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FTAA – CONSULTATIVE GROUP ON SMALLER ECONOMIES 
ARGENTINA

NATIONAL STRATEGY FOR THE STRENGTHENING OF TRADE-RELATED CAPACITIES OF FTAA COUNTRIES 

PART I: General Overview
The institutional framework for trade policies and trade negotiations.

The Republic of Argentina has started a process to reinsert the country into the regional and international economic-trade arena. As far as trade policy is concerned, this process is directed towards both boosting Argentine exports and diversifying the country’s exportable supply, as well as its export markets, and its objective is to contribute towards the attainment of sustainable and equitable growth to help lower the poverty and unemployment levels currently affecting the country.  

There are two aspects to Argentina’s foreign trade development strategy: the promotion of trade and Argentine exports on the one hand, and the simultaneous participation in bilateral, regional and multilateral negotiations on the other (Argentina – Mexico, MERCOSUR, Free Trade Area of the Americas, MERCOSUR – European Union, World Trade Organization, among others), with a view to negotiating greater access to markets and effectively taking advantage of the opportunities arising from the negotiations. Both activities fall primarily within the realm of competence of the Ministry of Foreign Affairs, International Trade, and Worship.

According to the Law on Ministries 22.520 (1992), the Ministry of Foreign Affairs, International Trade, and Worship (MRECIC) is responsible for handling the implementation of Argentina’s trade policy abroad, including trade promotion and international economic and trade-related negotiations, as well as for conducting the country’s foreign economic and trade services and for participating in the formulation, definition, and content of foreign trade policy. This Ministry is also responsible for handling the international economic and political aspects of formulating and managing the integration processes in which Argentina participates.

The Ministry of Foreign Affairs, International Trade, and Worship is responsible for formulating Argentine trade policy, with the assistance of the Ministry of Economics and Production and the Export.Ar Foundation, which was  set up to support Argentine companies in their export activities.

Representatives of the business sector, academia, unions, consumer associations, and NGOs also participate in the process in an advisory capacity, mainly through two mechanisms set up by the Ministry of Foreign Affairs, International Trade, and Worship: the International Trade Council and the Consultative Council of Civil Society. 

The Argentine Parliament also follows up on the country’s trade policy, particularly on matters related to international economic/trade negotiations, through the Working Group set up with Parliament by the Ministry of Foreign Affairs, International Trade, and Worship.  

The production and dissemination of statistical and documentary information on trade is the responsibility of both the Ministry of Foreign Affairs, International Trade, and Worship and the Ministry of Economics and Production, and is carried out through the International Economic Center (CEI), the National Statistics and Census Institute (INDEC), the Export.Ar Foundation, and the various government agencies involved in international trade negotiations and export promotion.  

Trade agreements and negotiations
Among the economic/trade agreements signed by the Republic of Argentina, the following are currently in force: 

· Treaty of Asunción  (1991), whereby the Common Market of the South  (MERCOSUR) was created.

· MERCOSUR – Chile. Economic Complementarity Agreement (ECA) 35.

· MERCOSUR – Bolivia. ECA 36.

· Argentina – Uruguay. ECA 1.

· Argentina – Paraguay. ECA 13.

· Argentina – Brazil. ECA 14.

· Argentina – Chile. ECA 16.

· Argentina – Cuba. ECA 45.

· Argentina, Colombia, Ecuador, Peru, and Venezuela. ECA 48.

Furthermore, the Republic of Argentina is participating in the following economic-trade negotiations:

· World Trade Organization (WTO)

· Free Trade Area of the Americas (FTAA)

· European Union – MERCOSUR biregional negotiations 
· Argentina – Mexico

· Argentina – Chile

· MERCOSUR – South Africa

· MERCOSUR – Peru

· MERCOSUR – Andean Community

· MERCOSUR – India

· MERCOSUR – China

· MERCOSUR – Russia

· MERCOSUR – Mexico

· MERCOSUR – EFTA

PART II: Strengthening Trade-Related Capacities. Adaptation to the New Integration Framework 

The negotiation of the Free Trade Area of the Americas (FTAA), and, even more so, its subsequent implementation and use, means that institutions and production sectors will have to adjust to the demands of an expanded market, namely the hemispheric one. 

Argentine exports are mainly destined for countries in the hemisphere (53% of total exports according to 2002 data). The rest are sent to the European Union (20%), China (4%), ASEAN (3.3%), Japan (1.7%) and the Rest of the World (18%). Of its exports to the countries of the hemisphere, 42% go to MERCOSUR, 27% to the NAFTA countries, 22% to Chile, and 9% to the rest of the Americas.

Within this set-up, however, the exports of small and medium-sized enterprises (SMEs), as far as export destinations are concerned, are far less consistent and also less diversified. 

Neighboring countries are the most frequent destination for the exports of Argentine SMEs. Some 67% of SMEs send 90% of their exports to MERCOSUR Plus (MERCOSUR – Chile – Bolivia), and these account for  over 50% of foreign sales. Only 18% of SMEs, which account for 31% of total sales, do not have MERCOSUR as the main destination for their exports. 

Maintaining continuity in export activity and penetrating markets other than those of neighboring countries is particularly difficult for the small and medium-sized exporters of Argentina. 

Traditionally, the international insertion process for small and medium-sized enterprises has been to begin developing exports to neighboring markets or countries, with a view to later exploring and exploiting new markets, once a certain amount of export experience has been attained. 

In order to diversify their export destinations, however, companies need to develop not only operational capacities, but also skills that enable them to understand and meet demands based on needs and cultures that differ from those of local clients. The penetration of expanded markets requires not only the lowering of tariff and non-tariff barriers, but also a ‘learning’ process that is usually a medium- or long-term commitment requiring sizeable investments in human resources and technology.  

Providing support and assistance for small and medium-sized enterprises to help them with their exports to the hemispheric market is therefore a priority for the Republic of Argentina. 
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INTRODUCTION

This project falls within the scope of the Hemispheric Cooperation Program (HCP), approved by the Ministers Responsible for Trade in the Hemisphere at the Quito Ministerial on 1 November 2002, particularly with regard to the mandate to: “…Respond in an effective manner to the requirements and challenges to development arising from trade liberalization, in general, and implementation of the FTAA, in particular”. 

It also coincides with several of the HCP’s objectives, such as to “Strengthen the capacity of countries to implement and participate fully in the FTAA in order to contribute to growth with equity and broad-based economic development,” and to “Assist countries to effectively address and overcome the challenges and maximize the benefits associated with trade liberalization in the FTAA,” and of “Encouraging the development of innovation capacity and the transfer of appropriate technology”.

BACKGROUND

The Republic of Argentina has started a process to reinsert the country into the regional and international economic-trade arena. As far as trade policy is concerned, this process is directed towards both boosting Argentine exports and diversifying the country’s exportable supply, as well as its export markets, and its objective is to contribute towards the attainment of sustainable and equitable growth to help lower the poverty and unemployment levels currently affecting the country.  

There are two aspects to Argentina’s foreign trade development strategy: the promotion of trade and Argentine exports on the one hand, and the simultaneous participation in bilateral, regional, and multilateral negotiations on the other (Argentina – Mexico, MERCOSUR, Free Trade Area of the Americas, MERCOSUR – European Union, World Trade Organization, among others), with a view to negotiating greater access to markets and effectively taking advantage of the opportunities arising from the negotiations. Both activities fall primarily within the realm of competence of the Ministry of Foreign Affairs, International Trade, and Worship.

RATIONALE

The negotiation of the Free Trade Area of the Americas (FTAA), and, even more so, its subsequent implementation and exploitation, means that institutions and the productions sectors will have to adjust to the demands of an expanded market, namely the hemispheric one. This adjustment will be particularly necessary in the case of small and medium-sized enterprises, as the bulk of the country’s exports continue to consist of primary products, exported mainly by large companies. 

Hence the need to draw up a strategy aimed at assisting small and medium-sized enterprises (SMEs) with their internationalization, regarding both their export capacity and their integration with similar enterprises elsewhere in the region, with a view to boosting their effective insertion in light of the economic opening the FTAA will represent. This is the main purpose of the project, with one particular feature: special emphasis will be placed on providing support for industrial manufacturing enterprises and those from the less dynamic regions of the country.  

This project requires an integral approach to be used and a coherent package of measures to be created to cover all the aspects of this issue, from the training of new exporters to support for international promotion strategies, both for individual companies or projects and for associations or sectoral projects. 

It is particularly important that, by taking advantage of the mechanisms offered by the FTAA, the various services provided through this project are directed towards addressing the companies’ weaknesses and boosting their opportunities for foreign trade and economic integration. 

OBJECTIVES

The main objective of the project is to contribute to the strengthening of the export capacity of small and medium-sized enterprises (SMEs) so that they can integrate commercially and productively into the hemispheric market. The project is to provide for the development of human and technological resources that facilitate export activities and their productive integration into the enlarged market. 

In this context, the activities have been directed towards increasing the value and volume of exports through the greater diversification of exportable supply and markets, improvements in quality, the expansion of commercialization channels, and the strengthening of productive integration capacity. Among other possibilities, setting up new business partnerships and value chains with other sectors is being encouraged. 

In short, the objectives pursued through this hemispheric cooperation initiative are as follows:

· To improve the competitiveness of exporting SMEs 

· To increase Argentine exports 

· To involve more SMEs in export activities and to consolidate those already engaged in such activities 

· To encourage the forging of regional business partnerships

· To set up value chains with certain sectors 

ACTIVITIES

The project contemplates a comprehensive set of services to be provided to SMEs interested in participating in international trade, and regional trade in particular. The first stage focuses on a select group of sectors and companies. The project would subsequently be extended, in light of the experience gained in the first stage, to other SMEs with export potential. 

The sectors in which the project is to be carried out will be selected according to their level of interest and their projected involvement in productive integration, the presence of SMEs, and their capacity to generate jobs. The first activity to be undertaken, therefore, is a set of sectoral diagnoses, the results of which will then be analyzed.  

There will be a clearer idea of which sectors will be selected once the sectoral diagnoses, which have been contemplated as one of the first activities to be undertaken in the project, have been completed. 

Sectoral diagnoses 

The performance of diagnoses at the outset of the project will enable the strengths and weaknesses of the various sectors of the Argentine manufacturing industry to be assessed, together with the eventual direct and indirect consequences of the regional opening and integration process that the creation of the FTAA will trigger. The diagnoses will also enable the project coordinators to identify and assess the SMEs in each sector that would respond to assistance, as well as their main shortcomings and needs. 

The sectoral diagnoses will be performed using a standardized approach that covers the various areas of interest. The studies will consider both the local situation and the conditions and opportunities in the regional market. 

Assessment, selection, and adjustments

Once the sectoral studies have been performed, an overall assessment will be made of the sectors and companies, and the sectors that will participate in the project will be selected. This task will be carried out with the participation of business people, representatives of business associations, and the technicians and officials of the various government agencies involved. 

The project’s activities will be related to the current status of the different companies, with different kinds of support being provided according to each particular case, through different support programs. The purpose of the support programs is to solve the various problems the SMEs must overcome in order to take advantage of the possibilities arising from the economic opening and integration process the FTAA is promoting. 

The programs that are to be implemented under the project are as follows: 

1. Training Program
Given the complexity of foreign trade, the diverse aspects involved, and the SMEs lack of funds, time, and human resources, the training program is intended to strengthen the capacity of small businesses that plan to start or are already engaging in export activities. 

Training programs currently available in the market are mainly geared toward specialists from large companies (they focus on highly complicated technical issues) or are long, expensive training courses that do not seem to address the basic needs of SMEs. 

The basic idea of this training program is to convey the message that internationalization is both a possible and a convenient option for SMEs to pursue; however, some changes will have to be made in how they run their businesses. Exporting is not just a matter of selling products in other countries, but of penetrating the world market in an ongoing and sustained way. Teaming up with other companies in the region is also a feasible and convenient alternative. 

The training programs aim to give the participants the basic knowledge and tools of international training so that they can develop an appropriate business culture. They will also focus on the concepts and practices used for strategic decision-making in the fields of international marketing, finances, negotiations, logistics and contracting. The mastery of such concepts will strengthen the companies’ participation in foreign markets. 

SMEs will benefit from the application of such knowledge in their attempts to boost their sales, penetrate new markets, and develop wider international coverage, as well as in other aspects of their businesses.

The training program has been designed in light of the specific problems SME operators must face and is based on two pillars:  

· General courses on international trade that provide entrepreneurs with an overall view of the world of international business without discouraging them, and that describe the assistance available for SME export projects. The courses will highlight the importance and prospects of integration in general and the FTAA in particular. 

· Specific training courses focusing on foreign trade and business partnership opportunities that can enable SME operators to play a leading role in transforming their company into an effective competitor in international markets. The specialized training will also cover issues of interest to the sectors selected for the project as a result of the sectoral diagnoses. 

Course attendance will be required, as emphasis will be placed on the study and discussion of practical cases and workshop-style activities. Each course will require 20 hours’ attendance, spread over 5 days of 4 course-hours each. It is expected that 20 businesspeople will participate in each course. The training courses will begin in the third month of the project;  an initial phase of 100 courses, given over a period of 10 months, has been scheduled in different parts of the country. A further 100 courses would be held in the second year. 

2. Information Program
One of the main shortcomings of SMEs is their lack of access to accurate and reliable information to help them pursue their activities. The advantages of electronic information transmission systems are making it easier to compensate for this shortfall, but SMEs still require personalized technical assistance.  

Information services must provide fast and reliable access to the information available so that consultations can be efficiently answered with a quality response. In this respect, the development and maintenance of business information databases is an essential component of these kinds of services. 

Productive Information Windows 
The project proposes to set up Production Information Windows (VIP) intended to facilitate access to information for SMEs interested in exporting their products. These windows will operate as personalized customer service units, and consultations will be dealt with individually.  

The VIP service will be complemented with the development of a Regional Information System (SIRE), a database that will make it possible to locate, store, handle, and update data of interest to SMEs that are considering internationalizing their operations. This system may be accessed from any location with a telephone network, and connecting to it requires only a very simple computing infrastructure. Selected and authorized companies will also be able to access the database. 

Existing infrastructure and resources will be used to set up the VIP. The types of information it could provide are:  

· Basic information. The information agent is to help the company determine what kind of information it needs, as sometimes those requesting information only have an approximate idea of what information is required and, moreover, do not know exactly how to find it. (Guidance). In some cases, requests for information can be met through the provision of previously prepared documentation or by copying pre-selected documents, such as directories, manuals, statistics, reports, catalogs, etc., on common or frequent subjects of interest such as legislation, markets, financing, national or international programs, regulations, and standards. 

· Specialized information. This function can provide specialized information adapted to the specific needs stated by the company, such as technical-scientific information, specific technical standards and regulations, technical centers and laboratories, commercial opportunities, public contracting, patent and trademark surveys, etc. Reports on technological advances or markets and competitors, as well as market surveys, studies aimed at detecting business opportunities abroad, commercial information on companies, distribution channels, strategic alliances, etc. would also be on offer. 

· Advice. Extensive, top-quality information will be provided.  The information needs of the company will be determined in light of its business strategy, and elements for decision-making and technical advice will be provided for making operational decisions. This function requires the participation of a consultant or an expert, whose advice will be given through the presentation of objective arguments to be used as a basis for decision-making, such as a diagnosis of, and proposed solution for, technical and commercial problems, the identification of risk factors, the search for partners, or a feasibility study. 

The Regional Information System (SIRE)

The development of the Regional Information System (SIRE) will be able to provide the most complete electronic information available, through the coordination and integration of the system with other public and private information servers, and thus offer a better service to companies. Coordination among the various public centers will avoid overlap in initiatives and ensure that a comprehensive service is offered throughout the country. The SIRE project has made provisions to expand the information supply, by including new products and services that will emerge as a result of the specific opportunities that will go hand-in-hand with the implementation of the FTAA. 

The implementation of this program requires that a number of activities be carried out beforehand, including: 

· updating and indexing of existing databases, both in the country and abroad 

· formalization and articulation of link-up commitments with information sources 

· analysis and organization of the information

· design and systemization of information content 

· training of personnel who will handle consultations

· integration of the service as a whole 

The time required to implement a country-wide system of Production Information Windows (VIP)  and the Regional Information System (SIRE) is estimated to be six months. 

3. Technical Assistance Program
An analysis of the business processes of large companies that engage in international trade shows that, in order to cover the various aspects involved in such operations, these companies operate several departments or hire specialists. The departments carry out their tasks by interacting with each other, while at the same time acting as links with external agents that provide specialized services. The specialized services used by large exporters are: strategic planning, commercial strategy, sales, after-sale services, quality, distribution, finance, taxation, and legal services, among others.  

A personalized assistance program has been proposed to facilitate access to these specialized services by SMEs wishing to export. This program implies setting up a network of service companies and professional experts with international experience, as well as SMEs, with the necessary know-how to carry out the specialized activities required to facilitate the internationalization of a small company.  

Under the supervision of the project’s implementing unit, these companies will act as would the “departments” of a large company, interacting with one another and providing the same services, but instead of doing so for one large company, they will do so for a set of small companies with similar needs. This solution will merge the benefits of synergy to those of specialization, and thereby solve one of the operative problems faced by SMEs.  

4. Business Integration Program
This program aims to encourage cooperation and integration among companies and, in particular, between Argentine companies and companies from other countries in the region. As business structures of more suitable sizes are created, the use of scale economics and access to foreign markets will be facilitated. 

Cooperation processes allow SMEs to take on projects which, due to their size, would be difficult to carry out on their own. Cooperation is a complex phenomenon that develops through a series of stages: the strategic problem is determined; the approach is formulated; negotiation ensues; and, finally, an agreement is finalized. 

The main pillar of business integration promotion, which basically refers to government support for arranging agreements, is the subsidization of the first steps in the process, such as the search for partners, the design of the agreement, etc. The agreements have numerous objectives. 

One of the most interesting formulae created for promoting the internationalization of companies is the Europartenariat, which brings together European companies from different regions. Experience has shown that in these kinds of meetings, 40% of the contacts made result in possible joint ventures later on. These programs not only facilitate collaboration agreements, but also encourage companies to carry out or develop their plans through transnational cooperation with technical assistance from public and private agencies. 

The most notable areas for possible cooperation include: 

· Commercial expansion both at home and abroad. 

· Research into new products or processes. 

· Shared use of production capacities in highly specialized fields. 

· Centralized management of administrative tasks and services or any other function of corporate activity. 

· Design of export plans and the study of potential markets. 

5. Quality Support Program 

Product quality and design are among the most important policy tools for improving business competitiveness, yielding a more competitive product whose added value is increased and better fulfills consumer expectations.
The main objectives of this program are to apply design and quality practices to SMEs and to promote public initiatives in the area of industrial design and quality. The need to pursue these objectives became evident when it was revealed that a significant portion of Argentine companies do not pay much attention to design or effectively control the quality of their products, despite the fact that most companies consider these elements to be crucial competitiveness factors as far as consumer demands are concerned.  

A lack of financial resources and specialized personnel, as well as the cost of developing quality programs, seem to be the main obstacles preventing companies from paying more attention to these issues. 

Through this program, the Project intends to promote and back investments aimed at: 

· Improving existing products and developing new ones in which, in light of the circumstances of the industrial environment, the company’s business strategy, and the SMEs’ strengths and weaknesses, a culture of product innovation can be incorporated. 

· Improving the performance of companies through the implementation of customer-oriented total quality programs.

· Incorporating product design and product quality technologies and tools in public entities, so that the latter may collaborate in the technical assistance given to SMEs, such as in the case of the National Institute of Technological Research (INTI). 

· Encouraging the professionalization and specialization of multidisciplinary teams and companies that provide industrial product design and quality services. 

· Making the role of design and quality control more widely appreciated in SMEs by increasing business-sector awareness of the importance of these issues in international export activities. 

Having an effective supply of services of this kind close at hand is another priority of the quality support program. Backing local centers that can cover such services and providing the corresponding investment in infrastructure will enable these centers to adapt their services to the needs of business and will increase the use of appropriate practices. 

The inclusion of this program in the set of activities presented in this document will broaden the support that is to be given to SME export policies. The technical assistance activities contemplated include: product development, design, engineering, and marketing. 

BENEFICIARIES

The project’s beneficiaries are the small and medium-sized Argentine enterprises that wish to export their products and boost their regional integration through the opportunities raised by the Free Trade Area of the Americas (FTAA).  

Some 10,000 small enterprises may benefit directly from the project’s activities. 

TOTAL COST OF THE PROJECT

The estimated total cost of the project is approximately USD 1,900,000 (nearly USD 2,000,000), allocated as follows: 

1. Sectoral diagnosis and assessment
USD 420,000

2. Training Program
USD 330,000

3. Information Program
USD 290,000

4. Technical Assistance Program
USD 160,000

5. Business Integration Program
USD 350,000

6. Quality Support Program
USD 350,000

    TOTAL
  USD 1,900,000

ORGANIZATION AND EXECUTION OF THE PROJECT

The Ministry of Foreign Affairs, International Trade, and Worship (MRECIC) will assume responsibility for the execution of the project through the Secretariat of Trade and International Economic Relations, Office of the Undersecretary of American Economic Integration and MERCOSUR.

An implementing unit will be set up for the project. This Unit will be responsible to the aforementioned Office of the Undersecretary, which will liaise with the entities sponsoring the project. 
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