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1. Probleps of this sector in Argenting

1.1 Modern studies »n industria’ economics stress two special characteristics
nf the capital goods industry from the standpoint of developing countries. On the cne
hand, it is well known tc be a sector of strategic importance, one which has positive
effects on the economy as a whole and without which there can be no question of
achieving economic autonomy.

On the other hand, the difficulties encountered in seeking to achieve the
full development, consolidation and expansion of this sector in practice are considersbl..

1.2 An approach based purely on import substitution is not the only effective
polioy for establishing and developing this sector, even though there is no doubt that
the main factor whioh led to the establishment of this gector in the Argentine economy
in the firet place was the need to replace imports.

L3 It can in fact be said without great risk of error that in some Latin Ameriocan
oountries, especially Argentina, the capital goods imdustry, and in particular the
sachine tool industry, hed its origin in the practical difficulties arising from the
Second ¥orld Yar, in the post-war restrictious on supplies from the traditional sources
of this kind of sachinery, since those countries directed their output largely towards
rensval of their own industrial plant, and in the restrictions of a general nature
imposed on imports into Letin American countries, due in large part to their balance
of payments deficits.

1.4 The subsejzuent change in the internstional economic situation led %o an
abundent supply of machine tools to the developing countries, a gradual easing of the
terss of payment and the offer of large quantities of highly sophisticated models usipg

& precise and complex techno logy, designed for specific purposes and having a high rate
R of output.

s

..Mmm«nww‘ come:

Ao i

1.5 Within the oountry, on the other hand, the general adherence to an over-all
policy of import substitution for wost industrial products in practice «.'sated various
 8dvantages and bLenefits for sachine tool imports. Thig policy parsdoxically neglected
1ocal sachine tool production and in ecme cases did it manifest harm,

1.6 On the one hand, it hn; been characteristic of these promotional arrangessnts
PO encourage the astablishment of substitution industries within s broad general range,
be ain being to onoourage infiistive over a wider group of products. On the other




hard, ~ne 1 *re o8t maal prowc tioa. reatures nas beer cuastomo axempticn for imports ~f
machkinery, which aler ioplies wacnine v 14, This hea led t o 3 marked switob in purchases
to foreigr acurces, v ‘he disadvantaze ~f loegl prod . ction,

The mathinery in'r.duced inder thege arrangements to protect naticnal produce
ticn of machine t- ls (refusal .f ~ust.ms exemption ir %M%O{,’*gﬁ‘t‘ﬁ?pmduced
locally etr.) has not in practics achieved ihe degired results, because the system
generally leads to lengthy negrtiations and tiressme diaputesg, at best, and at worse tc
a distortion of Ademand.

1.7 Althougn the irtention behind the legislatinrn is clear, in practice its appli=-
cation has «n cccasion beer hindered by the requirement impreed on the manufacturer to
demonstrate his capacity tc prcduce specific kinds of machines, which is not easy to do
in this industry, both because »f the nature of the preductinn process and because of
the variety cf specificatisns, which makes it neceggary «n many sccasions to work to

special order. .

1.8 Mention must alse be made of the strong support which the developed countries
give their machine tcol exports through such institutions as special credit agencies,
which enable suppliers to offer their goods on very favcurable financial terms, and of
the fact that credit provided by natirnal credit instit .*i ns is ~ften "tied".

1.9 There are a whole series *f problems of the most varicus kinds which are
specific to the sectcr and derive frum 'he very nature f the products and of the manu~
facturing and marketing processes. As has been said, many cf these gcods are prcduced
to the client's crder (or at all eventg in relatively short series), to special speci-
ficativns, and the process of pﬁ*oducing then is complex and rs;latively slow, This
ability to adapt to the user's needs is precisely cne ~f the major advantages of having
a national industry to produce these goods, and this precess of adaptation leads to

technclogical pregress.

liavertheless, it involves considerable problems, to do with such matters as
the ability of suppliers to respond fast enough, the availability of highly skilled
labour and the need for equipment to be sufficiently reccnvertible, which directly
affects the cost ~f the product.

1.1 Fur the purchaser, cn the cther hand, the productivity of the machine tool is
such that he is «bliged to write it off cver a relatively long pericd (as a rough indi-

catinrn we may say abrut 10 years), which zeans that sales tend tc te conducted on a
medium~ ~r lorg—term tagsis.
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From this z2tandp-int, the froreign competition at ppegen! ercye fav urable
eonditicns, as regarde both preductinn custs ard paymert peri-da, Thie nakes the posi-
tion ~f naticnal producers mere complirated,

The inflexibility of the traditi.nal credit machinery hag ~n many ~ccasions
led producers to weaken their financial pesition irn rder to be anle L place their ~ut-

put. This may have limited their chances of getting new ~rders and may possibly have
created obgtacles tc thei~ expansion.

2. Policies

2.1 The policies that can be proposed fsr the machine torls sectorMmust necsssaril
be related to the general context of the cbjectives set for rnaticnal industry as . whole.

It has therefore been thought desirable to draw attenti.n t¢ the provitions
relating to industrial activity as a whole in the Naticnal Devilopment and Security Plan
for 1971-1975 (Act No.19039) which directly or indirectly affect the machine tools
sector (2.3 and 2.4).

These provisions are then broken down intc more specific policies for this
sector (sections 2.5, 2.6 and 2.7).

2.2 Qmm} oh]gutivgl

To strengthen and expand enterprises whose capital is domestic, particularly
in growth sectors, promoting greater concentration of enterprises and seeking to estabe
lish them on a sounder financial baeis;

To develop and introduce technology which will reduce dependence »n forsign
sources;

To secure a sustained growth in exports »f industrial gooda, increasing
efficiency as an essential prerequisite for greater access tc international markets.

2.3 Targets

The target set by the Plan for machinery and electrical apparatus as a who le,
which includes machine tools, is a rate of growth in value added of 10.% per cent for
1571-1975, as against the rate of 3.4 per cent actually achieved during the period
1960~1967-1969.




2eA  Gereral measires
State antion (with regard to this goct.r) will invalve formulating a congistent
get of promction measures which will art as o guide t~ yrivate enterprise and provide it
with a framewcrk for exransiorn.
In this connexisn the Industrial Promiti-n Act and related regulations will be

the guide for all eati-g rescurces in the industrial sector.

G.ing into more detail, the actirn taken will include measures on finance,

taxation and customs, and axzpuris.

The measures proposed will be an incentive to the machine tools industry as
producer, on the one hand, and stimulate the consumer market for these products, on the

other (emphasis is 1aid on the provisinns that relate directly *o this sector).

Meagures to facilitate the granting of medium and long-term finance to basic industry,
through the National Development Bank, and over-all support for the rest of industry whose
capital is domestic, particularly industry located in the interior of the country. Agree-
ments concerning loans granted by the National Developrment Bank must inter alia lay down
conditioneg and standards with regard to productivity, export targets, minimum enterprise

size and use of n@tional technology.

Action to promote a haalthier state ~f affairs in the stock market, by the following

means!

Revision of Aet Ho. 17811 as a tocl for investment control and or the basic legisla-
tion on limited liability compnnies;

Moasures t» protect the savings of minority investors, through appropriate regulation

of enterprigses' dividend distribution prlicies;

¥stablishment of the medium=term loan system at commercial and investment banks by

attracting apecial deposits., These loans will be intended to finance investment in domes-

tically produced goods and to meet the ordinary needs that evolve in the course of invest-
ment programmes, for a period of not less than 24 years.

Introduction ~f gpecial regulations governing the activities of banks and financial

bodies in channelling funds to small=- and mediumescals enterprises with domestic capital.

Taxation and customs

—

Fevigi-n of the present tax asystem, with the basic aim of simplifying it, abolishing

gurtax ard reolacing the sales tax by value added tax,




Baging of cust~me tariffs o1 index o trices o ratare iy rrousht ap Aite, in crder

toc give domestic industry adequate protectinn agagngt dumping S f imports and other gn-

fair commercial practices.

Export promotion

Greater measures to assist plant renewal by industrics which undertake to produce

a congiderable proportion of their output fir exp.rt,

Revigion of Decree Na.}Q%é/?Q in the light ¢f experience with ezport financing and
trends in industrial exports, in order tc¢ ensure that Argentine products are sufficiently

competitive on the international market.

Introduction of 2 system of certificates corresponding to the requirements of the

international markets with regard to weight, quality, processing, etc.

Support for research into industrial design in order to adapt the pregentation of

manufactured goods to the requirements ~f the international markets.

G@o.;aphical decentralization of administrative and promotional procedures relating
to foreign trade, so as to allow the various regions exporting industrial goods to
operate directly, particularly in their relations with neighbov ~ing countries.

o
Promction of industrial exports through permanent Argentine trade offices abrond,
in order to gain a1 better kncwledge of foreign markets and sales opportunities,

Encouragement of greater Argentine participation in internaticonal fairs and exhibi-
tions, and at the same time encouragement to private enterprise to attend such events,

2.5 Industrial promotion 2ystem

It is proposed that one of the main characteristics of the industrial promotion
system should be the following:

The benefits granted should be such 18 to stimulate investment in domeatic equipe
ment and to encourage research and development.

2,6 VYithin the general framework of the policies explained above in sections 2.2,
2.3 and 2,4, which, covering industrial activity as a whole, also apply to the machine
tools sector, mention should be made of ancther set of -bjectives and measures which
relate to this sector as such.

Thie more specific get of vbjectives and measures is intended t deal with the
problems discussed in section 2.1.




Objectives
T direct public sestor demand tvwardg the 1 amectis markeds
T, crganize private demand in some branches f thils incustry,
To bring the capacity »f dcmestic suppliers and the nee.s «f purchasers into line
with 2arh thery
To place l.cal suppliers en an equal froting with internaticnal suppliers from the
financial point ~f view,
To improve the design and technclogy of domestica ly prcduced capital goods,

To organize series production of light and medium equipment and thus reduce costs.

Measures

The following set of measures is propcred in order to achieve these objectives:

- General application ¢f a tariff protecticn system which will nct in practice
lead to distortion;

- Development of a credit system which will take into account the financial
difficulties of medium~term investment and will be competitive with the facilities
obtainable abroadj

- Bgtablishment of bodies 1+ publicize and gpread knowledge o what domestic

suppliers can offer;

- Bncouragement »f the focrmation of planning teams and firms of consultants
specializing in the design c¢f factories and equipment which can be supplied by

domestic industry;

- Negotiated agreements between the publi~ sector and the product .on gector

with regard to price, quality, quantity, delivery pericds and finance;

-  Promotion of standardization of orders feor medium and light euipment by

means of agreements between tie various State bodies;

- Prometiun, at the level of chambers of industry or groups of enterprises,
of bodies councerned ~ith technical advice, technological research and foreign

marketing.




2.7 Ttinally, there :rc the { 1l viirg seasurss imed especially at the prcblems

of machine t~cl preduction:

Mieggures
Tax exempticn for users of gocde produced ty domestic industry.
iloplacement I exceptive provisicns by an automatic sJystem for imports under which

products used in Acomegtic manuiacture will Le rapidly covered by a syataem of protection,
thus avciding the accumulation of imported stc-ks.

Preparation of ar appropriate tariff nomenclature and the establishment of custeoms

sdviscry boards ‘o ensure that JJoported goode are classified corractly.

Establishment of o machine tocl technclogical research institute, with extenaion
services.

State financing of 50 per cent of ihe cost of prototype design and production,
together with the introduction of measures tc assist the first user.

Introduction of a comprehensive met cf regulations governing licensing contracts '
which will prohibit restricti ns on exports.

Meagures to promote mergsrs of smaller workshops eo that they can operate on a more

officient gcale. Plans for financial assistance are being worked out in this connexien.;

under which State participation will be conditicnal upon enterpriscs periodically supe

Plying statistice on production and price trends and their development programmes. This

would mean that through the {inancial plans there could be an efficient system for keep-
ing a check on iae process of integration.









