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Abstract

Trade patterns and foreign investments volume has increased dramatically
as a result of improved economic conditions, legislation reforms and
privatization efforts in Argentina especially after the crisis of 2001.
Subsequent to Brazil, the US and China embody the most significant trade
partner for Argentina. China happens to be a big market for Soy beans and
Argentina the largest exporter. There are enormous prospect in separate
industries as well as food, automotive, mining, chemicals, petroleum and
natural gas, and services. This paper will try to outline trade in Argentina
while proving the thesis that Argentina experienced trade surplus in different
parts of its history. Trade has a big portion on the development of the

economy of Argentina.

|. General information about Argentina’s economy and the effects of crisis.
Argentina is the second largest nation of Latin America with a population of
about 37 million people. However in 2001, the Argentina experienced an
economic predicament which brought a record decline in economic and
social state of affairs, plummeting over half the state’s populace into
poverty. Argentina failed to pay on its debt, the education and health
schemes warped, and unemployment levels ascended. By 2004, however,

the country GDP was to the sum of € 124 million
A. An overlook to history of economic development of the country
a. Effect of inflation rate

In 1990, the country executed a flat exchange rate structure to stop
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hyperinflation. The intent was generating a strong and permanent authority;
the scheme fixed the worth of the state money by law, peso, to a dollar. This
stringent exchange-rate strategy was tremendously effective in sinking
inflation and generating domestic and international investors’ confidence,
and was the basis of comprehensive liberalization reforms.

On the other hand, the fixed exchange rate scheme demonstrated to be too
inflexible to last. Even though it originally produced considerable
remunerations in relation to price constancy and expansion, it was pursued
by elevated unemployment, social decline, dejected industry, and an
increasingly-high debt-to- GDP quotient. This warped by end of 2001,
spawning enormous macroeconomic and fiscal inequities, in addition to a
dramatic social calamity. The country affirmed default on its overseas debt
as its reimbursements became untenable with a debt to GDP quotient of

130%.

B. Ups and downs, effects of crisis

a. Effect of 2001 crisis

Ever since 2002, Argentina has initiated a trail of ongoing economic revival.
Subsequent to a 10. 9% descend in 2002, the nation’s GDP escalated to 8.
8% in 2003, 9. 0% in 2004 and 9. 2% in 2005 correspondingly and expansion
was projected to be approximately 8. 4 % by 2006. Per capita GDP was € 3
776, decreased from € 6 533 in 2000 however increasing progressively.
Unemployment plummeted from a climax of 21. 5% in May 2002 to 10. 2% in
September 2006. Interest rates which were at highest in 2002 at 100% are

at the present down to typical levels.
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In 2005, the country was the fifth beneficiary of Foreign Direct Investment
(FDI) in Latin America subsequent to Mexico, Brazil, Colombia and Chile in
that order. FDI attained a totality of US$ 4. 7Bn, making up 12. 8% of entire
venture. Conversely, FDI lingers at considerably underneath the pre-crisis
intensities. The remarkable rise is caused by a number of domestic and
outside features, for example a strong economic development which caused
a considerable augment in domestic demand, therefore magnetizing market-
seeking FDI; the aggressiveness of the monetary’s exchange rate which
enthused FDI in export actions and in market-seeking actions in
manufacturing; the explosion in demand for merchandises facilitated fuel FDI
in minerals.

The sectoral allotment demonstrates a slow decline in the significance of the
services sector ever since 2001 - a outcome of the conclusion of the
privatization course - however as well, and principally, of the amplification in
the number of regulatory disagreements subsequent to the 2001
predicament. Conversely, the manufacturing sector especially the
automotive has fascinated the maximum FDI concentration.

The significant growth-rates attained are mostly owing to the strong increase
in exports subsequent to the key peso devaluation and the resulting
exploitation of productive aptitude that had beforehand been inoperative,
the boost in commodity values in global markets, and the slow increase in
local consumption and venture. Since the predicament, Argentina’s
economic performance has been first-rate, with federal economic surpluses
in within the 4% range. Fiscal strategy has been rooted in sustained Central

Bank involvements in maintaining the exchange rate at approximately AR$
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2. 90 to the US$, therefore upholding the competitiveness of Argentina’s
manufacture. Conversely, inflationary propensities materialized in 2011 and
may undercut the benefits of expansion if not passably controlled. Inflation
was 9. 8% in 2006 and is anticipated to be 10. 0% in 2007.

In the meantime, as per February 2005, the nation closed a key and
controversial, debt reform defaulted debt offer. It encompassed a 65% cut in
new bonds’ net current value as well as a general uptake of about 76%,
which was of the US$ 81. 8 bn. under renegotiation, with a 98% domestic
acceptance. The Holdouts constitute US$ 19. 6 billion which was 23. 91% of
the debt under reform. This genuine debt exchange was belated until June
2005 subsequent to the close of a US court case wherein bonds seized by
private creditors about 7 bn. had been embargoed. The termination of the
process permitted a noteworthy decline in the debt to GDP quotient from
112% to 72%.

The government has since implemented an extremely harsh stance in the
direction of the holdouts, declining to reflect on a re-opening of the
exchange and frequently affirming that the subject will be managed by
upcoming governments. This has created international apprehensions
especially with the Italian, German and Japanese administrations, which have
been pushing for an elucidation that will gratify their investors. In 2006, the
nation has articulated its purpose to regularize its monetary affairs with the
Paris Club.

IMF relations have been overwrought ever since the deferment of the
reserve arrangement completed in 2003. The administration has strappingly

opposed any conditionality affixed to a new agreement and in 2005 resolute
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to refund the nation’s complete debt using the Fund in advance, principally
by means of the Central Bank’s overseas currency treasury. Conversely, it
disguised an extension in the term configuration of the administration’s debt
from 1-3 years to 10 years, dropping the administration’s borrowing
conditions by $1. 6Bn in 2006, $ 4. 2Bn in 2007 and $3. 4Bn in 2008
therefore alleviating fiscal accounts.

The production division, in spite of the country’s renowned agriculture,
mineral and energy affluence, and significant industrialization throughout the
import-exchange era, Argentina has encountered a remarkable
transformation in its economic organization throughout the last two decades,
predominantly during President Menem'’s government. Liberalization and
privatization strategies, even though producing episodes of elevated growth
connected to FDI inflows, were administered in a manner that has resulted to
tough capital concentration and enormous de-industrialization resulting in
record unemployment echelons. Wealth allocation is more asymmetrical
than in the 1970s. The services sector formed 65. 9% of GDP, industry for
27. 1% and main agricultural actions for 7. 9% in 2005.

The nation’s optimistic fiscal performance in the post-crisis stage was
encouraged by the industry expansion that is + 15. 8% in 2003, + 10. 7% in
2004, +8. 0 in 2005 and a projected +8. 2 % in 2006.

The period between 2005 and 2006 saw the Agricultural production decrease
by 9. 7% owing to adverse weather conditions. In early 2006, beef
production shrank by 6. 6% due to a +3. 3 variation in domestic expenditure
and a -36. 8% variation in exports owing to export limitations. The Service

sector doings amplified by 4. 7% in 2006, with transportation and storage
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increasing by 10. 7%, and wholesale & retail trade by +8. 6%.

Concerning tourism, the sector had previously had a 155% augment in its
fiscal activity throughout the 1990s, whilst the world tempo was 64%. In view
of the fact of the 2001 crisis, the domestic currency downgrading aided in
additional attraction of tourists and a policy has been implemented to
encourage new investments in the sector.

It is significant to undertake that Argentina’s manufacture sector is
principally comprised Small and Medium Sized ventures which offer
approximately 70% of jobs in the state. Throughout the 1990s, humerous
factors affected the background of SMEs, piercingly slowing down their
growth. Augmented competition due to liberalization and to an overrated
exchange required these venture to move rapidly to improve
competitiveness at a speed that could not be persistent in a huge
preponderance of cases. Particularly, the recurring predicament of access to
credit, in addition to the high interest rates level, acted as a high obstruction
to the upgrading of ventures. The State demand pressure on the credit
market led interest rates to rise to an echelon that was incompatible with the
yield of productive schemes.

The growths of SMEs, as well as the circumstances for the formation of new
ventures, were profoundly affected by the 2001 predicament. The current
progressive economic revival has not been enough to reinforce the
competitiveness of SMEs and to produce situations to conquer a number of
key restraints that sternly limit the industrious prospective of this sector.
After 2002 and beyond, the depreciation, import exchange activities offered

a new prospect for SMEs, which reacted by triggering their production lines,
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therefore generating new jobs. In relation to the exports, though, the
response of the SMEs has been less vibrant, owing to the higher obstructions
and operation costs associated with access to global markets. However,
most onlookers concur that the latent export capability of the Argentinean
SMEs is extremely noteworthy. The position of the banking sector enhanced
considerably along with the augment in economic movement. In 2006,
deposits and loans were, correspondingly, AR$ 162. 4Bn increased by 24. 3%
and AR$ 96. 7Bn increment by+21. 9%.

The utilities sector has experienced hard times owing to monetary penalties
associated with of the disintegration of the convertibility structure. Ever
since January 2002, the administration has been engaged in a confrontation
on the renegotiation of tariff-altitudes with overseas investors in the de-
centralized energy and water business following the freezing of tariffs being
employed as one of the key ostensible anchors to alleviate the economy in
the outcome of the predicament. By 2005 the circumstances were still
tremendously fluid. Numerous European investors like the French resolute to
desert the market and were rapidly substituted by domestic corporations,
whilst numerous corporations filed adjudication demands in the International
Court for the Settlement of Investment Disputes (ICSID) wanting
reimbursement for the harm experienced from the tariff freeze. In some case
partial renegotiations permitted corporations to raise industrial and
commercial tariffs whilst leaving personal users’ tariffs frozen towards early
2006. This move was obviously conceived to restrain inflationary
propensities in addition to try not to estrange voters’ prior to the

governmental elections of October 2005.
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b. Trade surpluses and trade deficit analyze according to years

Argentine financial system was in an unbalanced condition and development
was disadvantaged by increasing debt and inflation in the late 1990s. To
fight this predicament, the administration at that time set out events in the
outline of augmented trade and exports. Conversely, inflation rates are still

elevated and are an obstruction to the nation’s general economic expansion.

As of May 2009, the trade surplus rose by 139% from the 2008 altitudes to
$2. 48 billion owing to an acute fall in imports, in the wake of the financial
reduction. The general exports plummeted by 18% in 2009 to $5. 14 billion,
whilst imports dropped by 49% to $2. 66 billion. The export sprawl was
accredited to low grains and oilseeds values, Whilst the volume augmented
by 6%, export values dropped by 13%. The imports sunk by 39% in quantity
and 16% in value. Acquisitions of overseas finished and capital merchandise
shriveled in 2009. The trade surplus within the five years from 2005 -2009
was $8. 33 billion, up by 63% from $5. 12 billion in the 1999-2004.

[I. Commodity imports

Several industrial goods imported before 1970 are now created in Argentina.
The country removed almost all trade non-tariff barriers in 1991 and
abridged tariff rates. The existing non-tariff barrier is the tariff/quota
structure pertinent to automobile and parts imports. The Argentina and
Brazil auto accord ascertains privileged market access conduct for both
nations.

A rush in imports throughout the 1990s to early 2000 moved the trade

balance from a huge surplus to a deficit situation. The strong augment in
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imports is explicated by numerous aspects, the vibrant expansion of the
domestic economy which caused superior import demand; the lessening of
import tariffs and abolition of non-tariff barriers which freed contained
imports demand; and the genuine peso appreciation which created imports
to be much less costly since the domestic currency cost of these goods
increased by much below the accrued inflation ever since the launch of the
Convertibility Plan. Since exports donated merely 10% to GDP, augmented
foreign sales had minute impact on cumulative growth, slanting the balance

of expenditure report.

Agricultural commodities carry on to be a foundation of Argentine exports.

a. Soybeans

Argentina’s soybean exports as more than twofold in the years between
2005 and 2006 thus coagulating the country as the world’s principal exporter
of soybean meal and soybean oil. She creates 18 percent of the planet’s
soybeans however makes up 46 and 55 percent of the planet’s soybean

meal soybean oil exports respectively.

b. Cereal

B. Fuels and Energy
a. Petrochemical

Table 3

Total annual manufacture of chemical and petrochemical industry is
projected at5. 5 million in 2011, with about 40% of them being basic

chemistry, 30% - semi- goods and apparatus, 30% - ready-made supplies
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and finished goods.

b. Copper

IV. Trade agreements and trade partners

a. Mercosur

Mercosur was formed in 1991 following the Treaty of Asuncion and covers
four Latin American countries: Argentina, Brazil, Paraguay and Uruguay. Its
function is to encourage free trade and the fluid progress of merchandise,
citizens, and legal tender. It has actually helped Argentina in terms of

international trade creating a free market for its goods and services.

b. WTO

Argentina has been a WTO member since 1 January 1995. Globalization of
economy, development of free trade boundaries plus the decrease of
customs tariffs and WTO have extremely influenced aspects of Argentine
trade trends. These cooperatively disclose that the current economic
development of countries is intimately related to trade dynamization and

development within increasingly broader geographic areas.
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