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Abstract

This study explores the underlying factors thatbémdirms from developing countries to successfully
export differentiated goods to developed countrieBhe article describes four case studies of export
emergence in differentiated-good sectors in Argenthamely wine, television programs, motorboatsl, a
wooden furniture. The case studies rely primarityam extensive set of interviews. We find that csteat
exporters to developed countries adopt a new sbusihess practices that differ starkly from théfsat
prevail in their domestic market. In three of tleetsrs, an export pioneer led the adoption of these
practices. Export pioneers possessed tacit knowlealgout foreign markets, achieved through their
previousembeddedness in the business community of those markets. Bx@mergence occurs as business
practices diffuse throughout the sector. Theseirgsl point to the importance of foreign market
knowledge, relative to production knowledge, as Key constraint to achieve consistent export to
developed countries.
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1. Introduction

Numerous episodes of export emergence have beaméoted for specific industries in developing
countries. This prevalent phenomenon consists énstidden appearance of a large number of firms
rapidly making headways into international mark&kee and Belot 1990, Hausmann and Rodrik 2003).
Some of the best-known cases are the emergenextdé texports from Bangladesh (Rhee 1990), cut-
flowers from Colombia (Rhee and Belot 1990, Arbelé¢ al. 2012), and women’s shoes from Brazil
(Schmitz, 1995). The volume of foreign sales theuits from these processes is often substantihl an
sometimes accounts for a large fraction of expafrtdeveloping countries. Since a hallmark of cdest
that have industrialized in the last fifty yearsg(eJapan, South Korea, and China) is the impressiv
growth of their exports, understanding instancesxgort emergence might be key to understanding

broader determinants of export development andralgstrialization.

Established international trade theories cannotagxpvhy exports in specific sectors suddenly surge
While the Hechscher-Ohlin theory is unable to explahy exports emerge in some sectors but not in
others that use similar factor intensities, theaRi@mn theory is silent about the potential drivefs
productivity change that could ignite this procdssturn, heterogeneous firm theories focused @n th
determinants and dynamics of foreign market entryndt explain why firms in the same sector enter
export markets contemporaneously. An influentigdggeby Hausmann and Rodrik (2003) (HR) develops
a theory of sectoral export emergence in whichxaoe pioneer triggers a process of export emergenc
by discovering that the production costs of a neanemic activity are low. As this theory only deals
with homogeneous goods, it does not capture wealisknhindrances to exporting differentiated products
stemming from informational barriers (Rauch 19984 ahe need to pay fixed and sunk costs (Roberts
and Tybout, 1997). As a result, it does not explahy and how export emergence in differentiated
products takes place. In particular, this theorgsdoot deal with the causes of the export emergefhce

such products to developed countries, where thiogldnces are higher.

Our work attempts to describe and explain this gsecWe conduct case studies of export emergence to
developed countries in four Argentine differentthtppod sectors: wines, television programs,
motorboats, and wooden furniture. These sectons agmoad diversity of economic activities. In eath

the cases, we interview relevant actors, obsergdyation processes, and collect statistical dasseB

on the data gathered through these various souseegjentify and describe the main common patterns

across the cases and construct hypotheses to rexpdan.



One of our most salient findings is that consisexgorters to developed countries (hencefootlsi stent
exporters) adopt a new set of business practices (hencedgpibrt business practices). These practices
are radically different from those that prevailtire domestic market. They involve adapting produzts
foreign demand and establishing information chammelkeep up to date about its evolving patterns.
These practices also require upgrading productiongsses to improve quality, complying with stringe
requirements of foreign distributors, and seekme@dtablish long-term relationships with them touse
up-to-date information about foreign markets. Cstesit exporters also exhibit a common mindset about
the importance of adopting export business practimed a discourse that implicitly assumes their
complementarity. This finding relates to a volumiaditerature in international trade on the deteants

of the exporting behavior of firms (Melitz and Réauyl 2012) that has so far overlooked the need to
change business practices to enter markets in @@l countries (hencefortteveloped markets).
Although some papers point to the importance ofityuapgrading (e.g. Sutton 2007, Verhoogen 2008,
Hallak and Sivadasan 2013), we find here that engedeveloped markets requires that firms change a

substantially broader set of business practices.

We also find in our fieldwork that in three of dour industries an export pioneer is the first dot this
broad set of export business practices and thetéirgonsistently export to a developed country. By
contrast, in the wooden furniture industry we dao fived an export pioneer. Strikingly, the three estp
pioneers exhibit a previous exposure to developaidkets as a common feature in their background Thi
is unlikely to be coincidental since this backgrdus rare among Argentine producers. Rather, ihigoi
to foreign market knowledge as a critical constraint to achieving consistexpoets to the developed
world. We argue that thembeddedness (Granovetter 1985) afxport pioneers in the business community
of their industries in developed markets enablezimtiio acquire this tacit knowledge and eventually
envision a viable way of establishing an exportitess based on the adoption of a new set of bissines
practices. Export pioneers then trigger a procésxport emergence in their industries by spurtimeg
diffusion of those practices. They set an obsee/diénchmark by demonstrating that exporting
consistently to developed countries is possible pruditable. Their actions also convince otherst tha

exporting to developed markets requires businesgipes to be changed.

The fact that export pioneers exhibit a substarfiaéign exposure as a common feature in their
background questions the conventional focus onymibdty as the main determinant of firm exports
(Bernard et al. 2003, Melitz 2003). This findingints to foreign market knowledge, not production
knowledge, as the key for developing country fitmsstablish a stable presence in developed markets

The finding is consistent with recent case-studykwshowing that the possession of foreign market



knowledge is a distinguishing feature of large édn producers and exporters (Easterly and Reshéf, 20
Sutton and Kellow 2010, Sutton and Kpentey 2012) aith evidence that managers with previous
experience at exporting firms increase the proltgtof exporting of their current employers (Mionda
Opromolla 2010, Molina and Muendler 2013). It isalnoteworthy that in none of our cases are

multinationals the export pioneers or one of thdiesst followers.

As in HR, we also explain export emergence usipgpaeer-diffusion framework. However, we point to
different drivers of this process. Specifically, ilghexport emergence in HR unravels as firms léhen
production costs of a new economic activity, owsecatudies of differentiated-good sectors sugdedt t
this process unravels as firms acquire foreign etakkowledge and adopt export business practices.
Hence, policies that spuiscovery activity, as HR recommend, may not be effectiveegslfirms gain a
prior understanding of foreign markets and chahgé business practices to serve them. In relatatt,w
Sabel et al. (2012) emphasize the resolution ofdipation problems as the main trigger of export
emergencé. While we also identify coordination problems irr @ase studies, we do not find that export
emergence is triggered by the resolution of thigetgf problem$.Freund and Pierola (2009), lacovone
and Javorcik (2010), and Wagner and Zhaler (20&8¢ldp statistical criteria to identify export pamrs
from customs data. Export business practices, hexe@annot be investigated following this approach

since customs data are silent about firms’ busipesdtices.

The cases of export emergence we describe hereseeyiran alternate means of international insertion
relative to integration in global value chains (GV@itegration into GVC under contract manufactgrin
arrangements that do not require performing deaigh marketing tasks has helped firms in developing
countries to overcome a lack of foreign market kizolge (Gereffi 1999). Keesing and Lall (1990)
document the role of intermediaries and internalidouyers in initiating this type of integrationh@se
agents approach domestic producers, provide theéimdesigns, and gradually teach them how to change
their products and business practices to conforthédw demands. In our cases, the activity of kimsl of
agent is notoriously scarce, potentially becaugetyipe ofinitial insertion in GVC is more pervasive in

countries where very low wages attract unskilldsbtantensive tasks in the production of standadiz

2 Klepper and Rommel’s (2011) analysis of the emezgeof Bangladesh’s garment industry also emphagimeuction
knowledge as the object of diffusion.

3 Sabel et al. (2012) document a number of Latin Acae case studies conducted under a large prigadt by the Inter-
American Development Bank (IDB). Most of our fielabrk was conducted in 2006 as part of this project.

* The discrepancy may stem from the predominantieeiiDB project of industries with limited scope firoduct differentiation
(e.g. cut flowers in Colombia, avocados in Mexida)those industries, coordination among produaarbetween producers and
public agencies, would appear to be necessarystaiswactivities that generate large externalifgeg. experiments with new
seeds) or that demand the provision of public gdeds roads or air transport).



products In contrast, exported products in our four secteshibit an important component of
(domestically-performed) design. While gaining #i®lity to design goods that appeal to consumers in
developed markets may be eventually achieved thropgrading within GVC (Gereffi 1999), often this
form of upgrading does not occur (Humphrey and Szh2002). Thus, the type of export insertion that

our case studies represent might constitute a emirsetter, high paying jobs.

Although we cannot ascertain how export performandée industries we study would have evolved in
the absence of export pioneers, our findings sudbassustained export growth would not have aezur

or would have been substantially delayed in sudes.aAlso, they suggest that the absence of antexpo
pioneer, as in the wooden furniture sector in audys could be a potential explanation for wdnpriori
similarly promising sectors do not display sustdie&port activity. Thus, identifying the main caagtts

to exporting and understanding why the backgrouindxport pioneers loosens those constraints may
contribute to the design of public policies to paiencross-sectoral diffusion and help firms dedahwi

similar difficulties in sectors where an exportmpéer does not appear spontaneously.

The rest of the paper proceeds as follows. In @e@j we describe our methodology. In section 3, we
provide a brief description of each case studiy.section 4, we summarize and discuss the maimam

findings across the cases. In section 5, we prasiteluding remarks.

2. Methodology

This paper describes four Argentine case studiespbrt emergence oriented to developed countnies i
differentiated-good sectors. Based on these studiesdevelop a set of related hypotheses about the
determinants of this phenomenon. Our case studebased on a variety of data sources (Yin 1994),
although primarily they rely on the collection ofiajitative data. In the presence of an understudied
phenomenon, the richness of qualitative data cavighe insights into complex processes that qudivita
data cannot easily reveal (Eisenhardt and GraeX®@f). In each of the cases, we interview a vaiéty
relevant actors to obtain multiple perspectivedgeie2000) on how export emergence occurred and wha
enabled firms to consistently export to developedrkets. We triangulated this information with

information obtained from local trade associati@tademic studies, industry reports, and custoitas da

°> A more thorough description of these four casdietuis provided in Artopoulos et al. (2011b).



Our main criterion for choosing our four cases agalifferentiated-good sectors exhibiting export
emergence substantially oriented to developed ci@snivas to span the diverse set of activities riesite
differentiated goods: agriculture-based manufacturiwines), traditional industrial manufacturing
(wooden furniture), non-traditional industrial mdacturing (motorboats), and services (television
programsf. We did not include highly concentrated sectorsoimr study (e.g. automobiles and
electronics), which have high entry barriers argline large fixed outlays in R&D or advertising,rretd

we include intermediate goods. While export emetgelin those sectors might have different
determinants than the ones we emphasize herejralindgs might still apply, albeit partially, to the
types of sectorsTo identify potential sectors, we used customs datffilter 4-digit Harmonized System
(HS) categories that satisfied the following cidera) 40% top percentile of export growth durihg
period 1991-2005; (b) at least 1/3 of exports shipo OECD countries; and (c) more than 10 million
U.S. dollar exports in 2005. We obtained thirtgtees that satisfied these criteria. Thirteenhafn are
classified by Rauch (1999) as differentiated amdrémaining seventeen as non-differentidtdthe wine
and wooden furniture industries were selected afteducting this statistical analy$isThe motorboats
and television program industries were identifieddrd on one of the author’s previous knowledghef t
recent export emergence of these sectors in Amperdnd selected after confirming that they also
satisfied the above criteria. The case of wooden furniture proved later nobéoa case of sustained
export emergence to developed countries. This sdigplayed an export peak at the time of seleatimg
sectors (early 2006) and hence passed our stalistiteria. However, exports to the OECD consisted
only of a temporary surge. From 2000 to 2008, 96%exgort growth in the sector is explained by
increased sales in Latin America.

Our fieldwork was conducted over an eight-monthquebetween May and December of 2006. A few
follow-up interviews and phone calls were maderaféeds. In total we conducted 40 interviews. While
fifteen of them were conducted with the owner onegal manager of a firm, the rest were done with
relevant actors in the industries studied. Apperitible A.3 provides detailed information about the
interviews we conducted. The interviews were sdamietured using open-ended questions that varied
according to the person interviewed and the degfesdvancement of our study. The interviews were

conducted in Spanish and generally lasted apprdgisnane hour and a half. In most cases, they were

® This sampling method, known #®oretical sampling (Glaeser and Strauss 1967, Eisenhardt 1987),ielthmore

illuminating results than random or stratified sdéingpwhen the research purpose is to obtain neiglits about an unexplored
phenomenon rather than test statistically a speiti@ory that attempts to explain it.

" These sectors are displayed in Appendix TablessAdLA.2, respectively. Appendix 1 describes oocpdure in further detail.
8 Although Rauch (1999) classifies wines as refezgmiced, most wine exported from Argentina isféedéntiated product.
°An exception was made in the case of motorboatghateported exports in 2005 slightly below 10 mifl U.S. dollars.



conducted at the production facility of the firmdawere accompanied by tours of these facilities. Al

interviews were digitally recorded.

3. Description of Case Studies

This section describes the process of export emeega the wine, television program, motorboat and
wooden furniture sectors in Argentina. Each cast diescribes the export emergence phenomenoe in th
context of world trends in the industry. Then|litstrates the business practices that firms hath&mge

in order to establish a consistent presence inldped markets. Finally, it recounts the businessohy

of the export pioneer, when there is one, and thergence of other exporters in the industry. Allhe
sectors except wooden furniture were found to lmvexport pioneer that led the emergence of exports
in his respective sector. Appendix 2 describesntiaeroeconomic context of these case studies and the

evolution of Argentine exports of differentiatedgucts over the corresponding period.

Wines. Until a Chardonnay and a Cabernet Sauvignon frarthited States won a famous wine tasting
competition in Paris in 1976, French wines had daad the high-quality market for this product. The
“new-world” style of winemaking behind these twones enabled countries from all over the world to
begin shifting from the production of customarityM-quality, old-world wines to higher quality, new-
world ones. The emergence of such wines led tociingein the worldwide market share of France.
Between 1995 and 2008, this share decreased frémtd&84%. In contrast, the market share of wines
originating in the new world, namely countries adgsof Europe such as Australia, the U.S., Chityts
Africa, and Argentina, increased from 16% to aln®8%. The advent of new-world wines was driven
partially by the emergence of new wine consumersountries such as the United States, the United
Kingdom, Australia and New Zealand. The emergerfcén@se new consumers was accompanied by a
shift in traditional wine-drinking countries such Brance, Italy and Spain away from table winesenad
with traditional, old-world techniques, toward beed new-world wines. Hence, even while the number
of liters per capita of wine consumed in these tes was declining, the consumption of new-world
wines continued to increase. The U.K and the UrStlze largest importers, representing 17% and 14%
of total wine import value respectively. Germanyelddum and Canada are the next three largest

importers. These five countries accounted for niloa@ half of total imports of wine in 2008

Until the early 1990s the vast majority of wine gwotion in Argentina was dedicated to the domestic
market and no wine was specifically adapted todde abroad. After knowledge of how to make new-

world wines spread throughout the sector, expoteeased dramatically rising from US$ 25 million in



1993 to US$ 646 million in 2008 (figure 1). Duritige same period the number of countries to which
Argentina sold its wines rose from 45 in 1993 t& i1 2008. This diversification was accompaniedaby

remarkable shift in destination markets. Whileiha@merica had accounted for 2/3 of exports in 1993
this same share of exports was accounted for byD&gLintries in 2008. By that time Argentina had

become the tenth largest exporter of wine in thddycapturing slightly over 2% of the world market

Figure 1: Exports of Wines
Argentina, 1993-2008

600
|

US$ million
400
|

200
|

o -

T T T T
1992 1994 1996 1998 2000 2002 2004 2006 2008
Source: COMTRADE

The wine industry in Argentina originated in colalniimes and largely focused on the productionldf o
world, fine wines. By the 1940s the productioness expensive and less elaborated table winesittega
replace the making of fine wines. Until the 1988 fwinemakers had traveled abroad with the intént o
improving their wines. Nevertheless, a handful afieties began experimenting with elaborating new-
world wines during that decade. Their number wastéd because price controls combined with high
inflation and government subsidies for producingslexpensive wines made experimenting with high
guality wines a relatively unattractive endeav@nce the Argentine economy stabilized and libeedliz

in the 1990s, many wineries updated their machiaad/began undertaking such experiments.

Before the 1990s the vast majority of wineries irgéntina used traditional old-world techniques for
making wine that did not require them to have angrgific understanding of either the way grapesewve
grown or wine was made. Decisions about plantvagyesting and fermenting were based almost solely
on tradition. At the same time, all except a hahdf winemakers were unaware of the transformation
that had occurred with the advent of new-world wiaad therefore they did not know how to adapt thei
wines to meet the changes in tastes in the dewvélapeld. Even fewer of them knew how to develop
effective marketing campaigns or how to work wiiktdbutors in these countries. In order to export

successfully on a continual basis, wineries hathtimge the way they did business in all of thesasar



The taste of new-world wines was dramatically dédfe than the traditional table wines made in
Argentina. These wines are more sophisticatecetatzbrated than traditional old-world ones and mequ

a careful attention to quality. The challenge washglicated not only by the fact that there weré&atly

no domestic consumers of this product but alsahkyfact that the intricacies of the tastes of derskof
new-world wines across the world differs and charmeer time. For example, although new-world wines
are generally fruiter, more aromatic, lower in &lebcontent, and less aggressive on the palettedhi
world wines, U.S. consumers prefer more aging ik lmarrels, while European consumers prefer wines
with higher alcoholic content. A new-world wine thains a prize in one country can be deemed rough
by consumers elsewhere. Consequently, wineriesdhadderstand these differences, while at the same
time tracing how tastes in each country changednyMimes they hired international consultantshis t

field, “flying winemakers”, to help them understaaad satisfy these different and changing tastes.

To meet the higher standards of consumers of nesdwanes, new types of grapes and new kinds of
wine had to be produced. This implied abandonimglitional artisan ways and embracing scientific
methods developed by new-world producers in otlagtspof the globe. The new-world way of making
wines requires vineyards to grow skinny grapes \itile liquid, instead of the large, juicy onesedsfor
old-world wines. Wineries also have to upgradérthperations by focusing more on quality and less
guantity, and undertake careful scientific studidsland to see which type of grape best suits its
characteristics. Argentina is particularly welltedito meet a variety of demands in terms of tastause

its soil can accommodate 28 different types of gsap

At the same time, the method in which wines areemads dramatically altered with the introduction of
new machinery such as stainless steel tanks. &haple enologists to control the exact temperatire
which fermentation occurs. Enologists have to seerthe day-to-day operations of the fermentation
process, while at the same time cooperating witbragmists to ensure that the vineyards they uske wil
yield the type of grapes desired. They bridgegap between what is desired by their winery's d¢fien
and what is physically possible given the available materials. Enologists often seek the helgyofd
winemakers to help them introduce the appropridnges in their wineries and vineyards. Wineries
seeking to make the transition to the productionesf-world wines have to make significant investteen
in equipment such as refrigeration systems, grondentrifuges, numeric presses, pumps, stainless st
containers, and 225 liter oak barrels. Many wigin Argentina continued to use old-world produti
techniques and focus on the domestic market wedlutihout the 1990s. They were interested in volume
rather than taste and therefore tended to oveabeitheir fields, creating higher producing grapéh

less concentrated flavors and lower quality.



Even if a winery understands what types of wineag to produce and how to produce them, it willehav
difficulty selling new-world wines abroad if it de@ot understand how to work with distributors aogv

to market its products in foreign countries. Tineited number of wineries that had previously solid-
world wines abroad before the introduction of newerd techniques in Argentina generally sold their
product as a commodity and therefore did not havevork closely with distributors. New-world
wineries that successfully export their wines te teveloped world know that the practices theyarse
the domestic market will not work with internatibrdistributors in these countries. Unlike in the
domestic market, these firms work closely with rilisttors and pay careful attention to their specifi
demands regarding issues such as back-office puoggd For example, they know that international
distributors in developed countries do not accepegotiating terms and conditions, a common practic
in the domestic market. These international buyése expect certain basic marketing practices. For
instance, wineries have to design labels that infoustomers about the region where a particulae win
was made and the general characteristics of w®iflaThey also have to ensure that the labelshein t
bottles do not peel off and that the boxes thataionthem are not damaged and come with proper
markings. These practices initially representeallehges for wineries, as domestic distributors rub¢l
have such requirements. Nevertheless, if wingrtesed capable in making these changes, they often
found that their distributors were willing to helpem keep up to date on evolving trends. To selbwin

the developed world wineries have to put advertesgmin international wine journals and not solaly
general magazines as is the practice on the damastiket. Wineries that want to export also have t
develop an icon wine, an expensive wine that detraies their capabilities. Although the expected
profits from such wines are generally low due teithimited turnover, they are used as a marketirg

to promote the less expensive wines in a winergisfalio.

Nicolds Catena Zapata was the first Argentine waneducer to systematically adopt the practices

outlined above. He was also the first to achievasistent sales of new-world wines to developed

countries and the first to sell an icon wine inexeloped country for a price of $80. His winerysvedso

the only one to achieve unabated export growthécQECD from 1994 to 2006. His efforts to develop a

new-world wine made in Argentina began after harretd from a three-year stay at the Department of
Agriculture and Resource Economics at U.C. Berkdleythe early 1980s where he taught basic

microeconomics as a visiting professor under trspiae of a former classmate at Columbia University.

During this time he visited a number of wineriesNiapa Valley, befriending winemakers that had

developed and mastered new-world winemaking tectesigOne of the most important acquaintances he

made was Robert Mondavi, one of the leaders ofgwveworld wine revolution in California.

10



Nicolds Catena Zapata had taken control over mslfawinery in 1963 while he was doing a PhD in
Economics at Columbia. He traveled back and ftndm New York to Mendoza, the center of wine
production in Argentina, on a regular basis duhrgystudies. By 1980 his winery was one of thgdat

in the world, selling 38% of the wines consumed\igentina. A few years later he had sold mostisf h
family’s wineries, while retaining the highest-git\abne. He used the knowledge he gained in Qaligo

to totally revamp his high quality winery to makewrworld wines. According to Nicolas, his deciston
undertake this transformation was not based ontailelé economic analysis of potential markets but
rather on a desire to emulate the success he rHaeéssed in the United States. The first wines he
exported from Argentina in the new-world style wereChardonnay and a Cabernet Sauvignon. He
specifically chose to make these two types of wirezsause they were the same varietals that hadheon
tasting in Paris in 1976. After making these wjrn@atena realized that it was critical to work witime
journalists to promote his products and that haleédo lead the promotion efforts himself. Parhisf
marketing campaign included contracting two oftilkeet Argentine tango dancers and traveling to uario
cities in the United States, his primary target kairHe decided to use tango dancers because it was
practically the only cultural icon from Argentinhat people in the United States knew and he wanted

them to associate the quality of his wine with glniality of these dancers.

The boom in the number of wineries that began spadew-world production techniques began shortly
after Catena sold an icon wine in the United State$997. Although the growth in exports would
dramatically increase after the currency devalmatinArgentina in 2002, the ability of Nicolas Cage
Zapata to make an icon wine in Argentina that wghlia praised in the United States by such prestigi
trade magazines as the Wine Spectator led to aadi@anmflux of foreign capital into this industry.
According to Catena Zapata, he set the model tobmwved even for well-known multinationals like

Chandon, one of France’s largest producers of ammechampagné®

“They (Chandon) followed me in everything | didhély confessed that they copied me even in the
places where | bought new vineyards”.

Pefaflor, one of the most important wineries in éxtna, began to export Trapiche, one of its most
traditional wines, in 1965. However, this wine wex tailored to the tastes of markets in the dgyed
world. It was remade according to new-world staddanly after this winery was fully bought out by
Donald, Lufkin and Jenrette, an international inresnt group, in 2002. Besides changing the wines

made at Pefiaflor, this investment group also diaaibt transformed the winery’'s back office

Wupme siguieron (Chandon) totalmente. Me lo confesajo® me seguian hasta donde yo compraba las vifias.”

11



procedures. Only in 2005 did Pefaflor export moneewn terms of overall value than Catena Zapata.
Like Penaflor, two of the other top exporters imstBector were companies owned by international
investors. One of these wineries, Norton, begarirénsformation in 1989 when it was bought by an
Austrian investor. The other international winefyjvento, was opened in Argentina by the Chilean
winery Concha y Toro in 1997. One of the earliedibfvers was the domestic winery Familia Zuccardi.
Although this winery also experimented with new-ldowrines in the 1980s, it consistently lagged behin

Catena Zapata in terms of quality and price. DomideoPlata, another leading domestic winery, was

cofounded by Pedro Marchevsky, the enologist géxhthe transformation of Catena Zapata’'s wineries.

Television Programs. The international market for television prograwes transformed significantly
with the advent of formats in the 1990s. This ngreduct offered a new set of countries the oppoty

to participate in a market traditionally dominategthe United States. Formats are essentiallydba, i
main structure and salient features of a televipimgram. Unlike traditional canned programs, they

not designed for the audience of a particular ayuninstead, formats are designed to be adaptéaeto
cultural idiosyncrasies of different countries. Jtiexibility enabled formats to capture a subsgnt
portion of the television market worldwide. Betwe2001 and 2004, the number of shows using formats
grew by a third and the broadcasted hours of progtaased on format expanded by 22%. From 2004 to
2008, worldwide sales of formats went from 6.4 t8 Billion Euros (FRAPA, 2009). The advent of
formats enabled European companies to significatitallenge the international dominance of the thS.
this industry. Great Britain is currently the leaylexporter in this sector, with 98 formats expdrin
2008, followed by the U.S with 56 and the Nethatkawith 23. Half of the formats exported are game
shows, while the other half consists predominaotigeality and talk shows. Although fiction formatee

a relatively small portion of the industry, it letmost important genre of format exports from Atge.

Despite a long tradition in creative filmmaking,tilmhe 1990s exports of television programs made i
Argentina were limited. During the first half ofeliwentieth century, the country had been a suftdess
exporter of films, selling them mainly to Spain dratin America. However, until the last decadetit
century, exports consisted largely of a small humifesoap operas sold to other countries in Latin
America, Spain, and nontraditional markets sucRuassia and Israel. Exports were limited because in
general Latin American soap opera viewers did imat the Argentine Spanish accent appealing. The
emergence of formats enabled Argentine firms torawae this problem. Independent production
companies that had emerged from the privatizatidheotelevision industry in Argentina during therly
1990s were the first to take advantage of this apportunity. Later, multinational production compem

acquired a number of domestic companies to seevddimestic and foreign markets.
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Argentine television exports span the whole ranfeetated services, from selling format rights to
consulting and production services. Official sttits for exports in this industry are difficult tdotain
because they are not processed through customse@aently, the value of TV-format exports can only
be estimated. Exports of audiovisual services gereeral category that encompasses television fermat
have increased from US$ 17.5 million in 1996 to LB&®.7 million in 2007 (see figure 2). Between
2006 and 2008 companies in Argentina exported H€erdint versions of 26 original formats.
Nevertheless, the actual revenue from activitieghis sector are difficult to estimate as consgltin
services are the most lucrative part of this bussinend reports of such activities fall under a gane
category that includes a number of other busine®etsveen 2006 and 2008 producers of formats in

Argentina exported their products to 15 differeations worldwide.

Figure 2: Exports of Audiovisual Services
Argentina, 1996-2007
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Source: INDEC

Although formats are usually first used in a firrd@mestic market, unlike traditional television grams
they are designed from their inception to be exgubrThe design and production of formats is rabical
different from how these activities are performed traditional programs. The making of a telewvisio
program based on a format is divided into two didtparts, the creation of the format and its aataqt
and production for a particular country. The fornevolves the creative activities in designing the
structure, the plot, and the themes to be covefée@. latter encompasses adapting the script and
producing the actual program adding critical idimeytic elements specific to the market in whicé th
program is to be aired. Essentially, formats arggihed to be filled with different cultural conteitthis
sector differs from the others discussed in thislgtbecause it involves the design of a generidymb
followed by its customization to the idiosyncrast#gshe target country in the production procebkot
every successful television program can be turngma format. Desperate Housewives was a failure i
Argentina largely because this country lacks thecl suburban middle-class housewife on which this

series is based. In contrast, Argentina’s Monsézihas been a success worldwide because it Hagmei
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culturally specific characters nor culturally sgeciplot components. The separation of design and
production in a format requires programs with argjrstructure so that they can be easily adaptéukto
cultural idiosyncrasies of other markets. By costiréhe design and production of a traditional paog
oriented to the domestic market are inherentlyrinieed because key design decisions need to be mad
when the program is being filmed. According to @ toanager of one of the exporting companies,

domestic firms often appear to be unaware of tleel e adapt programs to foreign markéts:

“...they try to sell the same (programs) abroad they sell here...and it is not like that. You need to
pay your dues, get to know what the other one liketevision is not the same in every country”.

When producing formats, firms systematize differ@spects of the production process. In fact, tiletsi

to a format include a full set of specificationerfr the dressing of actors and hosts to specifitifes of
illumination and editing. Those specifications ndedbe clear so that they can be easily applied by
production crews in other countries. When a firneduces a format in a foreign location, it has to
coordinate the activities of a variety of local dedeign suppliers. Traditionally programs were mad
entirely within the four walls of the firm. Furthmore, firms that export often require the assistanic
specialized consultants, as information about §ipewiltural traits can be extremely tacit and #giere
difficult to obtain for a company seeking to produe format for a foreign country. Finally, firmsath
successfully export formats also need to upgradeesparts of the production process. For example,

Promofilm made an important investment in editiggipment to produce formats.

Companies in Argentina export formats by sellingnthdirectly to potential clients through their own
sales offices, commercializing them through intéomal brokers or merging with an international
company. To pursue any of these options firms neddive a strong reputation. Trade fairs sudhas
Cannes Marche International des Films et des Pmoges pour la TV, la video, le Cable et les Saéallit
(MIPCOM) and the meeting of the National Associatad Television Program Executives (NATPE) are
venues in which companies can draw on their rejomsto meet new or existing clients, while keeping
themselves up to date on new trends. Firms oftetotbuild their reputation by providing bettereun

firms critical services in adapting a format toaatular country.

Horacio Levin was the first person to consistemtkport formats to developed countries and the most
important one in leading the transformation of hask practices in this industry. He began his compa

Promofilm, as an importer of cartoons and animéites. During this stage of his business he degwetb

1« intentan vender afuera lo mismo gue hacen acao.gs asi. Tenés que pagar un derecho de piso,gabes lo que le

gusta al otro. No es la misma television en todehises.
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international contacts by traveling to internaticmade fairs on a regular basis, an unusual g@dti this
industry at that time. Before beginning to desigmmats, he imported them from other countries and
adapted them to the Argentine market. Levin bolghffirst format, Sorpresa y media, from a Spanish
company. Later, he sold this program to televisibannels in Brazil, Colombia, Ecuador, and Venezuel
At the same time, he was training many individuakst would later become critical managers in other
television production firms. Levin was not the adtowner of CQC (Caiga Quien Caiga), the first fatm
to be exported from Argentina in 1996. However,pteyed a critical role not only in convincing the
owners of this program that it was possible to ejp@as a format but also in actually facilitatiitg sale

to his Spanish associates at Globomedia. Promddiéigan working with Globalmedia in 1995. The
Spanish company acquired a fraction of Promofilm2002 and completed its acquisition in 2005.
Levin’s years of experience in this industry ledhhio believe that associating with a Spanish compan
was the best way to compensate for the fact thaertina lacked international credibility in the
television industry. According to Levin, his newripeers would also serve as a source of information

about evolving trend¥:

“My Spanish partners kept me abreast of what wapdiaing in the world, we were (in Argentina)
far from the world”.

In 1998, the two companies jointly bought the formghts for the Swedish reality show Expedition
Robinson, known as Survivor in the United StatEsch partner adapted it to their respective coestri
Promofilm would come to open a production facilitythe Caribbean to produce this program for a
number of countries including Russia, Hungary,yltdhe United Kingdom, and other South American
countries. The first new format that Promofilm atedl, Protagonistas de Novela, was exclusively
developed for Telemundo in the United States. duld later be exported to Greece and five Latin
American countries without ever being sold in Arges.  In 2005, Promofilm Globomedia was bought

out by Grupo Arbol, a Spanish media conglomerate.

Levin’s actions in this business convinced othandi including multinationals, that firms located i
Argentina were capable of successfully exportingnftts on a consistent basis to the developed world.
Horacio Levin actively promoted the diffusion oshlinowledge about the format business in Argentina.
The real growth in this industry would not occurtiuthe first few years of the 21st century when
multinational companies, following the precederitlgelLevin, began merging with domestic ones. For

example, in 2001 Endemol, a Dutch company founaedd94, acquired a 65% stake in P&P, an

12Mis asociados me mantenian al tanto de lo qualaen el mundo, nosotros (en Argentina) estabijussdel mundo.”
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Argentine producer of formats while, in 2007, Ddtedia bought 50% of Central Park Productions.
Telefé, a Spanish company that owns a televisiatiostin Argentina, started by importing and adagpti
formats to the Argentine market. After the succasadapting international formats to Argentina’s

domestic markets, it started to create its own &snand sell them abroad.

Motorboats. The motorboat industry has largely been dominategroducers in developed countries
selling to consumers in these countries. Througtiwilate 1990s this industry had primarily cotesis

of small- to medium-sized firms that used smalllesgaroduction facilities to make boats for specific
market niches. By the beginning of the 21st cgntoany of these firms began to merge into larger
business groups that abandoned small batch produicti niche markets and switched to making mass-
produced, relatively large boats, for a broaderketar The vast majority of the producers and exgert

of motorboat are located in the developed worlde Targest exporters in 2008 were Italy (25%),
Germany (16%), the United Kingdom (15%), and thé&¢hStates (12%). Consumption and imports are
also highly concentrated in the developed worldesehcountries accounted for 92% of all motorboat
sales in 1996 (E Composites, 2006). The consatidatf this industry offered firms located in
developing countries such as Argentina a chanammapete in market niches that were left relatively
underserved by these new business groups. Oneusulghiserved market niche consisted of medium-

sized motorboats, the market segment targeted ggraine firms.

Argentine firms find exporting particularly challging because almost all boats sold on the domestic
market are designed for fresh water, while the aehiar medium-sized boats in the developed world is
almost exclusively for salt-water vehicles. Fregter boats can not be used in salt water bechese t
hulls corrode quickly if they are exposed to s@#alt-water boats are uncommon in Argentina avése
majority of motorboats are used in the River Pldte,widest fresh-water estuary in the world. Gitteat

a significant proportion of the Argentina populatid/es in Buenos Aires, a city located along thieeR
Plate, the vast majority of boats in Argentina designed to be used on day trips. By contrasttsboa
bought in the developed world are generally desigte be used on longer trips, and hence are

customarily equipped with amenities to ensure conifiosuch excursions.

Before the late 1990s, firms in this sector conegad almost exclusively on the domestic market.
Exports were rare and sporadic. By that time,ssal@oad began to increase significantly, reacbigg

3 million in 2002 and US$ 15 million in 2007 (seéguffe 3). Even though important parts such as @sgin
are still imported, exports were helped by the teat#on of the Argentine peso in 2002. In 2008a@ip

declined due to the world economic crisis that beigathat year. This crisis disproportionately efé=l
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the consumption of luxury goods. Three out of thve flargest importers from Argentina are OECD
countries: Spain (17%), Italy (15%), and the UniBtdtes (12%).

Figure 3: Exports of Motorboats
Argentina, 1994-2008
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Firms in this sector that export consistently te tieveloped world adjust their production capaéedito

to make products designed specifically for thesekata. Besides making sturdy, comfortable boads th
resist corrosive salt water, successful exporteithis sector design and engineer their boats &t the
demands of customers in these markets. Theymtsogorate distinct luxury items (e.g. expensiveesp
gauges) designed by companies such as Porschesemad kto their boats for export as this typeadtl-

on is sought by consumers in these countries bubyndomestic consumers. Successful exporters know
that they have to meet the challenging demandddioslyncrasies of the countries to which they ekpor
in the developed world. Thus, they continually ride the design and furniture of their boats to meet
changes in the market. For example, consumerfidéaet countries have recently started to demand
interior furniture with rounded shapes that are enafipale wood, instead of the dark, square furaitu
that was common in the past. They have also begumanding a greater number of appliances, better
quality materials in the interior parts of theirat® and frameless windows instead of traditionathades.
New firms from a developing country cannot expectompete with top brands such as Azymut and
Ferreti because brand reputation is a key elemerthé purchasing decision of traditional luxury
consumers. However, they can address specificesigtith less well-known brands. Although brand
reputation is also important in the Argentine markensumers in this country are far less demanufing

terms of add-ons and interior designs.

Successful exporters employ designers who understentastes and needs of foreign markets and can

design boats that meet those tastes and needex&omle, they frequently use stainless steel fander
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instead of plastic ones and engrave the brand'snarsteel rather than simply painting it on theldas

is customary on the domestic market. Unlike irs tiniarket, boats that are exported require detailed
junctions and corners to meet the requirementausfoetners in these countries. Although producers of
these boats in the developed world rely on seri@dyction using standardized matrices, such
standardization is not necessary for the Argentinarket because local consumers tolerate the
imperfections that occur with artisan styles ofdarction. Exporters from Argentina do not haveghkes
volume to justify serial production and standardizeatrices. Instead, they use computer-added design
(CAD) to help them design their products in a wagttenables mistakes to be reduced in the prodhuctio
process. At the same time, exporters to developedtdes rely on foreign suppliers for parts sush a
propellers and axles because quality supplierhe@dd parts are difficult to find in Argentina arneit
international clients have quality expectationshiigthan those on the domestic market. They adso u
standardized components such as electrical cirauits provide their clients with detailed technical

information so that their boats can be worked otelsanicians in any part of the world.

In order to keep up on trends, owners of firms thaport to the developed world often attend
international boat shows in Genoa, Venice, and @ana. They provide information about these trends
to their designers and engineers so that they a#or their products to the new needs of specific
countries and market niches. Going to these stals® gives these owners a chance to create new
business relationships or build on previous on@se of the reasons why successful exporters oksboat
from Argentina tend to work with a limited numbdrsuppliers and journalists is their desire to rteim

a constant flow of information. These firms alsvé to pay careful attention to differences in ways
marketing between the domestic market and the dpedlworld. While firms that sell their boats be t
domestic market use the name of the founding faaslyhe company name, companies that export tend

to change their brand names so that they are npgesaéing in foreign advertisements.

Luis Lopez Blanco was the first individual to expaonsistently to the OECD. The company he
founded, Comparia Constructora de Embarcacioneg)Q@s been the largest exporter to the OECD in
this industry since 2000. He has exported hisdtmiGermany, France, Italy, Spain, Norway, Greece
and Venezuela. Lépez Blanco was formerly a loeptesentative of foreign brands of motorboats and
motorboat engines and did not have any backgronmuaduction. He founded CCE in 2000 with the
explicit goal of exporting boats from Argentina.e ldpplied the knowledge of foreign markets he had
gained during his time as a local representativéodign brands by focusing on mid-sized boats. He
learnt about foreign markets by going to corporagetings as a distributor of Cummings motors and

Azimuth motorboats. Later, at boat shows, he dgezlokey relations with distributors and sellers. To
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produce a boat for markets in the developed wagldd$ed plush interior designs and instrumentsjepl
the latest production techniques, and worked cjosdth foreign distributors. Sometimes finding tha
traditional input suppliers in the motorboat indystvere not responsive to demands for quality
upgrading, he resorted to suppliers from other stvites for needed parts, such as windshields, alwmi
pieces, and CAD/CAM services. His first model ledlAqualum 35, was developed in 2000 with the
aim of emulating industry leaders such as Azymutd &erreti. Unlike the boats produced by other
domestic firms, the Aqualum 35 was equipped witidh appliances. The rationale behind the use of
imported appliances was not only to employ premiuwands, but also to set foreign customers at ease b
providing appliances that they already recognized &usted and that could be easily replaced or
repaired. In a similar vein, he decided to useliign word Aqualum as his brand in order to apgeal
consumers throughout Europe. Lopez Blanco was athatepeople in Europe may be hesitant to buy
such a big ticket item from a country with no im&ional reputation in this industry. Hence, hekto
various actions to confront this disadvantage.ex@mple, he decided to temporarily sell his bohtead
below cost and to add quality assurance servi@satbre new to Argentina’s industry. On one ocaasio
he even decided to send a technician to the Uiitath Emirates to rework an instrument panel for a

client who was unsatisfied with it. His effortsawoid this type of concerns were brdad:

“We imitated the style of our Italian distributar things such as the technical data, brochures, and
even our personal appearance, ...we took care otloties, ... to be like one of them (...) we
offered a product similar to theirs, with a clegalihn orientation, equipped with international
appliances, ...there are no surprises, one liftdithef the engine room and the engine room looks
like that of any boat from there.”

While the median number of exporters per year dutire 1990s was only one firm, this number had
reached eighteen by 2006. Neverthess, the twodbeyporters, CEE and Altamar Yachts, accounted for
more than 50% of total exports in this industrykd CEE, Altamar Yachts was founded with the explic
purpose of focusing on the export market, evendghatioriginally focused on MERCOSUR countries.
Its first successful export to a developed countgurred in 2003. This company is not only thgédat
exporter overall but also exports more to OECD taes than any other firm. Similar to Altamar, Kéa

A also started by exporting to countries in MERC®SWNevertheless, it did not make its first sal@to
OECD country until 2004. All three of these firroslieve that the emergence of new exporting firms
would be beneficial for their own company becawiseould enable Argentina to gain greater recognitio

as a reliable producer of high quality boats. lct,favhen he was chair of the chamber of commerce fo

13“Nos presentamos con el mismo estilo de nuesgtilsliidor, los datos técnicos, un folleto parecitide ellos, en nuestro
aspecto tratamos de parecernos a ellos, cuidanessrawestimenta, (...) para parecernos a undage(el.) llevamos un
producto parecido al de ellos, con clara orientad#liana, con todos los equipos internacionalesiay sorpresas, uno levanta
la tapa de la sala de maquinas y parece la satédainas de cualquier barco de alla.”
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this industry, Lopez Blanco actively tried to camé other firms of the importance of changing their

business practices in order to export. Neverthgteegpay-off for his efforts has yet to be realize

Wooden Furniture. Although exports from the wooden furniture sedtoArgentina doubled during the
2000s, Latin America was responsible for 96% af gxport growth. Unlike the other three sectorigssa
to developed countries only witnessed temporarwtiro Toward the end of the 2000s exports from this
sector had fallen back to their previous levelse (figure 4). Developed countries are the largest
worldwide importers in this industry, with the Uit States accounting for almost 20% of world ingort
On the export side, Italy had long been the larggporter until China overtook it in 2004. By 20t

ten largest exporters included both developed natguch as Germany, Denmark, the U.S., and Canada
as well as countries with relatively low wages sashVietham. Nevertheless, Italy continues toHee t
country that exhibits the highest export unit valleretains this position by relying on flexibteachines
and skilled workers to produce quality productstead of using automated machines to produce
standardized furniture, as is the case in loweorme countries. Despite the fact that Argentine
manufactures would face significant difficultieshgeeting with the quality of furniture made in Itady
with the low price of standardized furniture fromuatries with inexpensive labor, an opportunity for
them seems to be present in a new medium-qualitkehaegment of contemporary furniture. This
segment emerged in the 1990s, and consists of roastowho buy stylish furniture that is not mass-
produced but which is not as expensive as highémpeoducts.

Figure 4: Exports of Wooden Furniture by Destination
Argentina, 2000-2008

15 20
|

US$ million
10

US & Canada
= === Latin America = === QOthers

Europe

Source: COMTRADE

Although Argentina has a long history of producifugniture for its domestic market, exports were
practically nil until the 1990s. Traditionally, firs in Argentina only exported furniture when thedb

market was declining, limiting their exports to guats designed for this market. Only in the ffiest
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years of the Z1century did some Argentine firms begin adapting designs of their products for the
developed world. In the 1990s the vast majoritfirofis took advantage of the convertibility plantioy
sophisticated, flexible machinery that could beduse semi-customize products. The use of flexible
machinery enabled these firms to quickly alterrtipeoduction processes to make products in nevs size
and dimensions. Thus, they could adapt their progilu¢o keep up with trends in markets like the U.S
the developed country that accounts for the mgjafitexports from this sector. Unlike the vast miyo

of firms in other countries that export wooden fture, Argentine producers do not need to imporbevo

Some companies understand the differences, albadlly slight, between the tastes in Argentina and
those of countries like the United States. Fotaimse, furniture in the latter country tends toldrger
than in Argentina because houses are generallyehigdifferences in tastes can even exist between
different regions in the United States. For exampbnsumers on the west coast prefer darker stains
while those on the east coast prefer lighter orfg&sme companies that exported to the United Skafets

up to date on trends in this market because theykimat U.S. consumers of contemporary furniture
change the furnishing in their houses on average ewery five years. Changes in style are much les
common in Argentina, where on average customerageh#heir furniture only once every thirty years.
Variations in styles in the United States can liberasubtle. For example, when flat screen telenss
first appeared in that country, families wantecdfture to accent this appliance. Now that suclipots

are ubiquitous, they want furniture that hidegiite Argentine firm keeps up to date with such ckang
by contracting international consultants. Anothenfactually sent their designer to Italy to takeicses

on design so that she could learn to adapt fumitiitastes in the developed world.

Some firms in this sector introduced changes imr thedduction processes in order to satisfy quality
standards of consumers in the developed world. eNwrthe firms that we interviewed actually bought
new machinery or contracted workers with bettetiskn order to meet these standards. Instead, the
firms that upgraded their production generally siidby just improving the lighting of their facibt$ and
ensuring that their workers paid careful attentmhow they performed their tasks. Workers neegitp
careful attention to what they are doing and hdselight necessary to carefully observe their astio
because the quality standards of consumers in aleeeimarkets are higher than those in Argentira. F
example, measurements for furniture exported tadweloped world have to be exact and stainingdas
be consistent. These attributes are not impoftanturniture sold on the domestic market. In geher
furniture factories in Argentina are poorly litetteby limiting the ability of workers to pay cloatention

to what they are doing. Even experienced managgem notably unaware of the attention consumers
and distributors pay to these details in the dgpadiovorld.
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Distributors of contemporary furniture look for patial partners that can build products that they a
seeking rather than looking for finished productgtte market. Once they establish a relationsthiilp &
producer, they help them by providing insights owtio improve their goods. Although companies that
value such input invest time in building relatioipshwith their distributors, most firms in this sexcare
unwilling to make such a commitment. Similarlade fairs in this sector were traditionally instesmor
wooden furniture manufactures to actually sellrtpeoducts. Now they are more oriented to prowgdin
firms opportunities to learn about recent shift¢astes and become acquainted with distributonsly @
few Argentine firms value participating in desigongpetitions at trade fairs such as the biannualione
High Point, North Carolina. Those firms design ammhufacture a new piece of furniture specificédly

this event. Even if firms make all of these changeey will not be successful in selling theirrfiure in

the developed world unless they carefully obeylétir of their contracts, be they formal or infam
agreements. This type of behavior proves chaltenfdr many firms because in the domestic market
they are accustomed to loosely interpreting ang typagreement. Many firms even seek to renegotiat
the terms of their already-signed contracts. Intiast to foreign markets, distributors in Argeatiare
accustomed to their suppliers delaying shipmentsatempting to change the terms on which they are
paid. Firms that seek to export on a consistesislia developed markets sometimes go to extratagan
lengths to overcome the negative image Argentimasfihave in this sector. One company actually
opened a warehouse in Los Angeles because thevaylysome of their distributors would buy furniture

from this company was if they could inspect theoducts personally and take immediate delivery.

Prominent firms and associations in this industrigitend that Jorge Etchebehere, a commercial agent,
the person who knows the most about how to suadbssixport to the United States. He is particylarl
well known for understanding how products needa@bapted to the market in this country. He became
interested in the culture of the United Statesrdftersing participated in a three-month student arge

in New Jersey when he was 16 years old. One dirbigobs in Argentina was working for a company
that bought fertilizers and seeds from Monsantothls job he acted as an informal cultural comrsult
for U.S. representatives of this latter companytet.ahe would come to work as a foreign sales
representative for Genoud, a relative large fureittnanufacturer in Argentina. In 1997 he started h
own trading company. Through this company he vids ® help Fontenla, one of the domestic leaders
in this industry, make its first export to the WdtStates. He also assisted another leader imthistry,
Mehring, in establishing its first contacts in ticauntry. Together with two U.S. sales represarmathe
had initially contracted as consultants, Etchebelfi@med Argentine Resource Goods (ARG) in 2003 as

a means for facilitating exports of furniture toethnited States. This company represented eight
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Argentine firms located dispersedly over the copiatnd operated a warehouse and a 300 square meter
showroom in Washington DC. However, only a fewrgeafter it was formed, ARG was dissolved.
According to Etchebehere this company failed bezamany of the companies he represented either did
not pay sufficient attention to the type of detaishe production process outlined above and/itedao

fulfill their contracts in the manner expected bysUbuyers. Etchebehere also complained that sdme
the firms with which he worked did not deliver thproducts on time. He was not willing to try tbtain

the financial resources he would have needed td his own manufacturing facility.

In 2006, the eight largest exporters in this seatmounted for more than 40% of total exports. éuih
each of these exporters had changed some busingsic@s in order to export, none of them had
systematically implemented all, or even most, @sthpractices. Also, unlike in the other threeasct
none was able to establish a consistent presenaedigveloped country. One of the most prominent
exporters in this sector, Mehring, made significeiminges to the way in which their products foraekp
were designed and produced but failed to estabbtill relationships with distributors. Ivope, tlaedest
exporter in this sector, was founded by two Argesgi and eventually sold to a furniture producer and
retailer of Peruvian origin whom they serendipitguset in Los Angeles, the city in which he wasny.

Nevertheless, lvope’s export activity is limitedstapplying that buyer in the U.S. west coast.

4. Generalizations from the Case Studies

The case studies described in the previous segtesent a number of common features which constitut
the main findings of this study. In this sectiorg describe these findings. We also discuss théempial

determinants, propose hypotheses to interpret thachrelate them to the existing literature.

Finding 1. Consistent exporters adopt a markedly different set of business practices. They also exhibit a
common mindset about the importance of adopting these practices and a discourse that suggests that they

are mutually complementary.

One of the strongest regularities in our case st that consistent exporters of differentiatedds to
developed countries (i.eonsistent exporters) implement a new set @kport business practices. ** These
practices are common across the sectors studiedifbert radically from those prevailing in the dostie

market. We divide export business practices integhgroups: “product” practices relate to the

14 A previous version of this paper (Artopoulos et 2011a) labeled this set of business practides éxport business model”.
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identification of the products to focus on, “protlan” practices relate to the design and actuatipction

of the goods, and “marketing” practices relatedwlyoods are marketed and sold.

Product practices: In all our cases, we find thasestent exporters design products to match the

characteristics of demand in targeted foreign ntarkeemand in developed countries is different from
domestic demand. Some of the differences origimatbese countries’ higher requirements for quality
and functional sophistication stemming from theghler income. Other differences are due to demand
idiosyncrasies of countries. Designing productsniatch foreign demand requires firms to understand
both of these differences. As discussed below,istarg exporters in our cases recognize this nedd a
act consciously to acquire the required knowledgethermore, as demand characteristics evolve over
time, they secure information channels for keeping knowledge up to date. For example, they mag hi
an international consultant to lay out the basi@peeters of a potential product or help local desig
introduce adjustments to the products they havigued. Those adjustments are sometimes minimal but
are nonetheless critical. By contrast, acquiringWedge about demand in the domestic market i®easi

as it does not require an analogous systematicteffo

Production practices: Adapting products to foretlgmand requires changes in the production process.

Particularly challenging is the need to upgradelityutb satisfy the higher standards of consumerd a
distributors in high-income markets. While congistexporters sometimes need to invest in new
machinery to achieve this goal, we find in our satb&t investment requirements do not generallydsta
out as the most important hurdle. Instead, the mhallenge to upgrade quality seems to be primarily
associated with changing production techniquesato better control of production processes. Coasist
exporters pay careful attention to how goods acelyred as small defects in the products can lead to
their rejection by foreign distributors or even teemination of the business relationship. In tbendstic
market, such attention is not as necessary sintguoters are more tolerant of product imperfectioms.
some cases, exporters also need to work closefysujppliers and service providers to help them agbgr

the quality of their own inputs and services.

Marketing practices: Consistent exporters maketgedfarts to comply with the business practices of

distributors in developed countries. For examgieytsatisfy their more rigorous expectations imgepf
guality consistency and timely delivery, as wellaber specific requirements such as packaging and
back-office procedures. They also make substamtifaats to convey early signals that they are s&rio
about complying with those practices. In additiconsistent exporters regard their distributors as a

resource not only to help them sell their prodwatisoad but also to assist them in understanding how
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markets are evolving. For branded products, exporieed to develop an advertising strategy to iposit
a new brand in an unfamiliar market. At early staipethe process of export emergence, firms alse ha
to develop a specific strategy to confront the ‘fdoyrof-origin bias” stemming from the lack of an

established reputation in the industry of the couftom which they are exporting.

Consistent exporters are keenly aware that thasef $risiness practices are dramatically diffetéian
those used on the domestic market. Not only dg #umpt these practices but also they emphatically
point to them as the key to establish a stableepiasin developed markets. They also display a aomm
mindset about the way of understanding how tomeliucts to the developed world and often refeh wit
derision to firms that attempt to export using Husiness practices that prevail in the domestidketar
Consistent exporters in our cases never emphaaiseécific practice as the “silver bullet”. Instetitey
appear to regard the adoption of each one of them @ecessary condition for exporting. In factythe
frequently provide examples about how failure to@da single practice (e.g. failing to make a caiti
product adaptation or deliver a shipment in tim&)ld have jeopardized their entire export ventlitee

fact that they regard each practice as criticalizsghat they view them as mutually complementary.

Finding 2: In three of the sectors, an export pioneer, defined as thefirst individual to implement the set of
export business practices outlined above, was also the first to become a consistent exporter. Export

pioneer s have a knowl edge advantage about foreign markets to which they were previousy exposed.

In the motorboat, television, and wine industriese individual (L6épez Blanco, Levin, and Catena,
respectively) was the first to implement the seexport business practices outlined above. We defin
these individuals asekport pioneers’. Export pioneers were also the first to make expgra stable,
substantial, and profitable part of their businé&mne of the new business practices they adopteel we
visible to others who at first did not see thegitoand often derided their efforts. Later, thdse¢ export
pioneers became almost unanimously acknowledgelein industries as the key actor associated with

the origins of the industry’s export emergence.

In the wooden furniture industry, we did not findyaindividual or firm that implemented the set of
export business practices outlined above. Howeres,individual (Jorge Etchebehere) was often sthgle

out as the person “who knows the most about expgttiwhile this person displays the mindset of

BUnder imperfect observability of a product’s qualittributes at the time of purchase, consumersmasort to the level of
development of its country of origin as an extringiie of product quality (Bilkey and Nes, 1982; a4 and Steenkamp, 1999).
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consistent exporters and adopted most export asipectices, his export venture was not successful
Being an intermediary and not a producer himselffdiled to establish a quality control system lo@ t

geographically dispersed set of producers he repted.

At the time export pioneers implemented the newo$diusiness practices, their distinguishing featur
was the possession of a knowledge advantage osestity peers about the characteristics of demand in
developed markets and their ways of conductingriassi. One striking common finding is that all three
export pioneers exhibit a personal history withtrargy exposure to developed markets in countrias th
are central to world trade in their industries.tRarmore, two of the export pioneers — Levin (tefion)
and Lopez Blanco (motorboats) — were importerdi@irtsectors with no previous production experience
The importing activity involved regular trips abthattendance to the most important internatiorzealet
fairs (in both cases held in Europe), and busiraass social interactions with foreign producers and
distributors. In the case of Catena (wines), heaimec familiar with the transformation of the wine
industry in the United States by socializing wilke tmost important winemakers and other actorseén th
wine business community in Napa Valley during aetiswhen he was a visiting professor at U.C.
Berkeley. Even Etchebehere (furniture) had somieegialimited, foreign exposure when he was an
exchange student in the United States as a teeanadewvhen he served as local liaison of U.S. teelhni
instructors at a U.S. multinational. In all thesses, the foreign exposure of these individualsguied

their idea of committing to an export business.

Discussion

The importance of adopting export business pragtiCensistent exporters adopt a new set of business

practices. They also emphasize the importance ioigdoin their own discourse. This finding suggest
that adopting these practices is critical for beiogman established exporter to developed countries.
Further, the first individuals to do it are alsetfirst to become consistent exporters to developed

markets.

Business practices have been emphasized in stof@®ductivity (Bloom and Van Reenen 2010) and
human resource management (Ichniowski and Shaw)26@#vever, international trade scholars have
given little attention to the business practicest tfirms need to adopt in order to export differztied
goods to developed countries. Although various mapanphasize the need to chargeduction
practices — mainly quality upgrading — for expagtito high-income countries (e.g. Sutton 2007,
Verhoogen 2008, lacovone and Javorcik 2010, Maramdéh Zhang 2011, Brambilla et al. 2012, Hallak

26



and Sivadasan 2013), no attention has been givehanges irproduct and marketing practices. In the
case of product practices, while we find that catesit exporters need to adapt their products tedand
needs of foreign consumers in developed countmesiels in international trade typically assume that
firms export the same products that they sell doicadhy. In the case of marketing practices, ondings
complement an incipient literature that studies tektionship between local producers and foreign
distributors. This literature has mainly pointedotoblems of matching (Rauch and Watson 2004, Antra
and Costinot 2011, Blum et al 2013) and contractigtras and Foley 2011, Macchiavelo 2011) but has
not emphasized the importance of changing busimeastices to comply with those of foreign
distributors. Also, it does not highlight how fisntap into these distributors as a source of in&bion

about foreign market$.

The foreign embeddedness of export pioneers aseavagg to acquiring foreign market knowledgye

found that the three export pioneers in our caseb frevious experiences working and/or living in
foreign markets. These experiences seem to hayedkacritical role in enabling them to developesvn
mindset about how to approach foreign markets. dé/aot think it is coincidental that all three betn
had such experiences. Rather we believe theiigiorexperience was critical in providing them the

knowledge they would need to develop effective ficas for foreign markets.

The theory of social networks emphasizes the o $ocial (orembedded) ties play in facilitating the
flow of subtle and nuanced information as welllastransmission of tacit knowledge (Granovetter3197
2005, Powell 1990, Burt 1992). The previous experience of export pioneers inetted countries
enabled them to beconembedded in the business community of their industrieshioge countries. They
became part, in different forms and degrees, oddiforeign networks. Thus, we hypothesize that thei
foreign embeddedness enabled them to acquire thwl&dge necessary to develop the required export
business practices. We patrticularly emphasize the of foreign embeddedness in the adoption of
product and marketing practices since they are cbase information and knowledge about foreign

markets that is — as we argue below — subtle, ratyramd tacit®

16 Based on interviews to U.S. international buyershie bicycle and footwear industries, Egan and wid®92) highlight the
importance of complying with distributors’ busingsactices and their role as a source of marketifggmation.

1" From an organizational knowledge perspective, Iar{a994) similarly argues that “socialization’tie main channel for the
transmission of tacit knowledge.

18 \We use the term embeddedness broadly to desaibéhe social relations of firms provide them wéttcess to critical
information for changing their business practidde. draw on the original conception of this terndaseloped by Grannovetter
(1985) in which he describes how social relationBusiness communities facilitate transactions betwdifferent parties. Our
findings also relate to the work of Grannovett&d73), Uzzi (1997) and McDermott (2009) showing th&tigh degree of
embeddedness in close-knit networks may hampewatium due to limited access to non-redundant inédion whereas, in
contrast, innovation tends to come from weakeradaigs outside of that network. In a similar veport pioneers in our cases
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Designing products to meet foreign tastes in degezlocountries requires understanding subtle and
nuanced characteristics of foreign demand. For pl@napparently minor details may determine how
stylish consumers in a foreign country will regapebcific features of a product desighis knowledge

is essentially tacit and hence difficult to acqubgea producer in a developing country that hageeess

to the foreign social networks where this knowledgsides. A critical obstacle is the geographic and
cultural distance (Kogut and Singh 1988, Shenk&@l2that separates local producers from consumers i
developed markets. This distance renders informatibout these markets difficult to access and
interpret. These obstacles are larger for the tfpgesign-intensive consumer goods exemplifiedun o
cases. The appeal of such goods hinges largethein aspirational value and their ability to engag
consumers’ emotions. Since emotions and aspiraicmshaped by countries’ specific cultural trasl
collective values, the need to engage them may senpesurmountable knowledge requirements for a

typical producer in a developing country.

Tacit knowledge about foreign markets is also negiifor adoptingnarketing export business practices.
For example, firms need to learn about the busipesstices of foreign distributors and how to pdevi
signs that they can comply with those practices lascbme reliable suppliers. Even clear requests for
consistent quality or timely delivery are often misrpreted by producers in developing countries
because they are not accostumed to such requesisteAtial reason for their misunderstanding i tha
key information can only be understood in a specifontext that needs to be shared by the
communicating parties (Uzzi, 1997). Since localdmeers do not share the same context with foreign

distributors, they may fail to understand the intaoce of satisfying their requests.

Other aspects of export pioneers’ background, ressuand personality may also be important foir the
export succesS.However, we emphasize their foreign embeddednesause we consider it the gateway
for their acquisition of foreign market knowledgehis knowledge is particularly valuable at theialit

stages in an industry’s process of export emergeviven it is not yet widespread among domestic

establish social ties in a foreign network. Albaitre limited in scope and intensity, those tiesidt of their close-knit
domestic network allow them to understand how legsrpractices need to be changed in order to export

19We use the term embeddedness broadly to desanibé¢he social relations of firms provide them wattcess to critical
information for changing their business practiéd&'e. draw on the original conception of this terndaseloped by Grannovetter
(1985) in which he describes how social relationBusiness communities facilitate transactions eetwdifferent parties. Our
findings also relate to the work of Grannovett&d73), Uzzi (1997) and McDermott (2009) showing th&tigh degree of
embeddedness in close-knit networks may hampewatimm due to limited access to non-redundant médion whereas, in
contrast, innovation tends to come from weakeradaigs outside of that network. In a similar veéport pioneers in our cases
establish social ties in a foreign network. Albaitre limited in scope and intensity, those tiesiolat of their close-knit
domestic network allow them to understand how tegsrpractices need to be changed in order to export

2 The case of Etchebehere in the furniture industan example of an individual who possessed faraigrket knowledge but
failed, for other reasons, in his export venture.
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producers. It is noteworthy that the foreign emisebietss of export pioneers originated in previous
activities carried out before they conceived thenidf establishing an export business. Thus, wereah

their foreign embeddedness as exogenous to tHesegquent decision to become exportérs.

Foreign market knowledge versus production knowde@jnce adopting export business practices may

not necessarily improve the performance of a firmthe domestic market, it is not surprising that
domestically oriented firms do not do it to operkteally. By contrast, it is difficult to understarwhy
they often maintain their domestic practices whagytattempt to export, especially since they could
potentially buy the necessary knowledge. For exanfpims could hire an international consultanhétp
them adapt products or upgrade quality. In our chsdies, we find that firms often did not hire lsuc
consultants because they did not recognize theriapee of addressing the different needs of foreign
markets. We hypothesize that firms are unawardefimportance of addressing those different needs
precisely because they cannot understand the gpeeifs in which the foreign and the domestic merke
differ.?? Often these firms make substantive efforts td fport markets for the@xisting products but

do not examine potential export opportunities thatld require adapting these products to the neéds

foreign clients simply because they are not awaaemaking those adaptations is critical.

Potential complementarities of export business times could additionally help to explain why firms
often do not upgrade quality or adopt other prodaaxport business practices even when they appear to
possess the technological and organizational chitgabi do so. Due to complementarities, the bdaedf
adopting production practices may not be substantial unl@seduct and marketing export business
practices — which depend more heavily on tacitifprenarket knowledge — are also adopteinally,
complementarities in business practices have aksn hdentified in human resource management
(Ichniowski and Shaw 2003, Friel 2011) and productpractices for quality upgrading (Kugler and
Verhoogen 2011) but they have not been identifiethe case of business practices required to export
We think progress on this front can be achieveddsigning surveys to inquire about business prestic
of exporters and domestically-oriented firms.

Our findings call into question the predominantuethat the international trade literature hasqaaon

productivity as the key determinant of whether &rexport (e.g. Bernard et al, 2003: Melitz, 2003;

21 The fact that their foreign exposure was not naatid by the prospect of later becoming exportess sliggests that it might
be too costly to pursue this experience with tHe ebjective of acquiring foreign market knowledge.

22 Experiments in psychology find that people who iamwmpetent in the strategies they adopt to reacicess and satisfaction
not only reach erroneous conclusions and make tumfate choices but also their incompetence robs tbetheir ability to
realize it: “the skills that engender competenceaiparticular domain are often the very same skifisessary to evaluate
competence in that domain” (Kruger and Dunning, 299

2 We thank an anonymous referee for suggestingettpkanation.
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Verhoogen, 2008; Arkolakis, 201%).While productivity is naturally associated wifbroduction
knowledge, our findings suggest that the abilitgdosistently export might be more closely reldtethe
possession dbreign market knowledge. In fact, in our case studies we didamaiounter a single case of
an entrepreneur or manager who acknowledged theriemre of adopting producticexport business
practices — e.g. meeting the quality standardseskeldped countries — but regretted not having the
required technological or organizational capahilifgather, we can generally attribute failure tgnaple
guality or adopt other production export businesciices to an unawareness or insufficient coruicti
about the importance of doing so. Following on @arlier discussion about the implications of
complementarities, the adoption of productexport business practices would appear to be ukima
determined by the possession of foreign market kedge. This hypothesis is consistent with evidence
by Molina and Muendler (2009) and Mion and Oprom@2010) who show that firms are more likely to
export if they hire workers and managers with pyasi work experience at exporting firms. It is also
consistent with case-study evidence showing treptssession of foreign market knowledge is exdtbit
by many of the largest domestic manufacturers hiopta (Sutton and Kellow, 2010) and Ghana (Sutton
and Kpentey, 2012), and by African exporters (E§stnd Reshef, 2010).

Diffusion of export business practices and emergaricnew exporting sectorsThe adoption of export

business practices is not confined to export pimmele has widely spread throughout the industry in
television and wines, the two sectors where exgarivth has been starker, and it has been adopted by
few firms in motorboaté’ Since followers — in contrast to export pioneerre-generally not embedded
in foreign business networks, their acquisitionfofeign market knowledge must rely on alternate
channels of knowledge transmission. Here, we devéh® hypothesis that export pioneers spur a
diffusion process that eventually renders foreigrkat knowledge common wisdom within the industry
local business community. Although our findings &re thin to uncover the actual channels of diffusi

we highlight those that our findings suggest aeertiost relevant ones.

The adoption of export business practices by thmmpioneer is visible to other industry actordhild/
they might not observe all the actions of pionetitay realize that he is adopting a new set ofriass
practices and is making consistent efforts to ex@@ometimes, export pioneers are themselves apen a

vocal about what they are doing. Their successeha@monstration effect. They set an observable

24 An earlier literature emphasized the acquisitibtechnological capabilities as the main determimdnndustrial development
(Katz, 1984; Amsden, 1989).
% No firm has yet adopted the whole set of exposifess practices in furniture; i.e. there is n@&rean export pioneer.
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benchmark that convinces others that there is #itguote way of approaching foreign markets. We

believe that this is the most important role of pi@neer in the diffusion process.

The actions of export pioneers also transmit kndgde about markets and products. For example,
winemakers in Mendoza knew that Catena was taiggetie U.S. market and working with Cabernet
Sauvignon and Chardonnay grapes. The actions akpis transmit more specific information as well.
For instance, competitors might learn from supplend former employees that the pioneer has hited a
international consultant or has implemented a retyge of technological upgrade. Export pionedss a
help followers by opening gates in foreign marketigarticular, they help mitigate country-of-orngbias

by establishing a positive reputation for the copas a reliable producer in the industry.

We argue that the most important advantage of éxmoneers relative to other domestic producers is
their possession of knowledge thatgmneral, and hence diffusible. This knowledge is essentitily
understanding that consumption patterns and busiprestices are systematically different in devetbp
countries and the acknowledgement that the wayoafigdbusiness needs to be changed in order to
address those differences. We view this type ofMedge as general in the sense that it can be widel
used in the sector. We hypothesize that it is su#ie to diffusion because it is manifest in tleéi@ns of

pioneers, which are visible as they adopt the fsexjport business practices.

In developed countries, this type of general diffaswould be unnecessary for producers of
differentiated products as they do not need togerisuch a divide in consumption patterns and bssine
practices in order to export to other developechtes. The different environments in which prodsce

in developed and developing countries operate gplai® why international business studies that have
long emphasized foreign market knowledge as a ledgrohinant of firm internationalization (Johanson
and Vhalne, 1977, 1990; Madsen and Servais, 198arn& and Bomstermo, 2003) neglect the role of
diffusion for acquiring this type of knowledge. Di§ion is less likely to occur in their case stgdie
because they focus on firms from developed countribose knowledge advantage consistspetific
intricacies of foreign markets such as commercitrets, business contacts, and details of the
competition environment. While export pioneers um oases might also be familiar with such intrieaci

their main advantage is the possession of a méftesitile type of knowledge.
In the wine and television industries, multinatiBnantered the sector at relatively early stagethén
diffusion process and currently account for a satisl fraction of production and exports. Neveleks,

in none of our cases is a multinational the exgmoneer or one of the earliest adopters. While
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multinationals possess foreign market knowledgey tmay be initially unconvinced that the business
practices required to serve developed markets eamplemented under existing local conditions. Thus
they only enter the industry once the pioneer aadly dollowers, who combine foreign and domestic

market knowledge, demonstrate how this can be dbne.

In constrast to the concerns of Hausmann and R@¢20iB3) about the harmful effect of diffusion omth
discovery activity, our findings suggest that diffan benefits more than harms export pioneers.eeien
benefit from followers as they help develop braacbgnition for the country’s industry and from oars
forms of cooperation such as sharing stands aé tfaids, organizing trade missions jointly, or &os
offering products abroad. Notwithstanding this eliénce between HR and our findings, the importance
of diffusion in both studies suggests that indestrshould be relevant units of analysis in theystfd

export development.

7. Conclusions and policy implications

Based on four case studies of new exporting seaiofsgentina, this article investigates the ungied
determinants of the ability of firms from develoginountries to successfully export differentiatedds

to the developed world. We find that the most ifigant challenge facing exporters of such googs la
not in resolving problems in production but ratheeacquiring knowledge about existing differenced a
evolving trends in the types of products demandeddmsumers in these countries and knowing how to
work with their distributors. The foreign embeddess of export pioneers prior to engaging in their
export venture enables them to acquire this knoydeahd adapt their business practices accordingly.
Their ability to integrate such knowledge into thpioduction processes and successfully export thei
goods to developed countries sets a visible bendhthat enables future followers to understand what

business practices they would need to change.

While export growth from developing countries hagib largely linked to the ability of firms to worrk

GVC dominated by large companies in the developeddmGereffi, 1999, Humphrey and Schmitz
2002), our article highlights an alternate way gpa@ting differentiated goods that does not involve
participating in them. Indeed, our work indicateéatt multinationals may not be the first to initiate

production in a particular industry even if theyeatually come to account for a significant portioin

% Wagner and Zahler (2013) find that export pion¢ensl to be smaller than their followers. They aipthis finding with a
model in which larger firms have more choices tocdte their managerial capacity and prefer to waill their uncertainty is
resolved by the actions of smaller firms.
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exports. Consequently, since product and marketitagtices are greater hurdles for domestic firms,

public policy for export development that focusekely on production would seem to be misguided.

The export of differentiated products requiring tamal changes in design would seem to offer middle
income developing countries like Argentina the igbito resist the downward pressure on wages
associated with the insertion in GVC and the prtidncof commodities. Hence, our findings suggest
that public policy that seeks to promote high-wgaes should include export development policieg tha
promote the diffusion of export business practiceRolicy makers could, for example, promote
conferences through business associations and temhadainstitutions designed to facilitate the
transmission of explicit and tacit knowledge frommexging pioneers to potential followers. Overall
exports from countries like Argentina may have bless spectacular than exports from countries ia,As
not because firms have not inserted themselved/i@ ut rather because the majority of firms have no

come to understand the means for consistently érpatifferentiated products to the developed world
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Appendix 1. Methodology

Quantitative identification of new exporting sectors

This appendix describes our procedure for idemtifynew exporting differentiatd-good sectors from
customs data. Although our original database repArgentina’s exports at the 6-digit level of the
Harmonized System (HS), we aggregate at the 4-tigél and use this level of aggregation to conduct
the statistical analysis of sectoral export growte think that 4-digit categories best group prdsiticat
share similar technologies, labor-skill needs,ritigtion channels and marketing requirements, and t

can be thought of as economic sectors. There && 4-8ligit HS categories.

We consider export growth between the averageeopériods 1991-1994 and 2002-2005. The Argentine
economy underwent a period of drastic trade lilietibn that was mostly complete by 1991. Themsfor
the choice of base period attempts to minimizeideatification of sectors with emerging export aityi
driven by sectoral reallocation in response todréderalization. Averaging over four years pregent
exceptional peaks — sometimes driven by measurearent — from dominating the measure of export

growth.

We impose the following quantitative filters on tHatabase. First, we require exports in 2005 to be
above the threshold value of US$ 10 million to exel categories that have insufficient economic
significance. This amount represents 0.025% ofl tét@entine exports and 0.091% of industrial
manufacturing exports in that year. This criterieaves 267 out of 1328 4-digit categories in the
database. Second, we rank the remaining 267 c#&#egrcording to export growth between 1991-1994
and 2002-2005, and select only those in the tope4Bentiles. Applying this criterion narrows thet lio

106 4-digit categories. Finally, among those 10@garies, we select only those that have shippe@ mo
than a third of their exports to OECD countriese HEpplication of this last filter results in a It 30 4-
digit sectors. Applying Rauch’s (1999) classificati 13 sectors can be classified as differentiéistbd

in table A.1) and 17 as non-differentiated (listetable A.2).

Since categories in the Harmonized System do no¢ssarily correspond to relevant economic sectors,
the industries we choose for case study do nottlgxaatch the 4-digit categories used in the diatb

analysis. One of our sectors, wooden furniturgdsties HS category 9403 (“furniture NESOI and parts
thereof”) and HS category 9401 (“seats (except drarbental, etc), and parts”). Both categories are

included in table A.1. Another of our selected sestwines, coincides with HS category 2204 (“wirfie
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fresh grapes; grape must NESOI”). Although thisegaty is classified in table A.2 as “non-
differentiated”, we consider this classificationtie the result of an ambiguity created by aggregati
Whereas this category is dominated by fine wines differentiated product — in Argentina’s exports,
Rauch (1999) classifies wine as a reference-prategory maybe based on the category’s inclusion of
grape must and table wine. A third of our sectorstorboats, is very hard to identify using custatag
since not even at the finest levels of disaggregatioes the HS classification discriminate by tgenar
length. Once properly defined, the motorboats itrgyzasses all the criteria established above,pxXoe

its value of shipments which is slightly below th@nimum threshold of US$ 10 million. Finally,

information about exports in our fourth sectorettion programs, is not included in customs data.

For a number of sectors listed in tables A.1 and, growth is primarily driven by the increasing
exploitation of resource-based comparative advanitagesponse to trade liberalization and dereiguat
For instance, this is the case of copper ores (6I8Y leather (HS 4107) and wood boards (HS 4407,
4409 and 4421). A few other sectors are highlysgieratic. On the one hand, nuclear reactors (HS
8401) are exported by only one government-owneth@geOn the other hand, exports reported under
“reaction initiators and accelerators and catajystparations NESOI” (HS 3815), “turbojets, turbo
propellers and other gas turbines and parts” (HELB4nd “aircraft” (HS 8802) correspond to sales of
used equipment, previously imported. Netting tresetors out from the list and re-classifying wiiseaa
differentiated product places wines, seats andpserét, and furniture at the top of an export-ranliet of

differentiated products with high export growth audbstantial orientation towards OECD markets.

Appendix 2. Argentina’s exports of differentiated gpods to the OECD

After a decade of commercial protection and hidhafion, in the early 1990s the Argentine governtnen
instituted a drastic reform and stabilization peogrthat included unilateral trade liberalizatiopgning

of the capital account, removal of restrictionskidl, privatization, de-regulation, and a currenoaiu
that pegged the peso to the U.S. dollar. Most @fdiiicade witnessed high rates of economic growdtaan
strong real appreciation of the domestic currerdfiguie A.1l). The program culminated in a severe
financial, currency, and debt crisis that took plan 2001 and 2002. The recovery from the crisis,
however, was rapid, and the rest of the 2000s 2@08 exhibited high rates of economic growth
associated with a depreciated domestic currenap@ioximately half of the value of the multilateredl

exchange rate that prevailed in the 1990s.
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Figure A.1: GDP and Real Exchange Rate
Argentina 1991-2008
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Total exports picked up in the early 1990s as altred the liberalization program. They grew stdadi
over most of that decade but eventually stalled tdue loss of international competitiveness bhiug
about by the real appreciation of the peso, pdaity after Brazil devalued its currency in 1999.
International competitiveness was regained foll@ntine crisis and the large devaluation that ensued
January 2002 (see figure A.2). Exports grew vigelptor the rest of the decade. Figure A.2 alsoagh
that the share of differentiated products in tatgports from Argentina increased from 18% of total
exports in 1980 to 32.7% in 2008. However, exptrtthe developing world, particularly neighboring
MERCOSUR countries, explain most of this growth. &sesult, exports of differentiated products to

OECD countries have consistently accounted fortlees ten percent of Argentina’s total exports.

Figure A.2: Evolution of Argentine Exports
Argentina 1980-2008
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For comparison, figure A.3 shows the evolutionhi$ same share between 1980 and 2006 across regions

in the world. In most regions of the developing tahe share of differentiated goods exported t&€DE

countries has increased considerably, albeit lgrigeéed on exports of apparel (SITC 84). Thisue for
Central America, North Africa, Eastern Europe, Mhddle East, and particularly South Asia. By costra
South America, Sub-Saharan Africa, and Oil abundacwnomies all exhibit stagnant shares of

differentiated-good exports to the OECD under 100otal exports. The weak performance of South

America is particularly interesting in the contexiour study as it shows that Argentina’s appalack of

international competitiveness in this type of expds not exceptional in the region.

Figure A.3: Share of Diff. Exports to OECD in Total Exports
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Table A.1. High growth, high value sectors with lage exports to OECD. Differentiated

Exports To
HS4 2005 OECD  Growth  Description
(US$ M) (%)
3815 41 36 13.1 reaction initiators & acceler &atgtprep NESOI
9403 36.3 36 5 furniture NESOI and parts thereof
4409 30.4 93 49.3 wood, continuously shaped (tothgyi®oved etc.)
6907 27.2 94 32.4 unglazed ceramic flags & pavwegyth tiles etc
8401 17.6 100 6.6 nuclear reactors; fuel elem;(mgch isotop sep
8455 17.5 51 5.7 metal-rolling mills and rolls thfer; parts
8516 12.5 35 4.6 elec water, space & soil heabais;etc dry, pt
4421 12 89 16.7 articles of wood, NESOI
8411 11.9 50 11.8 turbojets, turbopropellers &gl turbines, pts
6109 10.4 47 14.7 t-shirts, singlets, tank topslatit or crochet
39,876 69 2.4 Total exports

'Growth: ratio between the average for 2002-2005thedverage for 1991-1994.
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Table A.2. High growth, high value sectors with lage exports to OECD. Non-differentiated

Exports To
HS4 2005 OECD Growth Description
(USSM) (%)
2603 1026.9 42 318783 copper ores and concentrates
2204 303.7 67 6.8 wine of fresh grapes; grape MESOI
4107 268.1 41 57.8 leather of animals NESOI, no KESOI
7210 166.6 51 6.3 fl-rl iron & na steel nun600mm widd etc
7108 145.4 70 16.2 gold (incl plat plated), unvemanfr or powder
2008 130.5 70 5.4 fruit, nuts etc prepared or pueseNESOI
2905 110 65 5.3 acyclic alcohols & halogenat, swdtd etc derivs
806 75.7 60 5.2 grapes, fresh or dried
7224 54 99 1144.5 alloy steel NESOI in ingots, @tfrm & semif pr
2302 52.1 91 5.1 bran, sharps etc from workingaier& leg plants
7214 39.6 64 8.5 bars & rods, iron & na steel NE3@letc
2827 38 70 149.2 chlorides etc; bromides etc; ieslietc.
2901 30.1 60 27.1 acyclic hydrocarbons
810 28.9 99 126.8 fruit NESOI, fresh
3913 24.9 34 166.4 natural (inc modified) polymers NESOI, primi
forms
2836 19.4 62 21.6 carbonates;  peroxocarbonates; comm
carbonate
811 11.1 72 434.6 fruit & nuts (raw or cooked byash etc), frozen
39,876 69 2.4 Total exports

'Growth: ratio between the average for 2002-2005thadverage for 1991-1994.
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Table A.3. List of interviews

Case Organization Type of Position Date Location
Organization
Motorboats Altamar Company Production Director @&l 2006 San Fernando, Buenos Aires, Argentina
Motorboat: Altamal Compan' Commercial Jul 05, 200¢ San Fernando, Buenos Aires, Argen
Director
Motorboat: CACEL Chambe Directotl Mar 27, 200¢ San Fernando, Buenos Aires, Argen
Motorboats CEE Company Owner/CEO Jun 28, 2006 SamaRdo, Buenos Aires, Argentina
Motorboats CEE Company Owner/CEO Dec 19, 2010 ®anando, Buenos Aires, Argentina
Motorboat: CEE Compan' Owner/CE( Jul 20, 201z San Fernando, Buenos Aires, Argen
Motorboat: GG Yacht Designt Yacht Designe Owner/CE( Jul 07, 200¢ Olivos, Buenos Aires, Argentir
Motorboats Segue Company Owner/CEO Aug 10, 2006 Fsamando, Buenos Aires, Argentina
TV Programs Fox Broadcaster Manager Jun 27, 2006 lanMitaly (by phone)
TV Program Promofilrr Compan' Owner/CEC Jun2C, 200¢ City of Buenos Aires, Argentit
TV Program Promofilrr Compan' Owner/CEC Jul 06, 2012 City of Buenos Aires, Argentit
TV Programs Promofilm Company Senior Vice Jun 13, 2006 City of Buenos Aires, Argentina
President
Development and
Production
TV Program Tanden Compan' Owner/CEC Oct1C, 200€ City of Buenos Aires, Argentit
TV Program TELEFE Consultar Consultar Jun22, 200¢ City of Buenos Aires, Argentit
TV Programs TELEFE Company International Oct 24, 2006 City of Buenos Aires, Argentina
International Manager
Wines Asociacion NGO of Regional Jul 14, 2006 Mendoza, Argentina
Argentina de agricultural Coordinator
Consorcios research and
Regionales de improvement
Experimentacion
Agraria
(AACREA)
Wines Catena Zapa Compan' Winemake Sep27, 200¢ Mendoza, Argentir
Wines Catena Zapata Company Owner/CEO Nov 16, 2006 City of Buenos Aires, Argentina
Wines Chandon Company Export Manager Sep 25, 2006 City of Buenos Aires, Argentina
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Wines COVIAR Wine Umbrella Director Jul 20, 2006 City of Buenos Aires, Argeati
(Corporacion Association
Vitivinicola
Argentina)
Wines Diageo Company Export Manager Oct 30, 2006| City of Buenos Aires, Argentina
Wines Fecovita Cooperative Export Manager Sep 28, 2006 Mendozge®ma
(Federacion de
Cooperativas
Vitivinicolas
Argentinas)
Wines Flichman Company Vice President | Aug 29, 2006 City of Buenos Aires, Argentina
/ICEO
Wines Grupos CREA Farm improvementManager Jul 14, 2006 City of Buenos Aires, Argeatin
association
Wines INTA (Instituto Federal agricultural Director Sep 28, 2006 Mendoza, Argentina
Nacional de research agency
Tecnologia
Agropecuaria)
Wines INTA (Instituto Federl agricultural Manage Sep28, 2006 Mendoza, Argentir
Nacional de research agency
Tecnologia
Agropecuaria)
Wines La Agricola S.A. Company Director/Owner SOp 06 Mendoza, Argentina
Wines Pefiaflo Compan' Export Directo Aug 3C, 200¢ City of Buenos Aires, Argentit
Wines Schroeder Fami Compan' Export Manage Jul 14, 200¢ City of Buenos Aires, Argentit
Wines Trivento Company Export Manager Sep 25, 2006 Mendoza, Argentina
Wines Wines of Argentina Wine Export Manager Sep 11, 2006 City of Buenos Aires, Argentin
Association
Wines Wines of Argentina  Wine Export Director Jul 12, 2006 City of Buenos Aires, Argeati
Association
Wooden Furniture CAFYDMA Association Director M&aD, 2006 City of Buenos Aires, Argentina
Wooden Furniture | FAIMA Chamber Director Jul 13, 2006 City of Buenos Airsiggentina

(Federacion
Argentina de la
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Industria de la

Madera y Afines)
Wooden Furniture Ivope Company Export Manager Nayv2D06 San Jeronimo Norte, Santa Fe, Argentina
WoodenFurniture | Jorge Etchebehi Broker Ownel Dec08S, 200¢ City of Buenos Aires, Agentin

Trading Co
WoodenFurniture | Jorge Etchebehi Broker Ownel Sepl2, 200¢ City of Buenos Aires, Argenti

Trading Co
WoodenFurniture | Mehring Designe Designe Nov 12, 200¢ Esperanza, Santa Fe, Argen
WoodenFurniture | Mehring Compan Owner/CEC Jul 27, 20C6 Buenos Aires, Argentir
Wooden Furniture Reno Company Owner/CEO Nov 106200 | Alvarez, Santa Fe, Argentina
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