chooses to bonefit the investor, then the firm will not
be able to obtain tax examptions on business income tax, the sudstitute tax on
corporate capital, oxcess profits, or stamp taxos, while the investor will, in
turn, rocaive o yoorly tax oxemption, which is lowor than for the onterprise
from the income tax on tho amounts invosted in tho promoted enterpriso. The tax
reduction for onterpriscs or investors arc givon in Annex 1, tables 1 and 2.

20. Besides these general bonefits there arc othors which are special for the
promoted scotors. The tax reductions for enterprises locating in the promoted
areas and in thosc arcas which qualify for the benefits of this industrial
promotion law will be 100 per cent for ton years.

21. All the provinces, with the excaption of Banta Crus, have industrial pro-
motion laws. This evidently affocts the influcnco of cach province because there
are no major changus in the relative positions of each geographic area.

b/ Por a dotailed summary of thesc rogulauons, sea P, Horrero (1965)
21 ¢ g * 3 and edo.

Bditorial ael’tnstituto, Bucros hires.
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22, Tho legul system is not the samc for all provinces and is not clearly definad.
Some provinces indicato what industrial soctors arc being promotcd and agsign
priorities to thesc sectors (c.g. Neuquén, Santn P6 and San Juan). Other provincos
simpiy state that only "those industrics that usc regional inputs™ will be nble
to benefit from tox exemptions. Some logislation indicates that benefits ~re
only for new industrics, other that thc industry should bte the first of its kind
in thc region. All thesc promotion lews granl tax oxomptions (in some ccacs for
all taxes, in othuors just for some provincial taxes) although percentages and
the length of time for which the oxemption is granted vary with cach p?ovinco.

23. In order to bencfit from these franchiscs, somc provinces require that some
industries use rogional inputs whilc other industries are cncouraged to uso

national inputs.
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