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Chapter 4

Promoting start-ups in Argentina

This chapter presents an overview of public policies recently introduced in
Argentina to support start-ups. It highlights the growing role of innovation
policies in the country and the creation of the Ministry of Science,
Technology and Productive Innovation. It then looks at specific policies to
promote start-ups. Argentina offers support for the seed and start-up stages;
however, financing and the regulatory framework for start-ups” expansion
and acceleration are less developed. The country’s sectoral technology funds
and solid scientific and research base in sectors such as software, design and
biotechnology are important assets whose impact on start-up creation could
be strengthened.
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4. Promoting start-ups in Argentina

Innovation policy in expansion

Argentina created the Ministry of Science, Technology and Productive
Innovation (MINCyT) in 2007. This reflected the growing importance of
innovation in Argentina’s development agenda. The MINCyT is responsible for
formulating innovation policies and programmes and supervising the bodies
responsible for financing and implementing policies (the National Agency for the
Promotion of Science and Technology [ANPCyT] and the National Scientific and
Technical Research Council [CONICET]). The ministry is charged with supporting
and steering scientific and technological development and productive innovation,
thus contributing to shape a new production model to make the national economy
more competitive. CONICET is responsible for financing and promoting scientific
research and training human resources. The ANPCyT manages funds for science
and technology, including the Scientific Research and Technology Fund (FONCyT)
and Argentine Technology Fund (FONTAR), both set up in 1996, the Trust Fund
for the Promotion of the Software Industry (FONSOFT), set up in 2004, and the
Argentine Sectoral Fund (FONARSEC), set up in 2009. The Ministry of Industry,
meanwhile, operates programmes through the Small and Medium-Sized
Enterprise Secretariat (SePyME) to support start-ups, providing entrepreneurs
with access to seed capital through non-repayable grants and business services to
promote entrepreneurial skills.

Argentina has increased its budget for science, technology and innovation
activities in recent years. In 2012 the MINCyT had a budget of ARS 3.70 billion
(Argentine peso) (USD 732 million). Since 2003, Argentina has been increasing its
investment in research and development (R&D). In 2004, investment represented
0.44% of gross domestic product (GDP); in 2011, this had risen to 0.65%, thus
closing the gap to the regional leader, Brazil, which in 2010 invested 1.16% of
GDP in R&D. Argentina stands out for its long history of government measures
to support domestic capacities in the field of science and technology. This has
helped generate research capacities in sectors such as nanotechnology, cardiology
and biotechnology. For instance, Argentina was Latin America’s first producer
of recombinant proteins and has fourth-generation nuclear power stations and a
public nuclear energy company (INVAP).

Argentina is improving the co-ordination among public policies to increase
the impact of the national innovation agenda. The new initiatives include:

* Increasing the role of the Science and Technology Bureau (GACTEC)
and the Inter-Institutional Council for Science and Technology
(CICyT) as co-ordinating bodies.
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* Making the ANPCyT responsible for the management of funds
for scientific research and business innovation, thus reducing
duplication of efforts and increasing the synergies among projects.

* Creating new financing mechanisms focusing on priority sectors.
FONSOFT finances software production by issuing loans and grants
through public competitions. FONARSEC finances R&D in priority
sectors (health, social development, energy, agribusiness and the
environment) and general-purpose technologies (nanotechnology,
biotechnology, and information and communication technologies
[ICTs]). Managing these funds requires institutional capacities to
stimulate and support collaboration between the public and private
sectors.

¢ Placing greater emphasis on the provinces as an integral part of
the implementation and management of innovation policies. The
government has thus identified 34 Strategic Socio-Productive Hubs
(Nticleos Socio Productivos Estratégicos). These hubs aim to use general-
purpose technologies (nanotechnology, biotechnology and ICTs) in
certain production sectors to make the sector more competitive and
improve the living conditions of the people in each region. New
mechanisms are also being introduced to reduce the concentration
of resources in the Federal Capital District. In recent years there has
been an improvement in the distribution of resources with an increase
in the participation by central regions of the country (ANPCyT, 2012;
Chudnovsky et al., 2006 and 2007). Provincial governments, meanwhile,
have been accelerating the implementation of business-development
and innovation measures.

A growing interest in supporting start-ups

Supporting start-ups is becoming an important part of innovation policy
in Argentina, in a similar vein to what is happening in other countries in
the region. Argentina has technology platforms geared towards facilitating
knowledge transfer and university spin-offs. However, the availability of
angel-investor and venture-capital financing for companies in the development
and expansion stages seems to be fairly limited, and there are not yet any
public support mechanisms to spur their development.
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The ANPCyT, the Ministry of Industry’s SePyME and some provincial
governments provide support to create start-ups in Argentina. One such
mechanism is Impulsar EBT, which combines various consultancy and
financing lines geared towards: i) supporting start-ups (for example, through
the Empretecno Technology-Based Business Start-Up instrument); ii) promoting
project development (the Empretecno-FFP instrument is geared towards making
private and public-private entities act as project flow facilitators to help form
technology-based firms); ii)) modernising equipment (through the Infrastructure
and Technological Equipment Projects [PRIETEC] instrument); and iv) protecting
intellectual property and innovative results (through non-refundable grants,
patents and technology consultancies in intellectual property management).
Impulsar EBT is geared more towards supporting early-stage and start-up
phases, while other instruments, such as FONARSEC’s Training Programme for
Technology Transfer Managers and Specialists (Programa de Formacion de Gerentes
y Vinculadores Tecnologicos) and FONTAR’s Highly Qualified Human Resources
programme (Recursos Humanos Altamente Calificados), are geared towards the
growth and expansion stages (see Figure 4.1).

In Argentina there are three main funds providing seed capital. FONARSEC
covers 75% of a project’s cost, up to a maximum of USD 532 000, through the
Empretecno programme. In 2011, the ANPCyT helped start 27 companies through
the programme, injecting a total of USD 10.4 million (ANPCyT, 2011). Since 2011,
these grants are managed through project flow facilitators (FFPs). These FFPs are
accredited bodies (mainly business incubators) that operate as intermediaries and
second-tier financiers. They receive support and resources from the ANPCyT
based on performance and the scope of their results. Initially they receive 5% of
the budget assigned to the project they are supporting; subsequently they receive
a further payment if they obtain additional angel-investor or venture-capital
financing and/or financing from commercial banks. FONSOFT provides a non-
repayable grant covering up to 50% of the project’s total cost for a maximum of
USD 57 000 for firms that are less than two years old that provide software and
information technology services. In 2011 the programme financed 202 projects for
a total of USD 5.2 million. In the software sector there are also private funds. One
example is the private-equity and acceleration fund NXTP Labs, which invests
up to USD 25 000 per enterprise in exchange for a 2-10% minority stake in the
company.'

The Ministry of Industry’s SePyME also provides seed capital to cover up
to 85% of business start-up costs, up to a maximum of USD 23 000, through the
Entrepreneurial Activity Support programme (PACC Entrepreneurs).
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Figure 4.1. Argentina: Targeted policy tools to promote start-ups, 2012

FINANCING

BUSINESS
SERVICES
AND
ENTREPRENEURIAL
TRAINING

REGULATORY
FRAMEWORK

——

Seed capital Venture capital

Grants to FONSOFT Angel investors/ PROFIET (MCyT)
entrepreneurs Networks*

Empretecno Technology-
Based Businesses
(FONARSEC)
Entrepreneurial Activity
Support (SePyME)

Technology transfers: Technology Platform
Projects (FONCyT); Non-Repayable R&D Grants
(FONTAR)

University spin-offs: Science and Technology
Research Start Up Projects;
Technology Platform Projects (FONCyT)
Corporate spin-offs: Public-Private Consortia

(FONARSEC)

Business incubators

Results-based support system
(federal and provincial)

|
Business training
Training Programme for Technology
Transfer
Managers and Specialists (FONARSEC)
Empretecno Project Flow Facilitators
(FONARSEC)

Highly Qualified Human Resources
(FONTAR)
Entrepreneurship Learning Programme
(Ministry of Industry)

Accelerators*

|
Fiscal incentives and special taxes

Tax incentive (one-year exemption) for investment in
tech start-ups (PROFIET programme, MCyT)

SEED >> START-UP>> GROWTH>> EXPANSION>

Note: * To date there are no direct support mechanisms for innovative entrepreneurs through angel
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Source: Based on official information from Argentina and interviews with experts and policy makers.
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Financing for the expansion stages of start-ups is still quite limited. The
Programme for the Development of Entrepreneurial Investment in Technology
(PROFIET) was introduced in 2009% and operations began in late 2012. The
programme was introduced in response to the lack of financing in the growth and
expansion stages of start-ups. It also provides tax incentives (up to 50% of the total
investment) for investors who finance start-ups. There is no direct public support
for angel investors in Argentina. The private sector is also advancing slowly, with
just one private network, the IG Business Angels Club, which is linked to the
Universidad Austral’s IAE Business School. This network of 60 investors injects
between USD 100 000 and USD 300 000 in projects with high growth potential.

The ANPCyT manages several programmes to support the development
of entrepreneurial skills. FONTAR’s Highly Qualified Human Resources
programme, for instance, provides technology-based firms with financing for
hiring human resources specialising in R&D. FONARSEC, meanwhile, uses
its Training Programme for Technology Transfer Managers and Specialists
to support educational institutions that provide training for professionals
who establish linkages between R&D centres and the production sector.
Beneficiaries receive a grant covering 50% of the total cost of the project for
four years, which must be spent on hiring teachers, awarding grants and
developing exchange networks or similar items. The Ministry of Industry
SePyME manages the Entrepreneurship Learning Programme (Programa
Aprendiendo a Emprender), which provides free classroom and distance courses
and workshops to 18- to 35-year-olds. The programme provides basic training
in undertaking projects, identifying business opportunities and obtaining
financing. Some provinces and cities have recently prioritised supporting
start-ups as a tool to boost local development and create new jobs (see Box 4.1).

Argentina has weaknesses in terms of developing business angel
networks and its venture-capital industry. At 0.01% of GDP, its venture-capital
industry is one of the least developed in Latin America as a percentage of
its economy (LAVCA, 2012). The greatest obstacles to improving the venture
capital industry include the lack of an adequate regulatory framework for
the venture-capital and private-equity industry, a complex tax system for
investments and venture-capital funds, and restrictions on local institutional
investors wishing to invest in the funds.

The ANPCyT also manages support programmes for technology
transfer and commercial exploitation of R&D. FONTAR’s Non-Repayable
R&D Grants Programme and FONCyT'’s Technology Platform Projects provide
non-repayable grants to companies, including start-ups, to hire groups of
researchers and experts to help develop their business. FONCyT finances the
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Start-Up Science and Technology Research Projects programme, which since
2005 has promoted the commercial exploitation of R&D results and technology-
based start-ups as spin-offs of R&D centres and universities. The programme
finances projects for up to USD 85 000 for three years. Projects are submitted by
teams consisting of researchers and public and private R&D centres wishing to
become entrepreneurs. According to estimates by Kantis and Federico (2012),
the programme has funded 58 projects since 2005 for a total of USD 4 million.

Box 4.1. Promoting local start-up hubs: The City of Buenos Aires.

Since the mid 2000s, the government of the City of Buenos Aires has invested
in promoting start-ups locally through its Undersecretariat for Economic
Development (SSDE).

The Buenos Aires Emprende (BAE) programme was launched in 2008 to facilitate
the development of innovative firms with high growth potential. It provides
funding to entrepreneurs located in the Autonomous City of Buenos Aires who set
up businesses that have been operating for less than two years. The programme
provides seed-capital co-financing for up to 40% of a project’s total cost in non-
repayable grants (up to a maximum of USD 15 000) and financing for tutoring and
capacity-building services for 12 months. Beneficiaries receive financing through
agencies certified by the city government to act as intermediaries. The intermediary
agencies provide tutoring and technical-support services and manage non-
repayable grants, delivering them to each beneficiary. In 2012, the programme had
14 sponsoring agencies, including Endeavor Argentina, FUNDES Argentina, the
Institute of Science and Technology Enterprises (IECyT), the University of Buenos
Aires Faculty of Economics, the association Emprear and Polo IT Buenos Aires.
Between 2008 and 2011 a total of 291 projects were submitted, of which 171 were
selected to receive support. According to the evaluation by Cristini and Bermtidez
(2012), the programme increases the likelihood of participating entrepreneurs to be
successful and experience sales growth.

The Entrepreneur Development Programme was introduced by the SSDE in
2009. This programme aims to promote the development of a local business
culture. The programme has a larger scope than BAE as it is not only focused on
innovative or high growth potential firms. It operates through non-governmental
organisations accredited to provide training, technical support, guidance and
linkages with potential investors. The programme offers courses and workshops
for entrepreneurs. As of 2012, more than 8 000 entrepreneurs have taken part in
the programme’s activities and more than 50 business plans have been completed
(Kantis, 2012).

Source: Based on official data and interviews conducted in Argentina with experts and policy
makers.
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FONARSEC finances technological public-private consortia to develop cutting-
edge solutions in areas with a high potential impact on the competitiveness of
the industry. In 2013 it invested nearly USD 34 million in financing 13 projects
undertaken by technology-based firms (ANPCyT, 2012).

Box 4.2. Technology-based biotech start-ups in Argentina: PharmADN
and BioSidus

Argentina has a highly developed biotech sector. The country has good research
capacities and various companies have become major players in the sector
throughout Latin America. Some spin-offs have been generated from large
corporations or research projects.

BioSidus is a pioneering biotech company specialising in producing biosimilars
of recombinant proteins. The firm is a spin-off of the Sidus pharmaceutical
group and today ranks as the industry leader in Argentina. Since its first
products were launched in 1990, it has sold more than 60 million units in
emerging markets and more than 75% of its income comes from exports (figures
refer to 2008). The company controls 85% of the Argentine market and 50% of the
Latin American market in terms of sales of erythropoietin (EPO), a hormone that
increases the number of red cells in the blood and has become one of the most
widely sold biopharmaceuticals in the world. BioSidus has gone on to generate
spin-offs of its own. In the early 1990s, BioSidus researchers founded the
company Genergen, which along with Laboratorios Pablo Cassara established
the company PC-GEN in 1995. PC-GEN helped found Rhein Americana to
develop the recombinant vaccine for hepatitis B. Other firms in the chain of
BioSidus spin-offs include Zelltek, the Amega Biotech Group, Immunotech,
Incubatech and Protech Pharma.

PharmADN is another good example of a spin-off firm resulting from a research
project. It was founded by researchers with academic experience as a result of
innovations generated by a public-private R&D consortium that benefited from
the ANPCyT’s Sectoral Funds instrument. PharmaADN produces monoclonal
antibodies for treating cancers including breast, lung and colorectal, as well as
autoimmune diseases such as rheumatoid arthritis. It now operates as part of
a consortium with the University of Quilmes, the Argentine National Institute
of Industrial Technology and a major foreign firm. The co-operation with the
foreign firm is essential for acquiring new know-how that was unavailable
in the domestic market. PharmaADN'’s experience has proved it can produce
monoclonal antibodies in Argentina while complying with the international
pharmaceutical industry’s quality standards.

Source: Interviews with specialists, business founders and Gutman and Lavarello (2011).

122 Start-up Latin America: Promoting Innovation in the Region © OECD 2013



Development Centre Studies

In Argentina, thanks to the critical mass of industrial and research capabilities
in areas such as biotechnology, there are opportunities for spin-offs from large
companies or large research projects (see Box 4.2). In this sense, the projects carried
out within the framework of the Sectoral Funds financing could help start-ups to
emerge. However, start-ups wishing to expand are limited by their lack of access to
financing and a complex regulatory framework.

Nevertheless, Argentina’s regulatory framework still poses major barriers
for the emergence and development of start-ups. Starting a business requires
many procedures, takes a long time and is expensive.’ Argentina is ranked 154"
out of 185 countries for “starting a business”, below the Latin American average
(World Bank, 2012). The government is trying to overcome these problems by
introducing fiscal reforms — through the PROFIET programme — that provide
incentives to promote investment in start-ups.

Main challenges ahead

Argentina has a lively entrepreneurial landscape that, in some sectors,
has good linkages with R&D, science and technology. Although the shortage of
financing in the expansion stages (angel investors and venture-capital) and the
rigidities of the regulatory framework still limit the development of start-ups,
the government’s new policies aim to overcome these barriers. Argentina’s
main challenges include strengthening young people’s entrepreneurial skills,
fostering linkages between enterprise and academia, raising a capital industry
that is able to finance projects in their various stages, especially growth and
expansion, and developing a regulatory framework that better supports
enterprise. The MINCyT’s policies aim to strengthen and expand the Impulsar
EBT programme so it can broaden the coverage of its instruments, and to
scale up support in the expansion stages to increase the number of innovative
entrepreneurs in the market.

Meanwhile, to boost priority sectors such as biotechnology, agribusiness
and pharmaceuticals, the authorities need to be able to certify compliance
with international quality standards. They also need to create incentives to
overcome the gap between the requirements of market and scientific research
times. Public-private consortia are a good solution to achieve the right balance
between the specificities of scientific research and market needs. Innovation
policies ought therefore to aim not only to incubate and support innovation
processes but also to generate industrial platforms in priority sectors,
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thus fostering the development of a dynamic business environment with
specialised competences and boosting capacities for research and productive
application. The Sectoral Funds and the Technology Platform Projects that
Argentina has recently introduced contribute to these efforts.

1

2.

124

Notes

Table 4.A1.2 in the Annex to this chapter shows some of the main private initiatives
to support start-ups in Argentina.

Argentina has at least 11 private venture-capital funds. Some of these funds focus
on early stages, such as the Pymar Fund, managed by AX Ventures. Others, such
as the Aconcagua Ventures fund, also focus on early-stage high-tech companies,
but invest throughout Latin America, not just in Argentina. The fund managed by
Moddena focuses on early-stage financing of small and medium-sized firms with
high growth potential in sectors linked to e-commerce, software and financial
services, among others.

Setting up a business requires 14 procedures, an average of 26 days and a cost of
74.3% of per capita income (World Bank, 2013).
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