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PREFACE

The International Centre for Industrial Studies,
Regional and Country Studies Section, has undertaken,
under its 1978-1979 work programme, the preparat.on of
a series of Country Industrial Development Prr.iles.
These profiles are desk studies, providing statistical
and economic analyses of the industry sector, its growih,
sr2sent status and fuiure prospects. It is hoped that
the profiles will provide analyses of use to programming
technical assistance, indusirial redepleyment and

investment co—operation activities.

This profile on Argentina is based on documenis, reports
and studies available at UNIDC Headquarters. No field
survey has been undertaken and scme ¢f the data cn industry

are not up-to-date.

The views or comments contained in this document do
not reflect those of “he Government of Argentina no~ ac they
officially cormit the finited Nations Industrial Development

Crgenization to any particular course of action.
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Chapter 1

GENERAL ECONOMIC BACXGROUND

Argentina occupies an area of 2.8 million square kilometers and
is, after Brazil, the largest land mass in Latin Ameri:a. 1Its
population is just over 26 million. Omne~third cf thes: live in the
Greater Buenos Aires Area. By most of the current cevelopment standards,
Argentina is in the top rank of the developing nations. l/ Cross domestic
product per capita in 1970 prices was US$1.2]] in 1978, the second highest
in Latin America, Venezuela, having a GDP per capita of (E $1,379 in
i970 prices. The adult literacy rate is above 30 per cent. The caloric
and protein intake is 126 per cent and 105 per cemt, resgectively, =f
ancrmal requirements. Life expectancy for the adult malie and {2male is
in the upper sixties. Access to electricity is available to over 80 per
cent of the population. While infant mortality was registered at 63.1
per thovsand in the vear 1970, there was a ccnsiderable geographical
dispersion. In the Feda»ral Capital, it was 42.1 and in La Pampa only
37.3, but in the pro iace of Jujuy, it was 132.6. Paved roads, although
concentrated around tre main urban areas, reaches to all of the profincial
capitals and tc a considerable number of lesser cities. The population
growth rate has been steadily declining over the past quarter of a century:
from 2.0 per cent in 1950 it declined to 1.4 per ¢ ..t 1in 1964 and then to
1.3 per cent in 1971, where {t has held s.eady.

Gross domestic product

The decade of the sixties and early seventies were generally j:z:ars

of steady growth in eross domestic product. GDP annual growth rates wer<

1/ Not a few persons, inside and outsice of Argentina, would place
Argentina among the lower ranks of the industrially developed nations.




4.4 per cent in 1965, 4.8 per cent in 1971, 6.1 per cent in 1973 and

6.5 per cent in 1974. Following two years of decline in 1975 and 1976
(years of world recession following the jump in the price of oil), of

1.3 per cent and 2.9 per cent, respectively, economic activity rose

by 4.4 per cent in 1977 (Table 1). Economic growth since 1960 has

caused certain changes in the structure of Argentinian gynss domestic
product, as can be szeen in Table 1. The agricultural secto.''s share

in GDP declined from 16.6 per cent in 1960 to 13.0 per cent in 1977.

The manufaciuring sector, however, improved its contrivution to the national

economy from 31.1 per cent of GDP in 1960 to 36.5 per cent in 1977.

Gross domestic fir:d investmen?

Expenditures for gross domestic fixed investment for the periocd
1960 througn 1977 (in comstaat prices) show a rising trend over the
past two decades commensurate with the increcase in gross domestic product,
with the result that its skare of GDP has remained rairly constant. (3y
the same taken, consumption has maintained its share of GLP cver the
same period). Except for a couple of years, GDFI has not fallen bellow
20 per cent of GDP. Pricr to the 1975/76 crisis, it had reached 23.3 per
cent in 1972. Private investment has represented just under two-thirds
of gross domestic fixed investment over the years, but it declined sharp-
ly with the advent of the crisiz of 1975 and 1976. In 1976 and 1977,
the private srctor's sharas plummeted to 39.6 per cent and 32.8 per cent,
respectively. This helps to explain in part the rise in the share of public
investment i the same years, wkich also had the result of raising CDFI to
a record level in 1977, B.7 per cent over the previous high of 1974.
(Tables 2 and 3).
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Table 2. Gross domestic fixed investment as share
of gross national product, 1960-77

(%)
1650 20.6 1973 22.0
1965 17.3 1374 21.4
1370 21.8 1975 20.2
1371 22.8 1976 19.8
1972 23.3 1977 22.6

Source: Computed from GDP and gross domestic fixed inestment
figures contained in World 3ank Report Ne. 2208-4R,

op. cit.
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(in willione 1960

Si)

1.0 19653 1370 [N
Gruss docsstic fined investment, by asaeta 2,079.1 2,167.8 3,330 },648.9
Consiructlon 81.1 851.9 1.420.0 V. hea 7
Public 360.9 286, 616.1 bl
Private $32.2 362.6 8537 LYY
HachineYy and eguipment 1,06.0 1,316 1,864, 0 2 V2
[ranafort equipnent L6t 595.¢ 626.8 fed
vachivery 164 .8 %8 .4 1,232.2 [SENU
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runlle . 258.% 1,213} 1,181,
Frivate . 1,409,0 2,060.9 2,604
Coanpe o stecls 9.1 6).8 8.4 lund
Jeven Joveetie tnvestiteat T.126.2 2,4M0) 3,400, 4 3, i49,0

1922 1373 1974 1973 197¢ ILIT LY
3,838.2 3,850.7 4,001.2 3, N8 3.514.7 4,230.3
1,500,4 1,435.7 1,619.9 1,406.5 1,297.2 1,424.0

721.3 6487 703, $43.3 4264 443.6

ma 147.0 910.2 943,21 42.8 980.4
1,337.8 1,615.0 2,381.3 2,227.1 2,211.8 1,006.3

54,7 80%.0 1664 654,9 589,46 M.s
1,386.1 1,606,0 1,614.9 1,372.4 1,627.9 1,993,0
3,813.2 3,8%0.7 4,001.2 3, 1).8 3,584.7 4,230.5
1,469.3 1,358.12 1,601,) 1,04, 2,122.9 1,841.9
2,368.9 2,492.3 2,398.9 2,399.8 1,390.8 1,387.6

106,3 114.8 4s.8 40.8 7.2 -22,12
3,942.6 3,965.3 4,047,0 3,7156.4 3,521.9 4,208,

Source:  World Bank ltaport Ho. 2208-AR, Economic Memorandum on Arppmiting, o6 Rovewbor Vi,

1/ Preliminary.
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Chagter I1

INDUSTRIAL SECTOR: MANUTACTURING

Historical development

Argentina's industirial activities date back to the end of the
last century wken the country wes in a position 0 export agri-
cultural productq at relatively low cost, leading tc high income
levels. There are indications that income distribution was such
that it could provide a local demand to warrant the esirblishment
of national indusiry. These infant industries enjoyed a Tair amcunt
of natural protection due to the distance from the werld's main

production cenires.

At the turn of the century some twenty per cent of the Argentine
labour force was engaged in ﬁanufacturing, and the secicr contributed
15 per cent to total output. The sector consisted ¢f a large number
of small factories mainly im food processing, non-metallic minerals,
branckes of the chemical industr,, and printing and publishing. The
World Depression of the 1930s provided the justification for giving
greater impetus to the manufacturing sector. Unlike the conditions
which prompted initial developmenti of the industry, this growth was
stimulated by protectionist measures to facilitate import substitution.
During World War II and immediately after, when the industrialized
nations were unable to sunrp’y their traditional exports to Argentina,
national manufactured products increased their share of total supply in
the Argentine market from 75 per cent to 85 per cent. Joining the ranks
of textiles and rubber which had grown substantially during the 1930s,
were new basic industries in metalworking, elecirical machinery and non-

electrical machinery, and appliances.
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In order to maintain the share of unalional products in the local
market aftes; World War II, the Gove:mment approved a number of measures
to protect national industries and to stimlate industria’ growth.
Among tbese were high tariffs, quantitative resiricticns, an sizeable
indirect subsidies. The Siate also invested directly in the means of
production. With the passage cf time, it became evident, bty the late
sixties, even when the manufacturing sectcr was enjoying is fastest
growth, that these measures had their negative side. Argentine industrial
products were becoming non-competitive in international markeis, in pa:t
because of the nigher ¢ 'sts induced by the excesrive prowection and also
by the unrealistic exchange rate. Serious other effects were those on
the agvicultural sector whose exports, fundamental to the ration's
halance of payments were curtailed by the exchange rate pclicies. The
camulative political and economic effects of these siresses erupied in
wne crises of the spring of 1976 when the na*ion was faced at :ile s.me
time with a deepening eccnomic recession, a galloping i1flation, and an

imminent incapacity to meet its fcreign obligatiens.

Manufacturing in relation %o zross Zomes*ic product
5

Manufacturing represents the principal sector in the gross domestic
product, its share rising from 311.1 per cent in 1960 to 36.5 per cent in 1377
(down from its peak of 38.0 per cent in 1973). Manufacturing outpu® reached
its peak in 1974, then declined by 2.8 per cent in the recession year of 197S.
It rose by 4.5 per cent in , /6 ard again in 1377 by 3.8 per cent (Table 1).
It fell off sharply early in 1978 and the decliine for first nine months of the
year was 9.4 per c2nt. This attributed to three causes: a process of disaccumu-
latiun of inventories beginning in the [irst quarter; reduced purchasing power
resulting from the decline in real wages and salaries; and the sharp re-
duction in the rate of private investment wihich brought with it a decline
in the production 6f capital goods. The continued rise in manuf{ac*ured

exports could not stop the decline, since they were rather the consequence
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of the dwindling home marksts. Utilization of manufacturing capacity
reached its high point during the last two years of industrial boom:

78.9 per cent in 1973 and 79.4 per cent in 1974. Rate of sperations
remained at 72.6 per cent and 72.5 per cent in 1976 and 1977 respectively
despite the recovery in production as additional capaciiy became available.
It fell sharply to 64.0 per cant in the first quarter sf 1978 as the

d- cline moderated through the rest of the year.

Parallel with the rising share of manufacturing, agriculture chows
a decliring trend: from 16.6 per cent in 1960 to a low ef 11. per cent
in 1972. It rises again to 12.7 per cent in 1976 and 13.0 per cent in
1977, as exports resumed their climb. Cther sectors have mainly maintained
their respective shares, between 197C and 1977. For these years, the shares
were: for mining, 1.7 per cent and 1.6 per cen*; construction 4.5 per cen:
and 3.7 per cent; electricity, gas and water 2.3 per cent and 3.0 per cent;
transport and communications 7.5 per ceni ani 7.2 per centj; commerce,
restaurants and hotels 17.8 per cent and 17.7 per ceni; darking 1.5 per
cent and 3.8 per cent and Covernment and ctner services 13.4 per cent and
13.5 per cent. (Tables 1 and 4).

Manufacturing in modern branches

The growing importance of the so-called modern branches - basic
metals, metals, machinery and transport equipment, and chemical industiries -
is worth noting over the past two decades. These doubled their output
between 1960 and 1970, the anmual growth rate averaging 8 per cent. Between
1970 and 1977, the growth rate slowed down to around 4 per cent. As a
consequence of this expansion, the share c¢f these industries rose from
around 10 per cent of value added in manufacturing in 1950 tc over 60 per
cent in 1972, where it has remained through the late 1970s. Over the 17-year
period between 1960 and 1977, manufacturing production rose by 118 per cent,
while the ‘raditional industries srew at a lesser rate: food-beverages-
tobaczo by 66.5 per cent and textiles—clothing-leather goods by 42.8 per

cent. Wood products and furniture in fact showed a decline of 7 per cent
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in 1977, but this clearly was one of the after-effects of the recession
years of 1975 and 1976 and the subsequent incomes policy. In the Dboom
years of 1973 and 1974, producticn was 58.7 per cent and 66.5 per cent
over that of 1960. 1In constrast basic metals production was 209 per
cent highe> and chemical products 135 per cent higher in 1977 than in
1960 (Tables 6 and 7).

Production of consumer-intermediate-capital gocds

Variations in the structure cf industrial productio: in Argentina
have followed a well-known pattern. As the industrialization process hzs
gathered momentym, the share of the branches producing consumer goods
has tended ts fall whereas the shares of the brancaes producing intermediate
and capitzl gecds have shown 2 substantial increas2. In 1914, consumer
geods accounted for 75 per cent of total manufacturing production. Included
in such iadustries were food, beverages, and tobacco; itextiles, wear‘ng
apparel and leather; paper, printing and publishing. Over time, this group
of industries yielded ground in relative terms, to the industries producing
intermediate goods and capital goods. 3y 3973, consumer goods accountied
for 34.0 per cent of total production. Intermediate goods had increased
their share in woocd and wood products, chemicals, petroleum and rubber
from 12.C per cent in 1914 to 18.4 per cent in 1969 before sliding off %o
17.1 per cent in 1973. Capital goods comprehending non-metallic minsrals,
basic metals, metallic products and machinery rose from 11.9 per cent in
1914 to 45.1 per cent in 1973. Miscellaneous industries (including handi-
crafts) rose from 1.0 per cent in 1914 to 12.9 per cent in 1925-29, and
then tailed off to 3.8 per cent in 1973 (Table 7).

Manufacturing activity by size and firm

In the manufacturing sector, the smaller firms have given away to

the larger firms. X comparison of the figures of the census years, 1963
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Table 4. Utiliz~tion of inatalled canacity

(arnual averagcs in percen’ages)

1972 1973 1974 1975 1376 1377 1378
arrch June Sept

Non—durable consumer gocds 14.6 12.2 16.8 74.3 ] 13.0 141 63.4 74-2
food nrcducts 8Cc.4 74.7 18.9 76.3 71.9 14.7 741 7%.7 76.4
Baverages 57.2 57.2 4.1 5.2 48.4 53.2 48.2 5.1 €1
Tobacco 81.7 8.3 91.9 98.4 30.3 2.1 .o 2.4 31.2
Durable consumer rrods 82.7 82.2 1.6 8.c 70.9 69.2 c7.3 58.5 72.3
Footwear and clothing 83.1 85.5 93.0 32.0 84.4 77.1 61.8 76.1 13.5
Pharmaceutical products 81.7 8¢.0 76.1 73.7 72.0 75.7 74.2 73.7 1.2
Non-electrical household articiss 731.2 73.3 79.7 84.4 56.3 53.4 57.3 E- R - n
Kanufacturs of motor vehicles 78.4 81.6 58.2 71.3 57.1 65.1 3.1 30,0 72.5
Sapital rots 724 6. 13 IS Q2 33 .2 s
Vanmufacture of non-electrical

“achinery - 15.3 §1.2 82.3 £L.¢ - 77.0 N an Lt 32.2
Vemufacturs of agricultural ~achinery

and equipsent £3.z gs.2 23.3 75.2 75.5 77.3 25.2 1 LR
Munu_acture cf electrical machiner: 53.2 87.2 76.7 71.5 74.0 70.3 6.3 55.3 "2.3
Manufaciure of electronic and

comrunicating equiprent 72.4 70.1 £€6.3 66.4 635.2 69.4 59.5 33.9 7.3
Tntermediate mocds 81.5 81.4 80.4 78.4 743 731.3 5c.8 T3.3 78.7
Textiles 83.0 90.1 89.5 A 73.3 73.1 51.7 g1.% as.2
Paper 90.0 87.3 87.3 82.4 75.0 4.4 £5.1 783 3z.3
Leather and fur products 83.3 31.3 83.1 84.2 1.4 33.9 3C.C 32.1 31.2
Rubber products 30.7 81.1 87.1 35.8 83.3 75.2 39.1 531 3L
Plastic products 11.6 67.8 15.7 64.9 56.1 63.2 48.9 6.4 3.7
Industrial chemicals 18.7 10.6 16.9 14.8 5.2 15.6 67.6 15.7 Bu.3
Petrochemical products 89.5 87.8 83.2 74.5 11.5 66.4 55.6 62.0 14.9
¥Yanufacture of cement and lime T11.4 67.7 10.0 Ti.4 76.4 86.3 82.4 17.3 85.1
Pottery, china, glass and earthenware 84.0 19.4 83.9 82.4 14.C 70.6 - 48.2 62.4 £45.1
Iron and steel basic industries 714.9 12.4 61.5 62.6 59.1 57.3 54.2 68.9 16.8
Non~ferrcus basic industries 84.4 76 .1 75.2 72.2 62.7 65.6 17.3 86.1 56.1
Various metallurgical products 70.4 14.2 72.0 71.9 64.4 64.G 45.1 53.3 55.1
Autcmobile spare_ parte and repair

equipment 5.5 19.9 82.2 61.9 63.6 75.3 35.4 53.2 57.6
Total manufacturing industry 1.5 18.9 13-4 16.3 12.6 72.5 64.0 11.2 15.8

Source: Fundacién da Investigaciones para el Desarrollo (FIIE), Coyuntura v Desarrollo, No. 4, December 1978.




Tabla 5. Strictural chang of valua addad §n Tonufacturing, 1960 - l:ué
(on the basis of 1570 US § constant prioes)
1360 1961 1962 1963 1964 1965 1056 1967 1968 1969 1970 1971 1972 1973 1974 1975 1376 1377
N Food, Beverages, Tobacco 19.82  18.77 21.07 22.48 18.96 17.82 18.85 19.32 18.60 17.48 37.20 15.78 15.3  14.917  15.75 16.C6 16.£7 15,61
32 Textiles and Wearing Apparel 18.99 17.78 15.26 15.06  15.52 15.60 14.89 14.55 14.33 12.90 12.50 12.30 12.08 i2.08 1.2 12.74 12.77 11.%
3) Wood and Wood Products 2.51 2.69 2.69 2.517 2.46 2.4) 2.53 2.0 .32 2.2) 2.10 2.0C 1.9) 1.85 1.69 1.6} 1.24 1.05
M Paper, Printing, Publishing 4.8 5.14 5.11 5.14 4.80 5.09 5.26 4.96 4.99 4.8 5.00 5.0 4.88 4.52 4.62 4.67 4.48 4.65
35 Caemical, Petroleum Deriva-
tives, Rubber and Plastics 14.65 15.26 15.54 16.00 16 72 17.02 16.84 17.19 17.70 18,90 19.90 19.50 19.82 19.87 19.37 19.92 20.76 20.92
¥ Hon-Yatallic Minerals 4.78 4.85 5.01 4.72 4. 4.48 4.81 4.93 5. 34 5.31 5.40 4.9Y  4.77 4.:% 4.25 4.41 4.1 4.22
31 Basic Ketals 4.16 5.08 5.04 5.33 6.10 6.08 5.64 5.67 §.01 6.28 6.40 6.51 1.01 6.9) 7.65% 7.72 6.77 6.176
38 Metals, Machinery and
Tranaport Equipment 29.08 29.85 29.7¢  28.11  30.5T 30.97 X0.66 30.45T 30.22 31.49  31.B0  33.44 3369  35.01  34.18  J2.41 32,75 .&
33 Other Ind.utriee 0.60 0.57 0.517 0.58 0.55 0.52 0.52 u.54 0.50 0.52 0.50 0.48  0.47 0.46 0.44 0.44 0.44 0.4}
Growth Industries 48.50 50.19 50.28  49.44 5).39 54.07 53.14  53.39  53.93 56,67 57.30 59.51 60.50 61.81 61.20 60.05 60.2& 62.50
(1s1c 33, 37, 38) '
iraditional industiics 51.50 43.81  49.72 50.5% A46.61  45.9) 46.86 46,61 46.07 4).33 42.70 40.49 139.48 38.19  18.80 39.95 3j.r2  37.%0
(Isfc 31, 32, 33, 34, 36, 39)
TCTAL 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.06 100.0V 100,00 100,03 100.00 100.00 100,00 100.00 100.00 100,00 100,C0

Sourcs: UNIDO on the basis of data supplied by UNSO.




Table 6. Tndex of physical volume of manufacturing productisn, by sector

( Index base 1960 = 100)

Sectors 1964 1970 1971 1972 1973 19741 1975 1976 19717

Total manufacturing indusirien 134.9 173,90 1897 201.6 213.7  226.7 220.4  210.2 218.2
Pood, beverages, tobacco 120.9 153.1 16,7 160.0 165.5 115.1 173.2 172.5 166.5
Textiles, wearing apparel and leather 19,7 1151 1°2.8 128.7 136.7 152.4 159.3 152.0 142.8 )
Wood and wood products 129.9  148.%  152.1  156.5 158.7 166.5 145.5 105.0  93.0 3
Paper, printing and publishing 138.9  176.9  195.1  201.6 198.1  215.3  217.3 201.4 210.7 !
Chemic~1, petroleum derivatives, rubber
and plastics 1567 219.3 245.3 263.0 279.9 1R5.5 ’B5.5 283.5 295.1
Non-metdlie minernls, except products of 127,13 196 .1 197.5% 203,49 198,72 207.5 208.8 190.4 198.2
petroleum and coal
Nanic metals 18,3  »a7.” 2801 3164 33,2 64.3 157.4 268.4 309.0
Matals, machinery and transport equipment 145 .2 191.0 2704 2.6 261.4 278.4 256.3 216 .17 YRR
Other intustries 115.9 113.1 150. 3 157.5 164.8 165.1 159.5 154 .1 157. 8

Source: Angel Monti, ArAlisis Interpretativo del Decarreilo Tndustrial Avgintine, mimeopraphed working paper prepared
for KCLA, September 1978,




Industrial ntr\u:turr_‘.,___l'zl/‘. Ao 1973

(percentages)

1925-29

1937-39

1948-50 1963 1909 1973

Consumer Goods 15.0 59.0 56,1 54,7 43.0 37,1 34.0
Food, Beverages, Tobacco 56.5 30.2 ic.o 24,0 25.3 20.8 18.1
Textiles, Wearing Apparel and Leather 15.9 16.6 16.4 24,1 13.3 12.0 12.1
Paper, Printing and Publishing 2.6 12,2 7.7 6.6 9.9 9.3 3.8
Intermedinte Goods 12.0 13.9 16,6 15,4 17.2 18.4 17.1
Weod and Wood Products 8.7 7.4 4.7 5.5 3.1 2.8 2.0
Cincicals, Patroleum and Rubber 3.3 6.5 11.9 9.9 14,1 15.6 15.1
Capital Goods 11.9 13.3 16.8 20.5 32.4 38,1 45.1
Non-Matallic Minerals 3.8 6.2 3.8 4.4 2.8 3.3 3.2
Basic Mectals 6.3 5.3 7.3 7.8 4.9 6.1 5.9
Metallic Products & Machinery 1.8 2.3 5.7 8.3 24,7 28.7 36,0
Miscellaneous 1.0 12.9 10.3 9.5 7.9 6.4 3.8
TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: International Bank for Reconstrucition and Development Kepoct No.,

20 Februery 1975.

Note: lPFrom 192% to 1951 "miscellanecus" includes handicrafts,

S406-Ait, Current Bconomic Pusition and Prospactn of Argentine,

-9 -
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and 1973, shows tiat firms with under 50 workers acccounted for 32.3 per
cent of value added in mamufacturing in 1953 and that this had fallen

to 24.3 per cent in 1973. 1f the cut-off for the small firm is taken at
100 workers, then their value added in manufacturing fell from 42.5 per
cent in 1963 to 34.4 per cent in 1973. For those firms with more than

100 workers, their share of total production rose with the most significant
increases being registered by firms with over 1,000 employees. Yet ihe
smaller scale firms with up to 10 workers represent 84.5 per cent of the

total number of firms in 1973, and they hire 21.2 per cent of the total number

of industrial workers. However, their productivity is less than half of

the average for the sector (or about one—juarter of the largest firams).

Seen from the standpoint of the 100 largest firms, for the years

between 1957 and 1375, the share of manufacturing production varied accord-
ing to the branch ¢f industry. The 100 largest firms showed declines in
shares in the traditional industries: fror 35.0 per cent to 13.0 per cent?

in foecd processing,beverages and ‘obaczc; frem 18.7 per cent to 3.0 per cent
in textiles and clothing; from 8.8 per cent to 4.C per cent in paper, paper
products and printing; and from 8.8 per cent t. 5.0 per cent in non-metallic
minerals. But they increased their share in the non-traditional fields: frocm
13.7 per cent to 22.0 per cent in petroleum products and rudber; from 5.0

per cent to 3.0 per cent in basic metals; and from 6.2 per cent to 24.C pe:

cent in machinevy and equipment (Tables 8 and 3).

Geographical distribution of manufacturing

Of the 132,444 industrial establichments in the country, according

tc the National Zconomic Census of 1974, 19.53 per cent were located in

the Capital City and another 37.73 per cent in the province of Buenos

Aires; in short, a total of 75,923 firms or 57.3Z per cent of the national

total were located in the (reater Buenos Aires area. If one adds to this

the 15,349 establishments in the nearby province of Santa Fe and the

14,155 firms in tie province of Ccrdoba, then takentogether, these three

provinces in relative proximity to each other contained 109,327 establish-

ments or 79.98 per cent of the total (Table 10). A succession of
Governments have shown an avareness of the problem, and regional d-velopment

programmes have been formulated and implemented over the past years.




Table 8. Employment, productivity and value ndded, by size of enterprises

Percentage of Percentngn of Relative Percentage of
total establishments of total workers productivity 2’40tal value added
Size in terms of : : e e —_
number of workers 1946 1961 1973 1946 1963 1973 1963 1973 1963 1973
0-10 58.3 88.6 84.¢ 18.2 9.8 21.2 49 44 14.1 9.2
10-50 1.5 4.0 1.1 23.6 1.8 19.8 88 Ti 17.6 15.1
50 =100 1.8 1.2 1.6 12.0 9.0 9.6 114 107 10.2 10.1 .
[
100500 1.3 1.0 1.9 247 210 1.7 132 14 27.8 28.0 o
o
500=1000) 0.1 0.1 0.2 T.9 1.8 9.1 134 123 10.4 11.0 |
mora than 1,000 0.1 0.1 0. 11.9 1.4 1. 154 16 19.72 25.7
Total b 100.0 100.0 1000 100.0 LER[ Y] 1000 100 100 100.,0 100.0

Source: Angel Monti, Andlisis Interpretative dal lesarrolio Industrial Argentinog, mimeographed working paper
prepared for ECLA, September 1978,

a/ Based on 8§ value added pur worker.

b’ TIncludes astablishments without workers.
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Table S Shore of manufacturing oreduction of the
1GC largest enterprices, br sectors
855 1375
Share in Percertage Share in Percentagne
industrial cf the "1CC" industrial of the "1lC"
Sector productivity enterrrises productivit:r entercrises

(percentages)

7

_nercentages

N
)

®cod, beverages, tobacco

Textiles, wearing
apparel and leather

*ood and wood products

Faper, orinting and
ublisning

el

[{]

-
ivatives, Tulter

3
. e
pl=s

Tremical, oetrclseun
e

[ £}

ad
’o
2]
0 -

£, 03 o

an

won—retallic mirerals,
except products cf
petrcleum and ccal

3asic metals

Yetals, machinerv ani
transpcrt equipment

vther industries

Total

22.9

2.3
5.0
N o~
[P
4.5
4 -
3.
13 7
P
5.0
0.C

35.0 16.0

18.7 12.92
- 1.3
3.8 2.0t
3.7 ER
C.o RN
=.3 S.S
L2 z.8

-

Source: Angel ¥onti, Andlisis Interopretativo dei Nesarra'lo Tndnstria’ irgertin-
-

mimecoeraphed working paper vrenared fov

CLA. Saptemger 1

7 .




Table 1.

Indunstrial Survey - Diutrijbution of industrinl eatnblinhmants by size of werk foroe, 1374

TOTAL 1 -10 11 - 25 26 - 30 31 ~ 100 101 - 200 201 -~ 500 300 & Cver
(No) (X)  (Ne) Xy  (\o) (2} (N;) () (o) '(:) (No) (1) (Na) (X)  (No) ()
1. Capital 25,948 19.59 20,046 77.25 3,341 12.8% 1,300 S5.001 8GO 2,54 351 1.35 189 0.73 60 0.2)
2. Prov. 3A 49,978 37.13 42,180 86740 4,146 8,30 1,661 3,32 915 1,83 536 1.07 367 0.7 170 0.)é
). Sta. Fe 15,849 11.9? 14,113 69.03 988 6.24 161 2.28 191 1.21 93 0.39 &% 0.4 33 0.2
4. Cordoda 14,188 10.69 12,768 90.3% 800 5.85 213 1.9) 151 1.07 7% 0.%2 &7 0.0 22 0,16
3. Mza. 5,637 4.1 4,794 88.12 375  6.%0 132 2.4} 60 1.10 351 0.9 "21 0.9 3 0.09
§. 2. Rios 3,206 2.42 2,933 91.54 144 4.49 62 1.94 40 1.28 16 0.50 4 0,12 S 0.16
7. Mistones: 2,666 2.01 2,421 93,06 105 3.94 3 1.2 26 0.98 12 0.48 9 0.3 —— -
B. Tucuian 2,248 L7 1,970 81.63 12 6.32 sS4 2.40 3% 1,851 17 0.76 10 0.44 11 6.9
9. Chrsco 2,242 1,69 2,037 91.84 109  4.56 37 1.6 21 0.94 6 0.27 10 o.L; -~ -
10.  San Juaa 1,668 (= ~= == -= o= mn tm oo mm e em e e m= LA, = e es - Fe mm e om e e s ee e e )
1. Salca 1,393 1.06 1,213 87,12 11 7.94 36 2.% 13 0.9 ? 0.350 10 .72 3 0,21
12. Covrtentes 1,356 1.05 1,285 9271 61  4.40 15 1.08 9 0.6 6 0.4 6 0.4 6 c.29
13, la Pazpa 1,185 0,90 1,137 35.87 31 2.41 8 0.67 5 0,42 5 0,42 ~— - - -
14. Sgo. Is:ieTo 1,156 0.84 1,005 90.87 67  6.06 18 1.6) 6 1.54 6 0,54 4 0.8 - -
15, Rio NuezTo 1,058  0.8) 952 £6.70 78 7.10 41 3,73 14 1,28 8 0.7 5 0,48 - em
16. San lula 517 0.6% 869 94.17 3 3,38 4 0.44 s 0.58 4 0,44 4 0,44 - e-
17. Forzss: 195 0.60 737 93,96 33415 8 1.01 ¢ 0.50 3 038 — - - -C
18 chudue 680 0.51 $63 82.79 W 6.6 N 456 15 .21 16 2.06 1) 1.9; - -
9. Jujuy 566 0.43 109 89.9) 33 5.8 10 1.7 6 1.06 3 0.5) 3 0.8 - --
10. Ca:asastza - 527 0.40 493 93.5% 26 4.9) 3 0.%7 S 0ot - -- — - - -
21, lLa Plota 407 0.3 318 $2.97 22 S.4l 3 0.4 4 0.98 - e= “. == [
32, lecguen 386 0.29 342 35.60 26 6.74 10 2.59 3 o0.78 5 1.0 -~ - - ==
23, S:ia. Croez 211 0.16 193 93.04 6 2.64 [ TRY - e- - -- . em -
2. T. 2e) Tuere $7 0.0 (% ‘71.68 1319 6 _X.%) - == s ol S S
T 132,884 130 213,100 35.4G 10,29 8.17 4,113 311 2982 1.6% 1,210 0.92 773 0.%8 323 0.26

Source: World Bank Report No. 1977n-AR, Arpentinn, !itructural Chansea in _the Induitrial Sector,

vol. 11,

30 March 1979,

e -
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Special facilities were offered to priority areas in addition to specific
industrial branches, while enterprises located in "Greater Buenos .ires"
were excluded from promotional treatment.

A Tevision of the promotional legislation was made in 1973 modify-
ing both the objective and the mechanisms used. The revised law was
mainly concerned with regional decentralization. Within this context,
the establishment of new enterprises within the Pederal District of
Buenos Aires was prohibited and no benefits were to be given 1o new

enterprises located within a 60 km radius from the capital.

The present Government promulgated a new law in 1977 which
maintains previous measures favouring decentralization, but it gives
discretionary authority to the Government for granting exceptions.
Enterprises approved are no longer guaranteed iccess to concessionary
credit facilities at the Nationa: Developmen: Pank (BAMADE). The law
permits accelerated depreciaticn for fixed asseis in addizticn o
exonerations and deferrals on taxes, the latter having to te indexed.
The Secretariat of Finance must include the total of the fiscal incentives
which will be provided to enterprises in the form of exonerations from
taxes, tax deferrals and accelerated depreciation allowances in the annual

budget as an "expenditure”.

Role of direct foreign investment

Over the years, there has been considerable debate over the roie of
foreign firms in the industrialization process. It is recognized, on the
one hand, that foreign participation is needed for transfer of technology
and capital (also needed for strengthening the balance of payments
position), but on the other, there is more or less concern depending
on the local point of view, over the predominance of foreign firms in
certair sectors. A consensus exists that public utilities (water,
railroads, telecommunications, electricity, gas) and certain "basic" or
resource industries (iron ore, steel, aluminium, oil, petrochemicals,
fertilizers) should be state—owned. There is also a consensus that the

field of manufacturing should be primarily the preserve of the national




private sector. But from here on, views differ on how to help the

national private sector, or indeed, even the state—owned basic industries,
reach higher levels of development with or without foreign assistance.

In contrast to the previcus Government's emphasis on heavier participation
by the State and the dilution of foreign participation, the present
Government has opted in favour of less participaticn by the State in the
private sector and wider foreign private participation in order to speed up

the process of technological development.

Available information shows that foreizn firms are strongest in the
manufacturing sector. 1ieir share of industrial production (value added)
increased from 18 per cent in 1355 to 30.0 per cent (estimated ) in 1978.

This is explained by the fact that their average annual rate of growth was
twice that of national firms, and this by the fact that they are located in
the more dynamic industries where productivity is higher - chemicals, electrical
machinery, electronics, rubber. They accounted for abtout 11 per cent of
industirial employment. Although their number ameng the 100 largest firms
increased from 36 to 71 between 1357 and 1971, this had fallen %o 62 by

1977. Among the firms with 300 or more workers, foreign firms were in the
majority by a ratio of 4.3:1 in 1963. But in petroleum and sieel, ihe

State's own Tirms, YPF and SOMISA dominate the fields. Fcr plants of 500

or more employees, gross income was 5C per cent to 13C per cent higher among
foreign firms, ard average wages and salaries were 9 per cent to 20 per cent
higher. In the f{ield of exports, foreign firms accounted for 42 per cent

of manufactured exports (excluding the packing plants in 1973)l/ (Table 11).

The policy on foreign investment followed by the Government since the
first foreign investment law of 1958 has been flexible. Between 1963 and 196§,
the repatriations of capital were restricted. In 1970-71, limitation were
put an the extent of credit which the local banking system cculd offer
to foreign enterprises, and in 1973-74, limits were placed on the re-
patriation of profite and the repatriation of capital. The Registry of
Foreign Invesiment was introduced in 1974; in this roster firms were

classified according to the structure of their capital.

1/ 3ee Angel Monti, Anilisis Interpretativo d=l Desarrollo Industrial
Argentino, mimeographed wcrking paper prepared for ECLA, September 1378.
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According to the Registry of Foreign Investments, foreign
investments were valued at US $4,584 million and consisted of 1,700
investors and 1,460 enterprises in mid-1376. PFollowing the approval
of the new law on Poreign Investments (August 1976}, which was designed
to fit in with the new policy of "opening" the economy to international
trade and finance, foreign investment returned in force. Between August
1976, and February 1978, US $230 million were authorized with another
US $120 million in projects under review. Taken all together, foreign
investment was approaching the US $5,0CC million early in 1978. OCf this
total amount, US $2,000 million or 40 per cent corresponded to the
United States of America, with the balance being civided among Switzer-
land (10 per cent), France (9 per cent}, United Kingdom (9 per cent),
Western Germany (7 per cent). By sectors, manufacturing occupied about
two-thirds of the total up until 1976, and 595 ﬁer cent of ‘he amount
authorized subsequent to that data. PForeign investment was running its
attention to other sectors such as petroleum and gas, fisaing, and

finznce.

The new law provides foreign investors with complete equality with
Argentines. The law permits invesiment in all sectors of the economy
in the form of foreign currency, capital goods, credii capitalizations,
know-how and the re-investiment of profiis. Foreign corporations can enter
into loan and licence agreements with Argentine affiliates, and local
companies with foreign capital have full access to local credit. Investors
who invest less tha US $5 million are exempt from registering (with some
exceptions), but registered investors have the right to remit the full
amount of their profits (remittances in excess of 12 per cent p.a of
registered foreign capital are subject to a moderate tax) and repatriate
their capital, even if the foreign exchange controls should be in {orce
at “he time.

Exvorts of manufactured goods

Industrial exports show a rising irend for the decade between 1365
and 1975 at a rate in excess of 25.0 per cent averaged annually. This

brought the share of industrial exports in total exports from 6.2 per cent




in 1965 to 24.1 per cent in 1975. The crisis of 1975-T76 resulted in the
scaling down of indusirial production including exports, and tae share of

the latter fell to 21.1 per cent in 1976, 18.0 per cent in 1977, and 17.3 per
cent in 1978 (Table 12).

Among the non-~traditional exports during the last ten years, the
greatest growth was achieved by the machinery and transport equipment
branch which increased its share from 16.2 per zent in 1065-66 to 39.7 per
cent in 197S-76. Among the traditicnal exports, food, beverages and tobacco's
share in total manufactured eryports declined considerably beiween the same

periods’ from 0.5 per cent in 1965-66 to 14.4 per cent in 1974-76 (Table 13;.

The emerging structvrz of manufactured exports can be classified into

the following groups:

(a) manufactures with a 3omcstic resource base giving Argentina
comparative advantage- on world markels, -uch as agro-tased
manufacires includ. ng those which are essentially experi-
oriented, e.g. essential oils, as well as those which originally
catered for the iomestic market only: wine, dairy products, canned
fruits and vege’ ables, leather and leather prcducts, etc.

Another product group failing in this category and which is only
of marginal importance is the petrochemical irndusiry wnich operates

mainly but not exclusively with iocal raw materials,

(b) engineering products of advanced techiology with substantial
skilled labour requirements and little scile economies. Lccal
purchasing power has encouraged the developm.at of these
industries for the national market which absorbed most of the
output initially. Present export lines which fit into this
category are office machinery, household appliances such as air-
conuitioners and heating units, agricultural equir—ent, machine

toole and food processing equipme.t;

(c) products requiring high.r technology and engineering skills sucr
as the production of seemless stee) .ibes. Hecently there has
been an increased export of complete piants on a turn-key basis
involving basic and detailed engineering design, equipment,

construction and start-up assistance.




- 27 -

Table 11. Participation of farzim aud nntiona]l enternrises in
the manufacturing infusirv

Enterprises

Foreign Natjonal Tot -}
1. Participaticn in the prrduction 1358 18.4 81.% 1C0.0
. 1953 24.0 75.0 icno
1370 2R 2 71.8 1
a/
1978% 3G.0
2. Annual production growth rate 1955 /13 8.8 4.3 5.3
197378 o/
3. Participation in emplovment 1355 10.§ . 83.1 1000
1963 11.7 88.2 1¢C.C
_1370 6.8 83.2 125.C
) 1978 10.8
4. Annual employment growth rate “75/13 0.¢4 1.13 1.15
¥edium size
a. Produstion or sales
. All establichments 1351 2. ~L8 .7
. Zstablishmenisof more then
5CC wcrkers 1942 3820 22 4 1700
1278 c
. Establishments of more than
S viorkers 1367 20.2 c.7 1.0
. All corpo~ ’ions 1958 14.1 G.7 1.0
b. Occupaticn
. All establishmenis 1963 235.5 8.2 3.2
. Establishments of more than
500 workers 1363 1,392.1 954.6 1,075.8
. Establishments of more than
5 workers 1967 464.2 6.0 41.5
6. Productivity in terms of workers
employed (value added)
a. All establishments 1963 0.8%" 0.139 0.40
b. Establichments of more than a/
500 workers 1523 c.77 0.5¢~ 0.60
c. Establishments of more than
S workerz 1967 1.8 0.7 1.0
d. Annual productivity growth rate
rate 1955/73 7.7 3.0 4.0
1973/78 a’

Source: Angel Monti, Andlicis Tnteruretitivo del Desarrollo Trdustrial Areen-
tino, mimeographed working paper prepared fer £CLA, Septemoer 1378,

Forecasted.

About twice the nationa) ones.

o 12 e,

Larger nvoporiion than in 1961,

Ia
I~

Du~ largely to railroad manufactures and sugar machines.

~

e_/

Rate lmgs or ejual to that of 125572,




Table 12,

Compoaition of exports, 1965-1978

1970

1971 1972 1974 1975 1976

Agricultural exports 83.3 80.9 80.7 .9 76.4 15.4 78.2 81,3 81.7
Cercals 38.6 28.8 30.8 17.5 .5 34,1 36.0 30.0 27.9 22.4
Olle and fsts 10.6 7.9 7.6 4.5 .1 6.6 5.8 7.1 9.9 9.9
Suger 0.5 0.7 0.8 1.2 .8 7.5 3.8 2.1 2.9 1.8
Fruits 2.5 2.6 2.9 3.0 ] 2.6 3.8 3,2 2.8 3.2
Meat 19.8 21.1 231.9 35.6 .2 11,3 9.8 13.4 11.9 13.9
Wool 7.5 4.8 3.4 3.6 .7 3.0 3.2 2.7 3.6 4.4
Hides and skine 3.4 5.3 4.0 6.2 .7 2.5 2.4 3.9 3.9 4.1
Other agriculture exports 10.3 12.1 7.5 9.1 3 9.8 10.6 15.8 18.4 22.0

lIadustrial exports 6.2 16.3 18.6 19.0 .0 23,3 24.1 21,1 18.0

Fuels and lubricante 0.6 0.4 0.5 0.3 .2 0.3 0.5 0.7 0.7

Total Merchandise Exports 100.0 100.0 100.0 100.0 100,0 100,0 100,0

Source:
1/ Preliminary.

2/ VForecasted.

World Bark Report

No. 2208-AR, Economic ¥emerandum on Arsmntin

a, 26 November

- 82 -




"Tnb\e 13. Exporte >f manufactured productn, 1960-19175

(value of exports in millions of U3 dollars)

m;H:‘ of frpoges q(wih of Lspn
1943 1988 197 197 1972 [113] 19 1973 1978 1945 19Te 196370 u;o-il
Yood, Reverage, Tobacce 4.) 7.1 3.1 106 .4 35,9 30,8 189.4 3%, 36 30.3 14,4 1.9 1.1
Testiles and Weactng Apparel [ [N 1. 6.3 IN 18,4 2.8 - 3 it I3 3 1.9 08
Textile Products 5. [ 14.8 15,3 2.2 7.2 42,9 18,3 39,0
Shoes, hats, ete, 0.2 0.2 0.3 1.2 3 1.2 19,3 3.6 5.0
Wood and Papar Products b | 11.2 16,9 1.0 n. 38.9 _61.4 28,1 pLIY ] 4.9 T8 Y .3 13.1
Of Which Paper and Nodp 0.4 €2 2.1 3.2 4.7 14,8 38,8 $.0 er
Books ead Graphies 0.3 0.6 w.? 13.7 16.7 .9 2.2 2.9 vee
Leather and Leather Products .3 9.4 48.4 2.4 9.3 1282 1248 . 0,0 3.3 12,3 3,0 0. ¢
Of Which Skin and Tan lLeather 3 [} 33,2 38 b9.9 9.6 B4 1.9 o
Chemtcals and Pharmaceusticals 1.4 1 3.6 39,4 31,8 64,8 9. 8.0 109.0 18,7 9.3 11.) 3] z
Plastics and Rubber Products 1.9 3,3 10,7 K} 1.8 N I “i0.o ] s an 1.3 -
Plastlcs 1.6 1.¢ 1.9 1.4 5.0 8.1 6.8 &3 ..
Rubbar Products 0.3 0.3 1.8 3.3 5.8 12.0 6.8 5. oo
Kormetalitc Minarals 0.4 03 1.3 2,7 K} 2 il LY 1,0 0.4 1.0 41,9 34,7
Of \Nich Clase 0.2 0.1 1.8 1.0 170 n.i 9.6 5.1 - 1
Petal Products .3 1,9 .2 461 Y .4 1.8 _81.2 100.0 9.0 111 3.0 1.6
Ot Valch lron and Steal 9.3 1.9 3.2 3.6 44,9 126,12 161.2 «8. _ - )
Machinery and Transpore 16.0 22,0 88,2 2.4 nns 232.8 39 396, 3 4430 162 ELR 3.9 48,4 O
Machirery 7 198 3.8 0.3 (I35 147.% 07w W 7130 ‘
Trassport Eyolpmant 1.3 2.2 u.? 1.0 35.2 1049 161.% 1781 1%0.0
Other Manufaitured Lxpocts 0.3 9,9 L4 4.2 —Ad 1. 185 1.8 18,1 0.6 ) 4b.9 3.9
fotal Manutactured Ixports % 2.6 18,8 336.9 3862 1.6 889.9 1.3 199.9, 1005 100.0 1n0.0 28.) 1.3
senaticasl Price Index of
lrdusteial Coods 8.9 (1N} 10,0 106, 3 113.4 13,8 167,86 189.) 192.2 . . . -
Sanufaggugst Fapereg in .
1970 Prices 109.9 13,4 238,90 YR 422,83 6403 686.9 “22.6 5609 - 5.1 'l

Scurcs: World dank Report No. 1521 b-AR, Arpentina; Industrial Credit Projedts - Baneo Macional de Demarrcllo, 25 May 1377.
g’ This manufactured exporta followa I1SIC Clameification.
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The principal markets for Argentine gocds emanating from the agro-
industrial sector are the developed countries while the neighbouring LAFTA
countries are the principal buyers for the other exports, mainly metal and
engineering products. Table 14 shows the gecgraphical direction of
panufactured exports as well as the increasing relative importance of the
non-traditional, i.e. non-agro-based manufacturing exports. Tke share of
agro-based industries in total manufactured exports has dropped from
67.3 per cent in 1969 to 56.9 per cent in 1976. Cut of these 57 per cent
represented by a2gro-based industries only 11 per cent was expcrted to
LAFTA countries and the remainder, i.e. 46 per cent was directed to other
markets, notably the EEC market with a 24.7 per cent share. Wiih non-
traditional marufactures the gituation was different in that exports were
almost equally distributed between the LAFTA countries, 23 per cen:, and
other markets, 20 per cent, the aggregate share of non-traditional manu-

factures representing 43 per cent in total exports of manufactured goods.

Structure of imports

Intermediate goods have represented a fairly constant percentage of
manufacturing value added during the past two decades, althougn they heve
had their ups and downs in accordance with the level of economic activity.
Thus the ratio of imported intermediate goods to manufacturing value-added
fell from 18.76 per cent in 1960 to 13.20 per cent in 1965, and rose back
up to 17.29 per cent in 1970. It then remained within the range i 4 per
cent and 17 per cent, except for the sharp decline registeced in the crisis
year of 1976, a year of critical shortage of foreign exchange. Fuels and
lubricants showed a ratio of 3.561 per cent of manufacturing value added
in 1977, double that of :he year 1970. Capital gnods represented 28.5 per
cent of merchandise imports in 1977, up from 21.5 per cent in 1370. Y
Seen in relation tc Gross Fixed Investment, the figure jumped to 11.11 per
cent in 1977, with the recovery from the preceding year's recession, when
it was 4.78 per cent (Table 15).

1/ In World Bank Report No. 2208-AR, Economic Memorardum on Argentina,
26 November 1978, Table 3.4, p. 64.
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Industrial employment

Employment in the wanufacturing sector over the past quarter of
a century has grown at about the same rate as the population growth rate.
Employment grew rrom 1,414,072 in 1950 %o 1,946,000 in 1374, the year
prior to the onset of the crisis. During this period, total industrial
employment grew at an average annual rate of 1.31 per cent in comparison
with the population growth rate of 1.4 per cent. Traditicnally, the
unemployment rate has been comparatively low in Argentina. It has
averaged between 2 per cent and 4 per cent natiocnally. During cyclical
downturns, these rates have increased, of course. And they are as a rule,

higher in the provinces.

Employment in the traditional industries has increased at a much

(@]

slower rate compared with the more dymamic industries. ver the pericd
1550-1374, employment in the former grew at C.73 per cent ann:aily
compared with a rate of 2.5 per cent among the latier (Table 16). It

is well known, of course, that industry camnot be expecied to absorbd all
new entrants to the labour force, but that its importance lies in the
linkage effects forward and backward - in commerce and services on the

one hand, and in serving as an outlet fcr primary materials on the other.
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Table 14. Geographical componition of exports of manufaciured producta

1969 e e e e - 1.9 16 . - —_
Total Shaves (9 of total) Total ___ _Shares (% of tota_i)

Apro- Other Apro- Other

(Uss millions) Total based Manutactures (US% midlicna) Total baserd Manufactures
Total 507.0 100.0 61.3 RN 1,839.6 100.0 56.9 431
LAk 164.8 vs 10 n.8 625.6 wo 108 .o
Rrazi ) 24. 1 6.8 2.4 4.4 179.6 9.7 3.7 6.0
"hile 42.5 8.3 3.4 4.9 112.4 6.1 1.7 4.1
Paraguay, lruguay, Bolivia 4%.1 9.7 2.2 1.5 168.0 9.1 2.2 6.9
Others 3422 £1.9 S6.0 0.0 1,214.0 66.0 46.1 [2:9
North America 61.8 12.1 0. N 190.8 1.0 6.6 1.4
B 224,00 44 .1 Ao 1.1 5.0 8.5 4.7 3K
Socialist countries 17.9 3.5 3.0 0.3 218.5 11.9 4.1 7.8
Tanon 1.4 1.5 .o T 69.0 1.8 3.2 0.6
Ract of rthe world 10.9 hoo q.n 17 19°7.9 10.8 7.5 3.3

i\nrr‘.n : World Bank

Repert No. 1977a-AR, Argenlina. Steucturn) Chayen in the Tnduclrial Sector, vel. T, 30 March 1979.

..2{..




Table 'S. Struclure of imports in relation to cunnumption, nanurncturh.; value addad, pvons fixed inveastment, and

grons domestio product, 1940-1977

(in millions of $a, and percentuges )}

Imports Tmport ratios
Consumet Iuterwadiacte Puels and Capitel Consumer gouds Intermediate goods Fuels & Lubricants Capitsl goods lmpoct total

goade goads lubricante goods to to manulnctutling to manufacturing to gross fixed to

consumption value-addad value-added investmant cor

1360 19 540 129 p 11 0.2 18.76 4,48 16.78 10.24
1963 78 1,492 194 262 0.27 13.20 1.72 4.2% 3.38
1970 310 4,424 299 1,383 0.41 ‘17.79 1.1 7.0 6.7
i 322 .m 360 1,924 0.30 1.2 1.3 7.3 6.47
1972 681 10,622 25 3,760 0.39 16.49% 0,89 8,56 .u
1973 627 13,11} 1,8m 3,356 0.23 14,23 1,49 3,04 . n
1924 1,192 21,622 4,879 3,843 0.3 17.07 3.%) 3.86 6.98
1973 2,817 38,424 10,909 11,992 0,28 13.82 2,60 3. 52 6.)0
1974 9,808 289,403 79,459 73,202 0.1? 11,39 3.1 4.8 3.9
19 n 75,209 945,549 249,446 4412,%00 06.47 13.67 3.61 11.11 8.2

Scurca: World Bank Report No. 2208-AR, Kconomic Memorandum on Arpgentina, 25 Novambar 1978.

v/

Preliminary.
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Table 16. Tndustrinl employment, 1950-1976

(in thousands)

1950 1955 1960 1965 1970 1973 1974 a/ 1975 a/ 1976 a/
INDUST_R!
“"Traditional® Industries
Food, beverage, tobacco 301,.4 307.7 294.1 279.4 329.5 352.1
Textiles, clothing, leather 304,7 277.2 251.8 263.5 265.6 300,4
Wood products 8.2 67.9 63.3 64,2 82,2 81.0
Paper, printing, publishing . 59.8 62,6 64.8 76.9 104.7 113.8
Ron-metallic minevals _ 86.5 76,2 74.0 70.7 66.8 - 85.6
Other Industries (mainly handicraft) 173.0 175.2 174.3 181,13 222.5 261.1
Subtotal 1,010.6 966.8 922.13 936.0 1,090,3 1,194,0 1,7226.0 1,243.8 1,203,0 )
(in X of total) (71.4) (66.2) (61,2) (60.6) (63.5) (62,6) §;
“Growth" Tntustries .
Chemicals 74,6 ' 90.6 11,3 112.7 123,6 122.9
Basic metals 135.0 157.0 151,6 164.4 179.8 181.9
Machinery & cquipment 195.0  245.1 320,9 325.9 323,1 399,0
Subtotal L04.6 492.,7 583.4 608,0 626.5 __13.8 720,99 730.5 707,0
(in % of total) (28,6) (33.8) (38.8) (39.4) (36.5) (37.4)
Total Industrial Ewployment 1,415.2  1,459.5  1,506,1 1,544.0 1,716.8 3‘007.8 1,946,0  1,946.0 1,910,0

Source: Yorld Bank Report No. 1977a-AR, Argentina - Structural Changas in ‘he Tndusirial Sector, vol. T, 30 March 1979.

a/ Estimates based on employment indices of blue-collar workers of all industries and whitc-collar workers in selected industrias.
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Chapter TII

. THE CURRENT SITUATION

The crisis of 1975-76

The Argentine Government faced three major and irter-related
crises in the spring of 1976: a comdition of hyper-inflation which
showed signs of getting completely out of hand; a deepening economic
recession; and imminent default on its foreign payments. In March 1976,
the wholesale price index increzsed by a record monthly rate of 54 per
cent. Price increases in the first quarter implied an annual inflation
rate of 3,000 per cent. The economic expansion observed until early
1975 was supported mainly by the increase in consumpticn, by invest-
zments in construction, and in the growth of exports. All of these fell
aoff ithroughout the rest of 1G75 and earl - 1975, contriZiiing to declines
in G.D.P. of 4.8 per centand 4.4 per ceni, respectivel . Gross fixed
investment declined by 15.4 per cent in the second half of 1975 ard
16.7 per cent in the first quarter of 1976. Consumption declined o7
2.2 per cent in the second half of 1375 and oy 3.0 per cent in the first
quarter of 1976. In this situation, international reserves were disposable
only to the extent of US; 23 million.

The origins of the crisis, in the Government's view, are found in a
complex set of political- economic policies pursued in the last thirt,

years save for short periods. These ma be brosdl, summarized as follows:

(a) a growing state intervention in the economy which had the
effect, on the one hand, of strangling the activities of the
private sector, and on the other, of doing its tasks at a
high cost, This resulted in increased public expenditure which,
not being met b a comparable increase in resources, >pened
wide gaps in the Budget a.u thus gave rise to huge deficits.
This deficit, financed mai:ly through monetar.: issues, became
the major cause of the persistent inflation which culminated
in the situation of March 1976.




(v) An exaggerated concept of self-sufficiency, based on the
policy of import substitution and cnforced since the be-
ginning of the postwar period, sealed Argentina off from
major economic and technological developmentis; and by means
of a systzm of high tariffs served to over-protect the
domestic productive system from outside influences and
competition. The protection afforded to the (relatively)
high cost manufacturing system joined with an over-valued
exchange rate blocked Argentina'’s access into the world's
markets, and they impeded the inflow of capital and technology
which could help Argentina io develop and modernize its
economy. It also priced Argentina's agriculiural and indusirial
products out of the world's markets. Moreover, the systen
of price controls and cverprotection gave rise to inter-
sectoral resentments with the Govermment vainly irying

R 1
to intervene and mediate. —/

The new economic programme as it relates to industry

The economic programme of the present Government consists of a series
of policies and measures with the basic aim of: (a) redressing the jre-
viously closed-economy policy through a process of freeing the econimy,
both in the domestic and external field, as an instrument to achieve
economic and technological development and (b) changing the role of the
public sector through a reduction of expenditure and direct state inter-
vention and encouragement of private enterprise to be the main driving

force of the economy.

l/ See: Argeniine Ministry of Economy, Argentine Zconomic Development,

1976-1979.




Tariffs

The basic concept behind the new poclicy on tariff reductions is to
open the Argentine economy to the competition and stimulation <f werld
trade. This is expected to permit manufacturers and consumers to buy
wnat is most suitable for them in terms of quality, volume and price on
the world market, and with a realistic exchange rate to facilitate the
export of national prodiucts. The tariff reduction programme was designed
for gquarterly reductions beginning early in 1979 and ending in 1984. By
that time, an average tariff of 15 per cent is expected to prevail.
Additionally, to stimulate imports of capital goods to increase prodcutivity
of national industry, for one year only the 10 per cent tariff on imported
p-oducts not préduced locally was to be to zero. Tke purchase cf capital
goods were also given credit and tax benefits support. Tmporis of inputs
and raw materials later incorporated into exporis would zlsc ve free of

impcrt taxes.

Industrial promoction

Among the main measures taken have been: (a) tax exempiion to.
stimilate investmen: in capital goods, (b) opening access to international
sources of medium and long term credit, (c) simplifying bureaucratic
procedures for approving industrial projects, and (d) reorganizing and
re-capitalizing the National Development Bank which is an important source
of industrial development finance. Between 1976 and 1978 almost
US $3 billion in industrial investment were authorized as against a total

of US $1,950 million during the period 1958-1975 (Figure 1).

Government expenditures and other economic and financial measures

In the first quarter of 1976, the National Budget deficit reached
13.5 per cent of GDP, highest in the nation's history. Through a sharp
cutback in expenditure, this deficit had been reduced to 6.3 per cent
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FPigure 1. Trend of approved investments in promotional
industrial projects
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Source: Argentine Ministry of Economy, Argentine Economic Development,
1976-1979. .
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by year-end 1976, to 3 per cent in 1977, and to 2 per cent in 1978. 1In
1978 (for the first time in 20 years) the creation of money ©ty the Central
Bank was reduced to zero. This was also the target for 1979. 1In short,
the Government aimed for a balanced budget. A ceiling was established

for the public debt: at 5 per cent of GDP for 1978 and 4 per cent for
1979. A strong effort was made to improve the tax collection system.
Whereas revenues in the first quarter of 1976 covered only 20 per cent

of total expenditures, this figure was raised to 66 per cent in 1977 and
to over 7C per cent in 1978. The reduction in Treasury expendiiures was
achieved by sharply reducing its transfer to the provincns and to state
enterprises. The Government sharply reduced the number of its employees:
this went down from 158,000 in Arpil 1976 to 115,000 in 1978. A numoer

of companies which had been intervened or managed by ithe State were returned
to private hands. The new orientation zimed at strengthening the State's
finances and administration oy divesting it of functions betier dore Yoy
the private sector; instead the objective was to limit its sphere of
activity to "the administration of justice, providing for defense and
gecurity, issuing rules to govern human co-existence , and providing for

health services, education, social security, and essential public servicag".

In accordance with the concept of subsidiariedad), the Government has
aimed at reducing its share of total investment arnd to have a greater share
of investment by the private sector. In 1976, public investment accounted
for 11.4 per cent of GDP. This figure rose in 1977 to 12.9 per ce't, but
it was reduced to 11.3 per cent in 1978. For the year 1979, publi: investment
is expected to be slightly lower in real terms. The battle against inflation
included the concept that it is better to have a price system that truly
reflects costs than to have to give way constantly to demand-pull and cost-
push forces fed by budget deficits. Rent control was permitted to phase
out in accordance with rental contract dates. Rent control was seen ag
the major cause for the stagnation of the home building industry and the
shortage of housing. The fixed charges of state-—owned utilities were also
freed so that they could cover their costs instead of disguissing the losses
with subsidies. The Government discontinued collective bargaining during
1976. It esablished a new wages policy in Marh of 1977, in which it
authorized the private sector to grant wages increases in accordance with

new guidelines based on increases in productivity.
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It is worth noting the relationship between the rise in the money ’
supply and the change in the level of the wholesale price index. The
increase in the supply of money approached 400 per cent in the spring
of 1976 and reached a peak in mid-year. Similarly the increase in the
Wholesale Price Index hit over 9CO per cent by mid-year 1976, and as
the supply <f woney came down so did the Index. However, it should be
noted th .t inflation remains a serious provlem, since it has been aver-
aging over 100 per ceni annually since 1977, despite the virtual cutting
off of the money supply.

The Government was able to relieve the immediacy of balance cf
payments problems by obtaining a loan from the stand-by facilities of
the Intarnational Monetary Funi. This amounted to US $3CO million.
Foreign creditors, convinced that the I.M.F. and the Government were
agreed on the measures for combaiing the crisis, acceeded to a re-

scheduling of Argentina's dworti-teirm obligations wnich nad fallen due.

Recent crogress

Gross domestic product

According to provisional figures issues by the Central Bank, there
was a growth of 8.5 per cent in GDP in 1979 at constant 1960 peso prices,
the highest rate of growth for the past 10 years. Although doubts have
been expressed on the reliability of 1960 peso prices, this official
figure is the best most recent guide to the overall trend in Argentina's

economic growth. 1

Manufacturing production

Event though manufacturing showed an overall increase in 1977 of

3.8 per cent, some of the sub-sectors such as food processing, wood products,

l/ The Economist Intelligence Unit Ltd., 1980 Economic Review of
Argentina, ° adon, 1980, p. 8.
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textiles and <.othing suffered declines of 11.5 per cent, 6.0 per cent,

3.5 per cent. But the recovery of 1977, s*ill incipient, ran into a

stone wall of rising interest rates which impeded the access to working
capital. Manufacturing production fell again in 1978 by 9 per cent. The
rate of utilization in the sector was on the order of 70 per cent for the
year. For the machinery and transport indusiry, it was down to 51 per
cent, but for paper and paper products, petroleum derivatives, and
aluminijum, it averaged just over 80 per cent. Growth in the industrial
sector in 1979 was an impressive 11 per cent compared to 1978, a
recession year. Compared with 1977, however, the growth raie of the sector

in 1979 was 2.2 per cent. !

Employment and wages

Smployment during the years of the crisis remained hizn despite
the fluctuations of economic output. Unemploymenti, however, rcse from
3.5 per cent in 1975 to 5.1 per cent in April 1376, then fell to 2.5
per cent in October 1977, as the recovery got under way. 7% remained at
that level well into 1978, even as industrizi production turred down
again. The success in keeping the unemploymert rate down was due in part
to the retention policies traditional in Argentine, and 1o the incomes
policy. The Government retained its own work force intact and it let it
be known that it wovld do so nuntil the recuperation of economic activity
made it possible to relezse workers for employment in the privat2 sector.
Unemployment rates in Argentine have been traditionally low. In 19793,
in addition to a remarkably low unemployment there were signs that in

gome areas there was actually a shortage of suitable quaiified labour.

The policy of negotiating wage increases on the basis of
production and of productivity has been instituted. By the end of 1978,
real salaries had grown by 9.6 per cent. Another related plies factor
is that there are reasonable hopes that the rate of inflation in
Argentina in 1980 will finally come down to a two digit figure. The
Fundacién de Investigaciones La%inoamericanas has produced an estimate
for 1980 inflation of 91 per cent.

1’/ The Ecunomist Intelligence Unit Ltd., 1980 ESconomic Review of Argentina
London, 1980, p. 8. ’




Balance of payments

The balance on current account turned sharply negative in 1975,
and reservers were virtually drained. The current balance showed a
positive balance of US $649 million in 1976 and was followed by a
further improvement to US $1,317 million in 1977. Just as the drop
in exports contributed to the crisis in 1975, so its recovery in 1976
zontributed to its improvement in 1976. Imports increased by 54 per
cent in 1979 and exports by 23 per cent. Similar growth rates would
throw the current account into deficit in 1980. By year-emd 1979, however,
the country's reserves had reached the sum of abouf US $10 billion, a

record figure.
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Approved and Operational UNIDO Technical Assistance Projects
as at end August 1980

Project number Project title

Us /ARG /79/100 Argentine /Arab investors forum

DP/ARG/78/003 NOA Industrial, phase II, preparatory assistance

DP/ARG/78/004 Assistance to small and medium industries,
Santa Fe

ST /ARG/73/802 Argentinian Iron and Steel Institute

ST /ARG/79,/801 Assistance to petrochemical and fertilizer
industry

TP /ARG /75 /021 Petrochemical industry Bahia Blanca

RP.ARG /80 /001 Poundry technology.







