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EXECUTIVE SUMMARY

Asvirtudly al cocaine sold in the United States originates in the Andean Trade Preference Act (ATPA)
countries, the ATPA functionsasa U.S. trade policy tool that contributes to our fight against drug
production and trafficking. By strengthening the legitimate economies in these Andean countries and
cregting viable dternatives to the profitable drug trade, the ATPA is proving an important component of
efforts to contain the spread of these illicit activities. The ATPA has generated significant job
opportunitiesin avariety of sectors, including cut flowers, non-traditiond fruits and vegetables, jewdry
and certain dectronicsinputs.

ATPA countries have been making important gainsin the fight against drugs. 1n 1999, Balivia,
Colombia and Peru achieved record levels of coca eradication and as aresult, net coca cultivation
continued to decline dightly acrossthe region. Alternative development programsin each of these
countries have successfully provided former drug-crop producers with viable income dternatives.

Since the ATPA was enacted in 1991, it has had a positive impact on U.S. trade with the four ATPA
beneficiary countries—Bolivia, Colombia, Ecuador and Peru. Between 1991 and 1999, tota two-way
trade nearly doubled. During thistime period, U.S. exports grew 65 percent and U.S. imports
increased 98 percent. The United States is the leading source of imports and the leading export market
for each of the ATPA countries.

In 1999, serious economic problems plagued each of the beneficiary countries and adversdly affected
U.S. exportsto theregion. In 1999, U.S. exportsto ATPA countries declined 28 percent, resulting in
an uncharacterigticaly large U.S. trade deficit with the region of $3.6 billion. This followed two years of
modest trade surpluses and was the third trade deficit with the region since 1991.  In January-August
2000, U.S. exports began to rebound, and U.S. imports grew 19.5 percent.

Over the past five years, U.S. imports under the ATPA have grown more than twice the rate of total
U.S. imports from the region. Accordingly, the portion of U.S. imports from ATPA countries entering
under ATPA provisions has been risng gradually since the program began, to 19.7 percent in 1998. In
1999, the portion declined to 17.8 percent, primarily reflecting the surge in oil prices that inflated the
vaue of petroleum imports outside the ATPA program.

The ATPA became fully effective for dl beneficiary countries at the end of 1993. During the rdatively
short time since then, during a period in which ATPA countries also experienced serious economic and
politicd difficulties, the ATPA has begun to show important successin meeting one of its mgor gods.
contributing to export divergfication in beneficiary countries.

This has particularly been the case in Colombia and Peru. Although traditiona exports (such as raw
materias and derivatives, including petroleum, and agricultura products, such as coffee and bananas)



reman an important component of each country’s overdl export mix, exports of nontraditiona products
have grown. Cut flowers remains the dominant import under the ATPA, but its relaive importancein
the program has been declining in recent years as imports in other categories have increased, such as
copper cathodes, pigments, processed tuna, and zinc plates. Imports of nontraditional agricultural
products, such as asparagus, mangoes and wood products, have dso grown considerably under the
ATPA.

In reviewing the four countries' compliance with the criteria of the ATPA, it gppearsthat ATPA tariff
preferences are giving additional impetus to these countries efforts to address the digibility factors
contained in the statute. They are working cooperatively with the United States on these issues, in part
asaresult of their status as ATPA beneficiaries.

Each of the ATPA countries strongly recommends renewad of the program and its expansion to cover
currently excluded products. Public comment on the program was generdly supportive, athough U.S.
producers of certain agricultura products expressed some concerns.



INTRODUCTION

The Andean Trade Preference Act (ATPA) requires the President to submit a report to Congress on
the operation of the program on the third, xth and ninth anniversaries of the program. Congress
directed that these reports include a generd review of beneficiary countries based on the considerations
described in subsections 203(c) and (d) of the ATPA. Congress also directed that the reports address
any evidence that drug-related crop eradication and crop substitution efforts of the beneficiary countries
aredirectly related to the effects of the ATPA.

Thisisthethird and final report required by the ATPA, and covers the period 1997 through mid-2000,
unless otherwise indicated. The report was prepared with input from al relevant federal agencies and
offices, including the Office of the U.S. Trade Representative, the Departments of State, Treasury,
Agriculture, Commerce, and Labor, the Office of Nationa Drug Control Policy (ONDCP), the Office
of Management and Budget, the Nationa Security Council/National Economic Council and the U.S.
Internationd Trade Commission (USITC).

The ATPA authorized the President to designate Bolivia, Colombia, Ecuador and Peru as recipients of
preferentid trade benefits smilar to the benefits granted to beneficiary countries under the Caribbean
Basin Economic Recovery Act (CBERA)! program. The ATPA provides beneficiary countries duty-
free accessto the U.S. market for all products not excluded by law. The Act is scheduled to expire 10
years after the date of enactment, or December 4, 2001.

The ATPA imposes conditions that countries must meet to be designated and to maintain beneficiary
gatus. All four countries have been so designated. Thisreport lists the steps they are taking to
maintain beneficiary gatus.

The primary god of the ATPA isto promote export diversfication and broad-based economic
development that provides sustainable economic aternatives to drug-crop production in the Andean
region. Thisreport showsthat the ATPA has begun to achieve thisgoad. The ATPA aso gppearsto
have had an indirect but pogtive effect on the drug-control efforts of the beneficiary countries.
Furthermore, U.S. exports, dthough erratic, have grown substantialy. Thus, overall the ATPA appears

! The Caribbean Basin Economic Recovery Act of 1983, commonly known as the Caribbean Basin
Initiative or CBI, alows the President to grant duty-free access to the U.S. market for certain eligible
articles from beneficiary countries. The Caribbean Basin Economic Recovery Act of 1990, commonly
known as CBI I, modified the CBI program. CBI Il called for the consideration of extending trade
benefits to the Andean region. The United States-Caribbean Basin Trade Partnership Act (CBTPA),
enacted in 2000, amended the CBI program to provide additional trade benefits to designated countries.
The enhanced trade preferences made available under the CBTPA go beyond those available under the
ATPA.



to have benefitted both the Andean region and the United States.

The report is organized asfollows. Chapter 1 briefly describes the key sections of the ATPA, including
ATPA requirements and the designation of beneficiary countries. Chapter 2 highlights trade between
the United States and the ATPA beneficiaries, drawing largely upon the annua reports prepared by the
USITC. Chapter 3 evduates the ATPA beneficiaries compliance with the digibility criteriain the law
and discussesthe ATPA’ s effect on economic development and the cregtion of viable economic
dternatives to coca production in each of the ATPA countries. Chapter 4 summarizes private sector
and foreign government responses to the Adminigtration's Federal Register notice requesting
comments on the program.



Chapter 1
DESCRIPTION OF THE ATPA
Key Provisions

The Andean Trade Preference Act, as amended (19 U.S.C. 3201 et seq.), was Sgned into law on
December 4, 1991 and provides tariff benefits to four beneficiary countries (Bolivia, Colombia,
Ecuador and Peru) comparable to those granted under the Caribbean Basin Economic Recovery Act
(19 U.S.C. 2701 et seq.). Itisintended to help these countries expand economic dternatives in their
fight againgt drug production and trafficking by providing reduced duty or duty-free treatment to most
exports to the United States.

Duty-free treatment is afforded al products, except textiles and apparel, certain footwear, petroleum
and petroleum products, certain leather products, certain watches and watch parts, canned tuna, rum,
and certain sugar, syrups and molasses. The tariffs on those leather products excluded from duty-free
treatment were reduced by the lesser of 20 percent or 2.5 percent ad valorem in five equa annud
stages. All ATPA preferences are scheduled to expire on December 4, 2001.

The four ATPA beneficiaries are dso beneficiaries of the U.S. Generalized System of Preferences
(GSP) program. In practica terms, the ATPA operates as an extension of the U.S. GSP program,
augmenting those benefits to the four countries. The ATPA covers more tariff categories than GSP and
has more liberd qudifying rulesfor individua products. In addition, U.S. imports under ATPA are not
subject to GSP competitive-need and country-income restrictions.

Country Eligibility

Section 203 of the ATPA edtablishes the criteriafor determining whether to designate eigible countries
as beneficiaries. These criteriaare discussed in detail in Chapter 3, which contains adiscussion of each
country’s compliance with the criteria since being designated.

Bolivia, Colombia, Ecuador and Peru are the only countries digible to be designated by the President
for ATPA benefits. All four countries currently receive ATPA benefits. Boliviaand Colombiawere
designated as ATPA beneficiaries on July 2, 1992. Ecuador was added on May 13, 1993, followed
by Peru on August 12, 1993. Although a member of the Andean Community with the four ATPA
countries, Venezuelais not eigible to be designated an ATPA beneficiary under the current program.

Product Eligibility

Section 204 of the ATPA identifies the articles digible for preferentid treatment under the ATPA.
Duty-free treetment gpplies only to articles that meet ATPA rules-of-origin, including a 35-percent



ATPA content requirement. This content requirement permits input from Puerto Rico, the U.S. Virgin
Idands and beneficiaries of the CBERA to count toward the value threshold.

The ATPA exempts the following articles from duty-free treetment:  textiles and appard subject to
textile agreements; footwear not eigible for GSP benefits, handbags, luggage, flat goods, work gloves,
and leather wearing appardl not eligible for duty-free trestment under the GSP program as of August 5,
1993; canned tuna; petroleum and petroleum products,; watches and watch parts containing
components from non-most-favored-nation country sources; certain sugars, syrups, and molasses, and
rum and tafia. Handbags, luggage, flat goods, work gloves and leather wearing appardl are subject to
reduced duties.

Safeguard Provisions

Section 204(d) of the ATPA authorizes the President to suspend duty-free treatment under the ATPA
if temporary import relief is proclamed for an article pursuant to Chapter 1 of Title |1 of the Trade Act
of 1974 (“global safeguards’) or Section 232 of the Trade Expansion Act of 1962. Section 204(e) of
the ATPA provides for emergency relief from imports of perishable products from beneficiary countries
and specifies the procedures for using these safeguard provisions.

During the review period the U.S. Government took two globa safeguard measures pursuant to WTO
rules which affected imports from the region. In February 2000, the President suspended duty-free
treatment of sted wire rod and welded line pipe from ATPA beneficiary countriesin two separate
actions under the U.S. globa safeguard law. 1n 1996, the President suspended duty-free trestment of
broom corn brooms from Colombia for the period November 28, 1996 - November 27, 1999. No
private sector petitions have been submitted seeking emergency relief under the safeguard provisons
for perishable products.

Reports on the I mpact of the ATPA

Section 206 of the ATPA requiresthe U.S. Internationa Trade Commission (USITC) to submit annua
reports to the Congress on the impact of the ATPA on U.S. industries and consumers, and, in
conjunction with other agencies, the effectiveness of the ATPA in promoting drug-related crop
eradication and crop subgtitution efforts of the beneficiary countries. The USITC submitted its most
recent (seventh) report covering 1999 to Congress on October 2, 2000. The USITC reports have
consgtently found that the impact of ATPA-exclusive imports (those indligible for other tariff
preferences) on the U.S. economy and consumers has been negligible. The seventh report estimated
that U.S. imports under the ATPA could have an effect on domestic industries producing certain cut
flowers and asparagus. This report aso found that the ATPA has had adight but positive effect on
drug crop eradication and crop subgtitution in the Andean region.

Section 207 of the ATPA directs the Secretary of Labor, in consultation with other appropriate Federa



agencies, to undertake a continuing review and analyss of the impact of the ATPA on U.S. labor. The
Secretary of Labor isrequired to report to Congress annualy on the results of such review and
andyss. The Department of Labor’s most recent (Sixth) report covering 1998 was submitted to
Congressin February 2000. The Department of Labor’s reports have consistently found that the
ATPA does not appear to have had an adverse impact on, or have congtituted a significant threet to,
U.S. employment. The sixth report found that athough declines in production and possibly employment
in some sectors of the cut flower industry may have been affected to some extent by ATPA tariff
preferences, other factors may aso have contributed to production and employment declines.



Chapter 2

U.S. TRADE WITH ATPA COUNTRIES

U.S. trade with the ATPA countries has grown substantially snce ATPA was enacted in 1991
Between 1991 and 1999, tota two-way trade nearly doubled. During thistime period, U.S. exports
grew 65 percent and U.S. imports increased 98 percent. 1n 1999, severe economic recession in the
region hurt U.S. exports, but U.S. imports continued to grow, by 17.6 percent. (See Table 2-1.)

Table 2-1.--U.S. Tradewith ATPA Countries, 1991 - August 2000

ATPA Share of ATPA Share of

U.S. Exportsto U.S. Imports U.S. Trade
Y ear U.S. Exports* the World U.S. Imports** from the World Balance

Million $$ Percent Million $$ Percent Million $$

1991 3,798.2 0.9 4,969.5 10 -1,171.3
1992 5,319.7 13 5,058.7 1.0 261.0
1993 5,359.1 12 5,282.3 0.9 76.7
1994 6,445.0 13 5,879.5 0.9 565.5
1995 7,820.2 14 6,968.7 0.9 8514
1996 7,718.7 13 7,867.6 10 -148.9
1997 8,681.8 13 8,673.6 1.0 8.2
1998 8,670.1 14 8,361.0 0.9 300.1
1999 6,263.2 1.0 9,830.2 1.0 -3,567.0
1999 (Jan-Aug.) | 4,076.6 1.0 6,173.2 0.9 -2,096.6
2000 (Jan-Aug.) | 4,156.9 0.9 7,376.8 0.9 -3,219.9

*Domestic exports, F.A.S. basis
**|mports for consumption, customs value

Source: Compiled from official statistics of the U.S Department of Commerce

U.S. IMPORTSFROM ATPA BENEFICIARIES

Since 1991, U.S. imports from ATPA countries have nearly doubled from approximately $5 hillion to
$9.8 billionin 1999. Between 1998 and 1999, U.S. imports from ATPA countries increased by 17.6
percent, largely because of higher prices for petroleum products. Also, in January-August 2000, U.S.
imports from the region rose 19.5 percent compared to the same period in 1999.
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U.S. imports from ATPA countries have averaged between 0.9 and 1.0 percent of total U.S. imports
throughout the duration of the program. While ATPA country products represent only a fraction of
U.S. imports, the United States is the leading export market for each of these countries.

U.S. imports from ATPA countries have primarily conssted of derivatives of raw materids, agricultura
products, and apparel. Minerd fuels, mainly petroleum, accounted for 36 percent of importsin 1999.
Other leading imports were precious metas, gemstones, and jewdry; coffee; fruits and nuts, primarily
bananas, fish and crustaceans, gpparel; and cut flowers.

About two-thirds of U.S. imports from ATPA countries enter the United States duty-free. Two-thirds
of such duty-free imports, or over 40 percent of totd U.S. imports from the region, enter
unconditionally free under column 1-generd tariff rates (formerly known as Most-Favored-Nation or
MFEN rates) (seetable 2-2). Such traditiona U.S. imports from the region as coffee, bananas, shrimp,
and precious metals and stones enter the U.S. market MFN free. The remaining duty-free imports
enter under one of the following programs. ATPA, GSP, and the production sharing provisons of HTS
chapter 98. By far, more U.S. imports from the region enter under the ATPA than under GSP and the
production sharing provisons. 1n 1999, 17.8 percent of U.S. imports from the region entered under
ATPA, 1.3 percent under GSP, and 1.6 percent under production sharing provisons.

U.S. imports under the ATPA rose 6.4 percent in 1999 and 21.8 percent during January-August 2000
compared to the same period in 1999. Over the past 5 years, U.S. imports under the ATPA have
increased more than twice asfast astotd U.S. imports from the region. Accordingly, the portion of
U.S. imports from ATPA countries entering under the ATPA has been rising steadily since the program
began, to 19.7 percent in 1998. In 1999, the portion declined to 17.8 percent, primarily reflecting the
increased importance of imports of petroleum products amnong totd imports. Cut flowers, mostly from
Colombia and Ecuador, continued to dominate imports under the ATPA in 1999, accounting for about
one-quarter of dl entries under the program. However, the relaive importance of cut flowersin the
program has been declining in recent years as importsin other categories have increased, such as
copper cathodes, pigments, processed tuna and zinc plates. Jewelry remains another important U.S.
import under the ATPA.

U.S. Imports under the ATPA by Country

Colombia has been the leading source of U.S. imports under the ATPA in every year since the program
began. In 1999, Colombia provided 45.6 percent of all U.S. imports under the ATPA. Peru ranked
second, with 36.1 percent; Ecuador was third, with 14.9 percent; and Boliviawas fourth, with 3.5
percent of thetotal. (See Table 2-3.)

Colombiawas responsible for over 80 percent of the increase in 1999 U.S. imports under the
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Table 2-2.-U.S. Imports from ATPA Countries, Total and Under Import Prog

rams, 1997-August 2000, (thousands of dollars

Country Import 1997 percent 1998 percent 1999 percent Jan.-Aug. percent Jan.-Aug. percent
Program of total of total of total 1999 of total 2000 of total
Bolivia Total 213,408 100.0 220,142 100.0 224,167 100.0 130,969 100.0 126,854 100.0
GSP 18,885 8.8 7,773 35 7,958 36 7,008 5.4 2,857 23
ATPA 68,955 323 69,630 316 61,492 274 34,363 26.2 38,652 305
MFN free 92,426 43.3 110,191 50.1 114,944 51.3 65,597 50.1 62,113 49.0
Colombia | Total 4,614,873 100.0 | 4,441,685 100.0 | 5,882,599 100.0 | 3,568,373 100.0 | 4,502,832 100.0
GSP 78,162 17 42,645 10 46,840 0.8 40,308 11 41,320 0.9
ATPA 605,472 131 709,889 16.0 797,305 136 518,040 145 568,002 12.6
MFN free 2,093,474 454 | 1,800,951 405 | 2,530,688 43.0 | 1,546,086 433 | 2,051,250 45.6
Ecuador Total 2,139,354 100.0 1,773,919 100.0 1,852,631 100.0 1,280,923 100.0 1,440,549 100.0
GSP 17,312 0.8 14,579 0.8 19,213 1.0 17,121 13 18,565 13
ATPA 217,437 10.2 233,002 131 260,301 14.1 176,805 138 172,683 12.0
MFN free 1,211,646 56.6 | 1,083,578 61.1 950,147 513 724,045 56.5 515,671 35.8
Peru Total 1,705,929 100.0 | 1,925,291 100.0 | 1,870,819 100.0 | 1,192,940 100.0 | 1,306,560 100.0
GSP 140,912 8.3 125,054 6.5 51,691 2.8 34,846 29 28,917 22
ATPA 460,992 27.0 632,676 329 631,180 337 344,616 289 528,766 40.5
MFN free 605,524 355 720,343 374 720,776 385 499,729 41.9 347,335 26.6
All Total 8,673,564 100.0 | 8,361,037 100.0 | 9,830,216 100.0 | 6,173,205 100.0 | 7,376,795 100.0
ATPA GSP 255,271 29 190,051 23 125,702 13 99,283 16 91,659 12
Countries | ATPA 1,352,856 15.6 1,645,196 19.7 1,750,278 17.8 1,073,824 174 1,308,103 17.7
MEN free 4,003,070 46.2 3,715,064 44.4 4,316,555 439 2,835,456 459 2,976,370 40.3




Source: Compiled from official statistics of the U.S. Department of Commerce.

Table 2-3.--U.S. Importsfor Consumption under the ATPA, by Country, 1997-1999

1999 share of

Country 1997 1998 1999 total
1,000 dollars 1,000 dollars 1,000 dollars Percent

Colombia 605,472 709,889 797,305 45.55
Peru 460,992 632,676 631,180 36.06
Ecuador 217,437 233,002 260,301 14.87
Bolivia 68,955 69,630 61,492 351
Total 1,352,855 1,645,196 1,750,279 100.00

Source: Compiled from official statistics of the U.S Department of Commerce

ATPA. In 1999, U.S. imports under the ATPA from Colombiarose 12.3 percent to $797 miillion.

Cut flowers was the leading ATPA entry from Colombia, which declined 5 percent from $361 millionin
1998 to $342 million in 1999. This decline was compensated for by an increasein ATPA entries of
pigments, which rose by 307 percent, to $161 million. Other leading ATPA entries from Colombiain
1999 were gold compounds ($57 million), nonadhesive plates ($30 million), lesther articles ($22
million), and cane sugar ($13 million).

U.S. imports under the ATPA from Peru declined less than 1 percent, from $633 million in 1998 to
$631 millionin 1999. The leading ATPA entry from Peru was copper cathodes, valued at $324 million
in 1999, a 61 percent increase over 1998. Other leading ATPA entries from Peru included jewdry
and parts ($104 million), unwrought zinc ($59 million), asparagus ($36 million), zinc plates ($23
million), and mangoes ($13 million). The 1999 declinein U.S. imports under the ATPA from Peru can
be primarily attributed to a cessation of entries of watch cases and certain forms of non-monetary gold.

ATPA entries from Ecuador increased 11.7 percent from $233 million in 1998 to $260 million in 1999.
Cut flowers was the single largest entry ($92 million), followed by processed tuna, which rose 66
percent to $77 million in 1999. Other important ATPA entries were wood products ($15 million),
plywood ($12 million), jewelry and parts ($8 million), and fruits and vegetables, including mangoes ($7
million).

U.S. imports under the ATPA from Boliviadeclined 11.7 percent from $69.6 million in 1998 to $61.5
million in 1999. Two products accounted for 94 percent of ATPA entries from Boliviain 1999: jewdry
and parts, which declined 10 percent to $48 million, and wood doors, which rose 49 percent to $9.5
million. Other leading ATPA entriesin 1999 included oxides of boron ($1.5 million) and leather
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accessories ($837,000).
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U.S. EXPORTSTO ATPA BENEFICIARIES

Between 1991 and 1999, U.S. exportsto ATPA countries increased about 65 percent to $6.3 hillion.
U.S. exports have grown more erraticaly than U.S. imports from the region, and in 1999 declined 28
percent from the 1998 level of $8.7 billion, resulting in atrade deficit of $3.6 billion. Thisfollowed two
years of modest trade surpluses and was the third trade deficit with the region since 1991. In January-
August 2000, U.S. exportsto ATPA countries grew 2.0 percent compared with the same period in
1999. (SeeTable2-1.)

From 1991 to 1999, ATPA countries on average absorbed 1.2 percent of total U.S. exports. 1n 1999,
the region’s share of U.S. exportsfell to 1.0 percent. Although ATPA countries account for only a
amall portion of total U.S. exports, the United States is the leading source of imports into each of the
ATPA beneficiary countries.

In 1999, poor economic performance, palitica instability, and the strength of the U.S. dollar redtricted
the ability of ATPA countriesto import. During the year, U.S. exportsto ATPA countries declined in
al leading sectorsand to al ATPA countries. Nonelectrical machinery, which accounted for one
quarter of total U.S. exports to the region, decreased 26 percent to $1.6 billionin 1999. U.S. exports
of dectrica machinery ($619 million), motor vehicles ($211 million), and aircraft ($177 million) each
declined around 40 percent in 1999. Other leading exports that aso fell were cereals ($444 million),
organic chemicas ($347 million), plastics ($289 million), and paper and paperboard ($239 million).

The ranking of ATPA countries as U.S. export markets was the same as their ranking as U.S.
suppliers. Colombiawas the largest market for U.S. exports at $3.4 hillion, representing 55 percent of
U.S. exportsto ATPA countries. Peru ranked second with $1.6 billion in U.S. goods, Ecuador was
third with $896 million, and Balivia was fourth with $307 million.
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Chapter 3
COUNTRY ELIGIBILITY REPORTS

This chapter outlines the detailed country digibility criteriain the ATPA, then discusses each of the four
ATPA bendficiaries adherence to the criteria. The country reports aso examine the effects of the
ATPA on trade, investment and economic development in the beneficiary countries and on cregting
sustainable economic dternatives to coca production. These effects of ATPA are addressed in the
subsections on economic conditions and narcotics cooperation, respectively. The country reports are
based on information provided by U.S. embassiesin the region. They are an update of the 1997 report
and cover the period from 1997 to mid-2000.

The ATPA contains two sets of criteria. Failure by a country to meet the first set of criteria (limitations
on designation) would prevent the President from providing ATPA benefits to that country absent a
finding that designation would be in the national economic or security interest of the United States. The
second set of criteria (factors affecting designation) must be taken into account by the President in
determining whether to designate any country a beneficiary country, but do not prevent him from
designating beneficiary status or continuing benefits to a country.

DETAILED ELIGIBILITY CRITERIA
Limitations on designation:

C Section 203(c)(1) stipulates that the President shall not designate any country as a beneficiary
under the ATPA if such country isacommunist country.

C Section 203(c)(2) addresses expropriation or nationdization by an ATPA beneficiary country,
including measures such as repudiation of a patent or restrictive operationa conditions that
have the effect of expropriation of the property of aU.S. citizen or U.S.-owned corporation.
If such an expropriation or nationalization occurred, the ATPA country must provide prompt,
adequate and effective compensation or otherwise be taking steps toward discharging its
obligations under internationd law.

C Section 203(c)(3) stipulates that the President shall not designate any country a beneficiary
country if such country failsto act in good faith in recognizing as binding or enforcing arbitral
awardsin favor of U.S. citizens or a corporation, partnership, or association which is50
percent or more beneficidly owned by U.S. citizens, which have been made by arbitrators
gppointed for each case or by permanent arbitra bodies to which the partiesinvolved have
submitted their dispute.

C Section 203(c)(4) stipulates that if a country affords preferentid trestment to the products of a
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developed country, other than the United States, which has or islikely to have a Sgnificant
adverse effect on U.S. commerce, it will not be designated as a beneficiary country.

C Section 203(c)(5) requires an assessment of whether the country is working toward the
provison of adequate and effective protection of intelectud property rights (IPR), and
prohibits the unauthorized government broadcast of U.S. copyrighted materia. Since the
ATPA was established in December 1991, the United States has placed increasing
importance on the availability of adequate and effective levels of protection for IPR in its
relationships with its trading partners. The negotiation of the Trade-Related Intellectud
Property Rights (TRIPS) text in the Uruguay Round and the IPR provisions within the
NAFTA are both products of thisincreased levd of attention to the problems of inadequate
protection of IPR. A great ded of attention has likewise been devoted to raising al IPR
sandardsin ATPA countries.

C Section 203(c)(6) stipulates that unless a country is Sgnatory to atreaty, convention, protocol,
or other agreement regarding the extradition of U.S. citizens, it will not be designated as a
beneficiary country.

C Section 203(c)(7) specifies that the President shdl not designate any country a beneficiary "if

such country has not or is not taking steps to afford internationally recognized worker rights' to
its workers (as defined in Title V--Generdized System of Preferences, Section 507(4) of the
Trade Act of 1974, as amended).

The GSP gatute defines internationaly recognized worker rights as follows:

- the right of association;

- the right to organize and bargain collectively;,

- aprohibition againgt any form of forced or compulsory labor;

- aminimum age for the employment of children; and

- acceptable condition of work with respect to minimum wages, hours of work and

occupationa safety and hedth.
Factors affecting designation:
C Section 203(d)(1) specifies that the Presdent shall consider whether the country has
expressed a desire to be designated.
C Section 203(d)(2) specifies that the President take into account the economic conditions and
living standards of the country.
C Section 203(d)(3) stipulates that the President shal consider the extent to which a country
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provides equitable and reasonable access to its markets and basic commodity resources.

Section 203(d)(4) requires the President to consider the degree to which a country adheresto
WTO Agreaments.

Section 203(d)(5) specifiesthat the President consider the degree to which a country uses
export subsdies or other requirements that distort internationd trade.

Section 203(d)(6) specifiesthat the President take into account the degree to which a country
engages in trade policies that revitdize the region.

Section 203(d)(7) seeks assurances that the country is taking steps to help its own economic
development.

Section 203(d)(8) specifiesthat the Presdent take into account whether the country has taken
or istaking steps to afford to workers internationaly recognized worker rights.

Section 203(d)(9) directs the President to take into account whether the country is providing
adequate and effective protection of intellectua property rights.

Section 203(d)(10) stipulates that the President consider the extent to which the country
prohibits its nationa's from engaging in the broadcast of U.S. copyrighted materid.

Section 203(d)(11) stipulates that the President consider whether the country has met the
narcotics cooperation certification criteria set forth in the Foreign Assistance Act of 1961.

Section 203(d)(12) specifiesthat the Presdent consider whether the country is cooperating
with the United States in the adminigration of the ATPA.
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BOLIVIA

Population: 7,982,850 (1999)
National Product per capitar $3,000* (1999) U.S-Balivia Trade (Million 44)
*National product: GDP — purchasing power
parity?

Source: 1999 World Fact Book - CIA

1999 Trade Satistics (thousand $)
U.S. Imports from Bolivia: $224,167
U.S. Exportsto Bolivia: $306,659
U.S. Trade Baance: $82,492 15595 19¥ 19357 1956 1993
Source: Department of Commerce

|:| LS. Imports
B us Exports
[] us. Trade Baance

Expropriations: Article 22 of the Bolivian Congtitution alows expropriation for the public good or
when the property does not fulfill asocia purpose, so long asit isin accordance with law and with just
compensation. The mining and hydrocarbon laws aso provide for expropriation of land when needed
to develop the underlying minerd or hydrocarbon concession.

The last expropriation in Boliviawas in 1969 when the Government nationalized the petroleum
concessions granted to the Bolivian Gulf Oil Company. The compensation to Gulf Oil was paid in full
well ahead of the schedule established in the compensation agreement. There have been no more
recent expropriationsinvolving U.S. citizens or companies.

Arbitral Awards. The Adminigration is not avare of any problemsin thisarea. Bolivia has 9gned the
convention to become amember of the International Center for the Settlement of Investment Disputes
(ICSID). The Government of Bolivia accepts binding internationd arbitration in al sectors. The 1997
Arbitration and Conciliation Law (Law 1770) offers aternative methods for resolving commercid legd
disputes and provides a more comprehensive framework for nationd and internationd arbitration. The

2The purchasing power parity method of calculating per capita gross domestic product involves the
use of standardized internationd dollar price weights, which are applied to the quantities of find goods
and services produced in a given economy.
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law decrees that internationa agreements, such asthe New Y ork Convention of 1958 on the
Recognition and Enforcement of Foreign Arbitrd Awards, will be honored. The law adso mandates the
recognition of al foreign decisons and awards, and establishes procedures for the nationa Supreme
Court to execute arbitral decisons.

Reverse Preferences: The U.S. Government has no indication that Bolivia has granted such
preferences to the products of a developed nation. Furthermore, Boliviais a current WTO member
and, accordingly, is bound by the most-favored-nation provisonsin the WTO Agreements.

I ntellectual Property and Government Broadcast of Copyrighted Material: Patents,
trademarks, and industriad designs are protected by Andean Community Decisons 344 (the Common
Industria Property Regime) and 345 (the Common Regime to Protect Plant Varieties). Copyrights are
protected by Andean Community Decision 351 (the Common Regime on Copyright and Neighboring
Rights). These decisions, which were adopted in 1993 and 1994, are comprehensive and represent a
ggnificant improvement over earlier sandards of protection for intellectua property in the Andean
Community countries.

On September 14, 2000, Andean Community trade ministers gpproved Decision 486, to replace
Decison 344 as the Andean Community's common industrid property regime effective December 1,
2000. The new Decision 486 is an important improvement over Decision 344 in terms of conformance
with the provisons of the World Trade Organization (WTO) Agreement on Trade Related Aspects of
Intellectua Property (TRIPS), eg., nationa trestment, most-favored nation treatment, and border
control measures.

Nonetheless, U.S. pharmaceutica companies are concerned that Decision 486 does not go far enough
in ensuring the patentability of "second use' innovations. Both the U.S. pharmaceuticd and
agrochemica indudtries are dso concerned that Decision 486 is not sufficiently explicit regarding the
confidentiaity of data included with patent gpplications. The U.S. Government is currently examining
the TRIPS-consstency of these provisons.

With respect to copyrights, former President Gonzalo Sanchez de Lozada issued a supreme decree on
software in May 1997, which addressed most of the deficiencies in the protection of computer
software. However, some deficiencies in copyrights il remain, such asalack of implementing
legidation for the copyright law of April 1992.

Balivia has remained on the Specid 301 Watch Ligt snce incluson on thelist in an out-of-cycle review
in October 1996. The U.S. copyright industry (represented by the International Intellectua Property
Alliance) estimated that trade |osses due to copyright infringement in Boliviain 1998 amounted to $34.8
million: $20 million from music, $7.8 million from software, $5 million from books, and $2 million from
films. The Government of Bolivia subsequently moved to improve its protection of IPR, including better
enforcement againgt piracy at book fairs, the creation of a specid police force to confiscate pirated
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materids, and an organizationd and promotiona campaign to educate Bolivian officids and the private
sector about the importance of IPR protection. However, enforcement of existing lawsto protect IPR is
wesk and piracy in Bolivia continues largely unabated.

In 1996-97, the Government of Bolivia opened its new nationd copyright office, created intellectud
property officesin al maor regions of the country, conducted seminars for private sector intellectua
property industry personnd and public sector officids, created an inter-governmenta intellectua
property committee, and began to provide arbitration for copyright disputes. In September 1997, the
Government of Bolivia promulgated a new executive power law (Law No. 1788), which consolidated
the indudtrid and intellectua property portfolios under one administrator, the National Intellectual
Property Service (SENAPI). In October 1999, the first SENAPI director was appointed and,
despite extremely limited resources, the agency has made good progressin hiring and training technica
personnd, and in developing the indtitutional capacity to register patents and trademarks. Although
these recent actions lay a solid groundwork for future progressin IPR, there have been few concrete
accomplishmentsin limiting piracy in the market.

No alegations of unauthorized broadcast of U.S. copyrighted works by a government-owned entity
have been made. However, we have received U.S. industry complaints about Bolivian broadcasters
transmitting “pirated” copyrighted materia, especially motion pictures, without the express consent of
U.S. copyright owners. U.S. indudtry asserts that the Bolivian authorities have been either unresponsive
or unable to address these concerns.

The Government of Boliviais amember of the following internationa conventions on intellectud
property:

. Convention Establishing the World Intellectud Property Organization (WIPO);

. Berne Convention for the Protection of Literary and Artistic Works,

. Rome Convention for the Protection of Performers, Producers of Phonograms and
Broadcasting Organizations, and

. Paris Convention for the Protection of Industria Property.

Extradition: A new treaty of extradition superceding a 1900 treaty was sSigned in La Paz on June 27,
1995, and ratified by the Bolivian Congress on November 6, 1966 as Law 1721. The treaty permits
the extradition of U.S. citizens.

Workers Rights: Bolivias antiquated labor code assures workers the right to establish and join
organizations of their own choosing. The formation of a new trade union, however, requires prior
authorization from the Government, which may dissolve trade unions by Adminigrative Decree. The
Government has not utilized this provison of the law in recent years. Bolivian labor law does not
restrict unions from affiliating with internationa labor confederations.
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About one-hdf of Bolivia's workersin the forma economy belong to labor unions. Some workersin
the informa economy aso participate in labor unions. Private sector workers have and frequently
exercie theright to strike. While solidarity strikes areillega under the current |abor code, the
Government alows such dtrikes.

The labor code denies civil servants the right to organize and prohibits strikesin dl public services,
including banks and public markets. In practice, however, virtudly al public service workers are
unionized and gtrikes by municipa employees are common.

Collective bargaining, or voluntary direct negotiations between employers and workers without the
participation of the Government, is limited but growing. The current [abor code was written in a period
in which the Bolivian Labor Confederation (the Central Obrera Boliviana or COB), which purportsto
represent dl worker groups and interests, had quasi-governmenta status and the exclusive authority to
negotiate with state-owned enterprises. The practice was for the COB and the Government to
negotiate a globd agreement on sdaries, minimum wages and other working conditions each year for
public servants. With the recent "capitdization” of most of these enterprises, the COB’srole has
diminished markedly and the practice of direct employee-management negotiationsin individud
enterprisesis expanding. The COB objects to sector negotiations, athough typicaly they produce
greater benefits to workers than the COB is able to achieve by negotiating with the Government.

Labor codes drafted by the two most recent governments were never submitted to the legidature,
largely due to COB opposition. The present Government is obliged to legidate reforms to the Code --
including greeter labor flexibility -- under the terms of the Highly Indebted Poor Country (HIPC)
program, but has yet to do so.

There are currently seven industrid duty-free zones operating in Bolivia. All [abor laws gpply to
workers in these zones.

The law prohibits forced or compulsory labor, including forced and bonded Iabor by children.
Reported violations included the unregulated apprenticeship of children, agriculturd servitude by
indigenous workers and some individua cases of household workers effectively imprisoned by their
employers. In addition, women were trafficked for the purpose of progtitution. The law aso prohibits
the employment of persons under 18 years of age in dangerous work, athough in practice thisis not
enforced, and minors and children are routindy found doing dangerous work, particularly in the mining
industry. The law permits apprenticeship for children between the ages of 12 and 14, which the
International Labor Organization (ILO) has criticized since 1992. In fact, Bolivia has a serious child
labor problem, which it is beginning to address. According to aMay 1999 study commissioned by the
ILO, approximately 369,385 children between the ages of 7 and 14 work (23 percent of that age
group), usudly to help provide for family subsistence, in uncontrolled and sometimes unhedthy
conditions.

In urban areas, while enforcement is uneven, about haf of the workforce enjoys an eight-hour workday
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and aworkweek of 5 or 5% days. Underemployment is also widespread.

The Labor Ministry's Bureau of Occupationa Safety is responsible for ensuring protection to workers,

and the state-owned mining corporation has a specia office charged with mine safety. However, there
isweak and uneven enforcement of hedth and safety regulations, athough the Government has recently
requested technical assistance in the occupationd safety areafrom the U.S.

Economic Conditions: Bolivia has made remarkable economic advances since 1985--from one of
the most unstable economiesin Latin America to one with some very positive macroeconomic
indicators. Theinflation rate in 1999 was just under 3.1 percent. Bolivid s red average GDP growth
rate of 4.2 percent since 1989 marked eleven years of postive growth. However, the economic
growth rate fdll to atwelve-year low of 0.68 percent in 1999, due mainly to the international economic
crigstha has affected most of the region.

Since 1985 successve Bolivian adminigtrations have removed redtrictions on foreign investment in most
industry sectors, opened mining and hydrocarbon ventures to foreign participation, launched a program
to sall Government-owned entities, modernized its banking laws, freed currency convertibility, removed
most trade redtrictions, and lowered tariffs. The Sanchez de Lozada Administration (1993-97) further
improved government reforms and implemented capitdization reform, which differs from traditiona
privatization in that money paid by the new drategic partners for afifty percent share of the business
equity goes directly into new investment rather than to the government. The capitdization reform
alowed the Government to continue to devote more public investment to socid spending and lessto
production.

Balivia has made substantia progress toward liberdizing its trade and investment regime. Trade
surpluses and large inflows of foreign aid and investment have resulted in growing foreign exchange
reserves. Totd foreign direct investment (FDI) increased from around $130 million in 1992 to over $1
billionin 1999. The officid exchange rateis set daily by the Government's exchange house, which is
under the supervison of the Central Bank; the officid rate is dways within one percent of the pardld
market rate.

Balivia has remained solvent despite a high level of debt. The international donor community has been
moving for yearsto reduce Balivid s stock of multilatera and bilatera debt, in recognition of its
significant economic reforms. As of December 1999, Bolivia s debt totaled $4.5 billion. Bolivia
became the second country to benefit from the heavily indebted poor country (HIPC 1) initiative, which
resulted in debt relief of $450 million. In January 2000, Bolivia applied for an additiond $1.3 billionin
debt relief under the enhanced HIPC 11 program. The program's conditions require improvementsin
many socid indicators, and the Government has undertaken a"Nationa Didogue’ to determine
gpending priorities and how it should attack persstent poverty.

Effect of the ATPA: The ATPA has continued to have a smdl yet appreciable impact on the Bolivian
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economy, with investment in ATPA industries showing dow but steedy growth. Information on ATPA-
related investment and estimated vaue of exportsto the U.S. were compiled with data provided by the
Bolivian Minigry of Foreign Affairs, the Nationd Inditute of Statistics (INE), and private Bolivian trade
associations. Since Bolivia does not require that foreign or domestic companies register new
investments with the Government, comprehensive data on investmentsin ATPA-related industries is not
avaladle.

Boliviahas ardaivey low leve of indudtridization and remains highly dependent on imports of capita
and consumer goods to fud its growth. The Bolivian Ministry of Foreign Trade and Investment
reported that U.S. companies as a group were the largest source of foreign direct investment (FDI) in
Boliviain 1999, totaling $301.9 million or 30 percent of the gpproximately $1 billion invested. Around
74 percent of total FDI during 1999 went to the hydrocarbons, mining and dectricity generation
sectors, where most U.S. investment is concentrated.

Among ATPA-dligible products, there has been a steady increase in exports to the U.S. of gold
jewdry, minerals and metas, and wood products since the ATPA went into effect in December 1991.
However, overd| exports of gold jewdry and minerdsmetds declined during 1999 due to lower world
commodity prices. Important Bolivian agricultural exportsto the U.S. include Brazil nuts, quinoaand
coffee. Boliviaaso exportsin lesser amounts cut flowers and soybean flour.

Bolivian producers have not taken full advantage of ATPA preferences. Thisis due mainly to the lack
of readily available information about the benefits of the program, poor product qudity standards, and
the country's weak infrastructure, which makesit difficult to get agricultural products to foreign markets.
In many aress of the country the Government has failed to adequately promote the ATPA program and
information on how to reach the U.S. market is unavailable to many rurd producers. Thereisa
noticeable lack of technica knowledge in the agricultura sector regarding compliance with U.S.
phytosanitary standards and product specifications.

Congdering the generd lack of information regarding ATPA-rdated investments, it is difficult to
edtablish aclear link between the ATPA and the development of dternative industries. However,
Government figures show a gradud but steady increase in exports of important ATPA-related products
to the U.S. since 1992.

Market Access. Boaliviais moving toward providing equitable and reasonable market accessfor U.S.
exports. Measures such as quotas, variable import levies, and tariff rate quotas, are no longer used.
Import licenang requirements exist on only afew products. Boliviahas atwo-tier tariff sysem of five
percent for capital goods and 10 percent for all other imports, down from over 100 percent. However,
the Government of Boliviamaintains additiond import fees that raise the cost of importing some
products. Boliviaimpaoses a 10 percent preference margin for domestic firms in government
procurement.
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A series of investment laws have liberdized Bolivias invesment regime. The laws established
guarantees such as nationd treatment, the remission of profits, convertibility of currency, and the right to
internationd arbitration in al sectors. Boliviaratified the Bilaterd Investment Treety with the United
States, and on October 18, 2000 the U.S. Senate ratified the treaty.

WTO Agreements. Boliviaacceded to the GATT in 1989 and ratified its membership in September
1990. The Balivian Congress ratified Bolivia s membershipinthe WTO in late 1995. The U.S.
Government has not identified any sgnificant violations by Boliviaof the WTO Agreements a thistime,
though it is reviewing the most recent Andean IPR decison relaing to patents (see above).

Subsidies or Other Requirements that Distort | nternational Trade: Boliviahas diminated its
export subsidies programs and replaced them with a drawback mechanism.

Trade Policies that Revitalize the Region: Boliviaparticipates in the Andean Community. In
1999, Bolivian exports to the Andean Community represented 19.3 percent of its total exports; imports
from the Community in 1999 were 8.8 percent of Balivia stota. In preparation for entry, Bolivia
eiminated tariffs on dl but 11 products coming from three other members of the Andean Community
(Colombia, Ecuador and Venezuel a).

Colombia, Ecuador and Venezuda have nationd tariff rates consstent with the common externd tariff
(CET) range of the Andean Community. In early 2000, Boliviaimplemented alower, three-tier tariff
sructure that eiminated tariffs on capital goods designated essentid for industrial development,
imposed a5 percent tariff for non-essentia capital goods, and a 10 percent tariff for al other goods.

In addition to membership in the Andean Community, Boliviasgned a free trade agreement with
MERCOSUR, which became effective on March 1, 1997. Boliviasigned a free trade agreement with
Mexico in September 1994 and has a more limited trade agreement with Chile.

Narcotics Cooperation: Boliviareceived full certification in 1999 for its cooperation with the United
States on counter-narcotics issues under the Foreign Assistance Act, as described in the Inter national
Narcotics Control Strategy Report of March 2000.

Bolivia has dropped from being the second leading source of cocaine to the third leading source
country, has cooperated closdly with the United States on counter-narcotics efforts, and has taken
strong steps toward full compliance with the goals and objectives of the 1988 UN Convention.

Bolivid s coca crop isthird behind Colombias and Peru’s in the production of the cocaine akaoid, and
it ranks third (behind Colombia and Peru) in terms of area under cultivation. Boliviaisaso currently the
world' s third leading source of refined cocaine hydrochloride (HCL). Bolivian coca growers produce
cocaine base in rudimentary laboratories, then transfer it out of the growing area for further processng
and/or consolidation prior to export. Colombian traffickers have a diminished role in the country’s drug
industry, as Bolivian traffickers manage more sophisticated organizations that convert cocaine base into
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cocaine HCL.

The Bolivian Congress enacted legidation crimindizing money laundering on March 7, 1997 and
edablished afinancia invedtigations unit within the superintendency of banks to enforce the law.

The Banzer Government has committed itself to shutting down illega coca cultivation and
narcotrafficking during its 5-year term (1997-2002). Eradication efforts have been extremey
successful, with eradication on track to be completed by the end of 2002. As part of that strategy, the
Government has encouraged a shift from the production of cocato the production of legitimate crops.
Its strategy includes forced eradication of immature coca and seedlings aswell asillega mature coca
plants, and an extensve dternative development program involving crops such as bananas, hearts of
palm, passion fruit, pinegpple, and black pepper, some of which are being exported to neighboring
countries. Alternative development has resulted in the cultivation of legitimate cropsin theillegd coca
growing Chapare region, surpassing by three times the acreage in the cultivation of coca.

Balivian Government figures, confirmed by the United States Agency for Internationa Development
(USAID), show an increase in dternative crop production in the Chapare from 40,613 hectares under
cultivation in 1986 to over 108,500 hectaresin 1999. USAID reported that the volume of licit
products leaving the Chapare increased overdl by 36 percent during the first half of year 2000
compared to the same period in 1999. USAID figures show that the wholesale vaue of licit products
leaving the Chapare exceeded $58.2 million during 1999. However, there are currently no exports of
Chapare grown productsto the U.S.

Chapare producers soon hope to export canned hearts of palm to the U.S. market. Once registration
with the U.S. Department of Agriculture is completed, growers plan to export up to thirty-sx containers
of canned hearts of pam to the U.S. during the first year. As more producers become familiar with
U.S. phytosanitary requirements, and as infrastructure improvements are made and marketing programs
sponsored by international development agencies begin to bear fruit, USAID expects to see additional
exportsto the U.S. of high vaue aternative development crops. Dried fruit, black pepper, canned
papaya, passion fruit and coffee show the most promise of finding market openingsinthe U.S.

Promoting the development of agriculturad industriesisintegra to the crop subgtitution strategy. The
U.S. Government's alternative development consolidation project (CONCADE), administered by
USAID, achieved record-breaking accomplishments during 1999 in paralel with successin achieving
higtoric rates of coca eradication. Finding additional markets for aternative development cropsis
crucid in the effort to provide needed jobs to the many workers displaced by the success of the coca
eradication program.

No private sector petitions have been submitted seeking relief under these provisions.
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COLOMBIA

U.S.-Colom bia Trade (Millioh $4)

Population: 39,309,422 (1999)

National Product per capita: $6,200*
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Expropriations. Colombia has not expropriated property of foreign investorsin the past 50 years.
The 1991 Colombian congtitution explicitly protects individua rights againgt the actions of the state and
upholds the right to private property. The Congtitution permits expropriation of private property in
cases of public necessity (e.g. metro system) and socid interest (e.g. agrarian reform).

Previoudy, aclausein Article 58 of the 1991 Congtitution had expressly alowed expropriation without
compensation; but in June 1999, the adminigtration successfully obtained an amendment to the
Condtitution to remove that clause. Colombian law now guarantees indemnification in expropriation
Cases.

Confiscation of property is alowed when the property is used in crimind activities or isthe “fruit” of
such activities. While saizure of property for drug-related crime has been in practice for sometime, a
new law strengthening asset forfeiture was passed in December 1996. So far, few cases of asset
forfeiture have actudly taken place under the new law.

Arbitral Awards. Law 315 permitstheincluson of an internationa binding arbitration clause in
contracts between foreign investors and domestic partners. The law alows the parties to set their own
arbitration termsincluding location, procedures and the nationdity of rules and arbiters. In the absence
of an arbitration clause, Colombian law mandates that the dispute go before a Colombian judge for
Settlement.
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Colombiais amember of the New Y ork Convention on Investment Disputes, the International Center
for the Settlement of Investment Disputes (ICSID) and the Multilaterd Investment Guarantee Agency
(MIGA).

Reverse Preferences. The U.S. Government has no indication that Colombia has granted such
preferences to the products of a developed nation. Furthermore, Colombiais a current WTO member
and, accordingly, is bound by the most-favored-nation provisonsin the WTO Agreements.

I ntellectual Property and Government Broadcast of Copyrighted Material: Patents,
trademarks, and industrial designs are protected by Andean Community Decisons 344 (the Common
Industriad Property Regime) and 345 (the Common Regime to Protect Plant Varieties). Copyrights are
protected by Andean Community Decision 351 (the Common Regime on Copyright and Neighboring
Rights). These decisions, which were adopted in 1993 and 1994, are comprehensive and represent a
ggnificant improvement over earlier sandards of protection for intellectua property in the Andean
Community countries.

On September 14, 2000, Andean Community trade ministers approved Decision 486, to replace
Decison 344 as the Andean Community's common industria property regime effective December 1,
2000. The new Decison 486 is an important improvement over Decision 344 in terms of conformance
with the provisions of the World Trade Organization (WTO) Agreement on Trade Related Aspects of
Intellectud Property (TRIPS), eg., nationa trestment, most-favored nation treatment, and border
control measures.

Nonetheless, U.S. pharmaceutical companies are concerned that Decision 486 does not go far enough
in ensuring the patentability of "second use' innovations. Both the U.S. pharmaceuticd and
agrochemica indudtries are dso concerned that Decision 486 is not sufficiently explicit regarding the
confidentidity of dataincluded with patent gpplications. The U.S. Government is currently examining
the TRIPS-consstency of these provisions.

The Superintendency of Industry and Commerce acts asthe loca patent and trademark officein
Colombia. Despite recent efforts to more effectively manage the gpplication process, this agency il
suffers greatly from abacklog of trademark and patent applications. Enforcement in the trademark
area needs to be strengthened.

Colombia has a modern copyright law: Law 44 of 1993. The law extends protection for computer
software to 50 years, but does not explicitly classify it asaliterary work. Law 44 and Colombia’'s Civil
Code include some provisons for PR enforcement, which have been used to combat infringement and
protect rights. Semiconductor layout designs are not protected under Colombian law.

Colombia's 1993 copyright law significantly increased pendties for copyright infringement, specificaly
empowering the Prosecutor Generd’s office to combat piracy. The most recent data suggests that
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counterfeit merchandise avallable in the Colombian market sgnificantly affects U.S. indudtries, which
continue to lose substantid revenue from piracy: $151 million in 1997, $185 million in 1998, and $163
million in 1999, according to the Internationd Intellectua Property Alliance (I1PA).

A mgor issue has been the need for the Colombian Government to license legitimate pay televison
operators and to pursue pirate operators. Colombia s Television Broadcast Law increased legal
protection for al copyrighted programming by regulating satellite dishes, and enforcement has recently
begun through alicensing process. Asof August 2000, efforts to pursue pirate operators resulted in
initiating investigations of 282 suspected pirate operators, eight of which have so far incurred sanctions.

Colombiaremains on the Specid 301 “Watch Ligt” for not providing effective protection of intellectud
property rights (IPR). It has been on the “Waich List” every year Snce 1991. An out-of-cycle review
in September 1999 retained Colombia on the Watch Ligt.

The Government of Colombiais amember of the following internationd conventions on intellectud
property:

. Convention Establishing the World Intellectud Property Organization (WIPO);

. Berne Convention for the Protection of Literary and Artistic Works,

. Rome Convention for the Protection of Performers, Producers of Phonograms and
Broadcasting Organizations,

. Convention for the Protection of Producers of Phonograms Againgt Unauthorized Duplication
of their Phonograms,

. Treaty on the Internationa Regidration of Audiovisua Works,

. Universa Copyright Convention of 1952; and

. Paris Convention for the Protection of Industria Property.

Extradition: Colombiasigned an extradition tresty in Washington on September 14, 1979, and it
entered into force on March 4, 1982. Even though the treaty is dill in effect for internationa purposes,
in 1987 the Colombian Supreme Court declared uncongtitutiona the treaty’ s interna implementing
legidation. Thus, thetreaty is currently ingpplicable in Colombia. However, extradition has been
possible based on the Colombian Pena Code. The Colombian Congtitution of 1991 prohibited the
extradition of Colombian citizens, but in 1997 a condtitutiona amendment reingtated extradition of
Colombian nationas for crimes committed after December 17, 1997. The 1991 Condtitution and the
1991 Criminal Procedure Code currently regulate extradition. Since 1991, Colombia has extradited 24
individuas (3 Colombian nationals, 9 U.S. citizens, and 12 foreign nationds) to the United States.

Workers Rights. Colombian law recognizes the right of workers to organize and strike. Unions are
freeto afiliate with international labor confederations. The Colombian labor code, as amended by Law
50, enacted in January 1991, provides for automatic lega recognition of unions (25 or more signatures
are required) and strengthens the pendties for interfering with workers' freedom of association. It also
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prohibits the dissolution or suspengion of trade unions by adminigtrative fiat. In addition, the labor code
increased fines for retricting the freedom of association.

The Condtitution recognizes the rights of workers to organize unions and to strike, except for members
of the Armed Forces, Police, and those essentia public services as defined by law. However,
legidation that prohibits public employees from riking is dill in force. In 1993, two ILO supervisory
bodies criticized severd provisons of Colombian |abor law as inconsstent with internationa norms
regarding the freedom of association. These included the prohibition on strikesin a broad range of
public services tha are not necessarily essentid, the power to dismiss trade union officids involved in an
illegd drike, and adminitrative power to intervene in digputes through compulsory arbitration.

Asreported in the Department of State's annua Human Rights Report, organized labor suffers from a
high level of violence from avariety of sources. 1n 1998, the ILO expressed serious concern at
alegations of murders, forced disappearances, degth threats, and other acts of violence againg trade
union members. Union activigs have long been amain target of right-wing paramilitary organizations
and the ILO recently reported that 1,598 union members have been assassinated in Colombia since
1995. Despite the Government’ s public denouncement of illega paramilitary groups and the violence
againd trade unionidts, it has been unable to stop thiswave of killings.

The Condtitution provides workers the right to organize and engage in collective bargaining. However,
ahigh levd of unemployment and week union organization have limited workers bargaining power in dl
sectors. Colombid s labor laws gpply to workersin the country’ s fifteen free trade zones, athough
gandards are difficult to enforce.

Forced or compulsory labor is prohibited by law. However, trafficking in persons (especialy women
and children) for the purpose of forced prostitution and forced conscription of indigenous people and
children into paramilitary and guerrilla groups occurs and is discussed in the State Department’s
Human Rights Report. While the Condtitution does not permit the employment of children in most
jobs before the age of 14, and the labor code prohibits youths under the age of 18 from requesting
employment permits, child labor remains aproblem. However, the Colombian Government is making
efforts to address the problem.

The Government establishes nationd minimum wages annudly. Workers occupationd safety and
hedlth are extensvely regulated, but regulations are difficult to enforce for workersin the informal sector
who are not covered by the socia insurance systems.

Economic Conditions. Until recent years, Colombia enjoyed rea GDP growth of greater than 4
percent annudly. However, economic growth dowed beginning in 1996, until the first recesson since
1931 began in late 1998. Colombia faced negative growth of 4.5 percent in 1999, while
unemployment rose from 11.5 percent in 1996 to over 20 percent in 1999. Growth for 2000 has been
estimated at between 2 and 3 percent as a modest recovery takes hold. Colombia enjoyed single digit
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inflation in 1999, though thisin some measure was a result of the low level of economic activity.

The Pastrana Adminigtration has implemented a series of measures aimed at promoting trade and
investment, reducing the fiscal deficit, and achieving peace with the guerrillainsurgency. In September
1999, Colombia reached an agreement with the International Monetary Fund for a$2.7 billion
Extended Funds Facility. The IMF accord entailed commitments to achieve specific macro-economic
targets and to seek sructura reform legidation. The Government’ s agreement with the IMF commitsiit
to maintaining on a declining path both inflation and the fisca deficit (6.3 percent of GDPin 1999),
while increasng growth. Economic indicators now are beginning to show generdly positive trends;, the
business dimate shows signs of improvement. The Colombian Government is now predicting GDP
growth of 3.8 percent for 2001. Passage of contemplated economic reforms and privatizationsin the
energy and telecommunications sectors are important if growth isto be sustained. In July 2000 the
President signed the Emergency Supplementa Act, which provided $1.3 hillion in assistance to support
the Colombian Government’ s efforts to combat drug trafficking as part of the Pastrana Administration’'s
Pan Colombia

Colombia enjoyed an officid trade surplusin 1999 of $909.5 million, which contrasted with the $3.8
billion deficit that was reported for 1998. Colombian exportsincreased by 6.5 percent, from $10.8
billion to $11.5 hillion, while imports decreased 27.2 percent, from $14.6 billion to $10.6 billion. The
risein exports was largely due to improved international commodity prices for coffee, cod and il and
the more competitive exchange rate achieved after a series of devaluations. In 1999, bilateral trade
between the United States and Colombia registered an important shift. U.S. exportsto Colombia
declined in 1999, while U.S. imports from Colombiarose. The main Colombian export productsto the
United States have remained largely unchanged over the last severd years. These products include
petroleum and petroleum derivatives, coffee, bananas, fresh cut roses and other types of flowers, and
coa. During 1999, 14.1 percent of total Colombian exports to the United States benefitted from
ATPA.

Effect of the ATPA: Colombian exportsto the U.S. market under ATPA have increased in vaue
and as a percentage of total Colombian exports every year since 1993. The flower sector remains the
most important ATPA beneficiary. Flowers, polymers (chemica compounds for the production of
certain pigments), gold compounds, precious metas, handbags, gelatin capsules, asparagus, sugar and
candy products, certain fruits, chewing gum, iron nails, and ceramic products account for more than 80
percent of Colombian exports by vaue to the United States under the ATPA. Some of Colombia's
most important economic sectors, specificaly petroleum and petroleum derivatives, gpparel and
textiles, and rum, are not granted specia privileges under the ATPA.

According to estimates from the Colombian Ministry of Foreign Trade, between 1992 and 1999 the
ATPA program has generated atotal of $1.2 billion worth of output and more than 140,000 direct
jobs. In the same period, the ATPA program has also had a positive impact on investment, which is
evidenced by Colombia s higher diversfication of its export-oriented production.

31



Market Access. Trade and investment barriers were reduced substantially under the economic
liberdization plan followed by the Colombian Government since 1990. Under “apertura’ (opening),
Colombia has substantialy reduced tariffs, diminated most import license requirements (except with
respect to certain agricultura products), smplified import and export procedures, established a free-
market exchange regime, created transparent and more libera foreign investment rules, and opened up
nearly dl sectors of the economy to foreign investment. Colombia now requiresimport licenses on less
than two percent of products. Those products include certain agricultural products, weapons and other
products related to defense, “precursor” chemicals (used in refining cocaine) and the mgority of used
goods (such as machinery). Used cars are dtill banned. Colombia aso gpplies a vaue added tax for
digtilled spirits which discriminates in favor of whiskeys aged twelve or more years, to the detriment of
U.S. exports of Bourbon and Tennessee Whiskey.

Colombia and its Andean Community partners gpply acommon externd tariff (CET), which took effect
February 1, 1995. Colombid s average officid tariff is approximately 11 percent ad vaorem. Most
non-agricultura products and services (both locally produced and imported) are aso subject to a 15
percent value added tax, which was reduced from 16 percent in November 1999.

WTO Agreements. The U.S. Government is reviewing the most recent Andean |PR decison relaing
to patents (see above). The U.S. Government is also considering arequest by Colombiafor an
extenson of the WTO deadline to conform to rules which prohibit its agricultura absorption
agreements. These agreements require the purchase of domestic production of certain commodities as
acondition of importation of like commodities. Such a practice violatesthe WTO rules againg trade-
related investment measures, or TRIMS.

Subsidies or Other Requirements that Distort | nternational Trade: Asaresult of commitments
made by Colombiato abide by the provisons of the GATT Subsidies Code, Colombia agreed to
phase-out any export subsidies inconsistent with that code. Colombia has notified the WTO thet its
“gpecia machinery import-export system” and “free zones’ do condtitute export subsidies. Also,
Colombid s tax rebate certificate program (CERT) contains a subsidy component which the
Government of Colombia has stated it will replace with an equitable drawback sysem. On January 1,
2000, the Colombian Government announced that it would eiminate the subsdy component of the
CERT as per WTO requirements. However, the Colombian Government’ s recent efforts to increase
exports have led to the formulation of a new customs code, which would provide for tariff exemptions
on raw materids used by exporting enterprises. These incentives are very smilar to the CERT.

Trade Policies that Revitalize the Region: Colombiaisamember of the Andean Community.
Colombian exports to the Community during 1999 represented 23.7 percent of itstotal exports ($1.6
billion); imports from the Community in 1999 accounted for 33.6 percent of Colombia stotal ($1.2
billion). Colombiaand Venezudaimplemented a bilatera free trade area (FTA) effective January 1,
1992. Exempt from this arrangement are motor vehicles and some agricultura products.
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Colombia has continued its efforts to conclude trade arrangements with other countriesin Latin
Americaand the Caribbean. Colombia provides duty-free access on awide range of products to other
Andean Community members and has participated as a member of the Andean Community in trade
talks with MERCOSUR. Colombiaimplemented a free trade agreement with Venezuela and Mexico
(the"G-3" Agreement) on January 1, 1995. In addition, Colombia concluded a partid free trade
agreement with Chilein 1993. Colombiaaso extends preferentid tariffs on a more limited number of
products to member states of the Latin American Integration Association (ALADI).

Narcotics Cooperation: After having been denied certification for four consecutive years for
inadequate cooperation in drug control, Colombia obtained certification under the Foreign Assstance
Act in 1999 and again in 2000.

Colombia remains the world' s leading producer and distributor of cocaine and an important supplier of
heroin. In the case of coca, small farmers of fields no larger than three hectares are respongible for 40
percent of production, while 60 percent of production comes from large commercid fields controlled
by drug-trafficking organizations. In the case of poppy, most production comes from small-scale family
plots of less than one hectare. Coca cultivation in Colombiaincreased by 20 percent in 1999.
According to the Colombian Nationa Police, officid counternarcotics operations in 1999 included the
seizure of amost 30 metric tons of cocaine HCL and cocaine base, 140 metric tons of coca leaves, 61
metric tons of marijuanaand 644 kilos of heroin, morphine and opium, the seizure of 540 vehicles, 189
boats and 422 weapons, as well as the destruction of 44 clandestine airstrips, and the arrest of over
2,200 persons. According to gtatistics from the Colombian National Police, over 42,000 hectares of
illicit crops were sprayed in the first half of 2000. However, recent satdllite images indicate that there
has been a sgnificant increase of coca crops and, consequently, of cocaine production.

In December 1996, the Colombian Congress adopted an asset-forfeiture law aimed at narco-
traffickers. In February 1997, pendties were increased for a number of crimes, including narco-
trafficking and money laundering. Progress on implementing the new asset forfeiture law has been dow
but procedura changes were introduced in 1999 to streamline forfeitures. In December 1997, the
Colombian Congress passed an amendment to rescind the 1991 condtitutiona ban on extradition of
Colombian nationals. In November 1999, the first Colombian nationa was extradited to the U.S.
following the change in the law. Improved U.S.-Colombian law enforcement cooperation was
dramaticdly demondtrated by “Operation Millennium,” the investigation which led to the arrest of 30
magor narcotics traffickers by Colombian police. Extradition of these individuasto the U.S. has been
requested.

The effect of the ATPA on drug crop eradication efforts has been indirect. Much of ATPA-related
investment has flourished in regions where there is no presence of illegd crops. However, the ATPA
has hel ped the counter-narcotics efforts in Colombia by providing employment aternativesto
Colombians who might otherwise support the drug trade. The flower sector is particularly relevant in
thisrespect. It generates approximately 75,000 direct and nearly 50,000 indirect jobs. In many cases,
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displaced persons and migrants fleeing from violence in drug producing regions are recruited to work in
flower plantations. The flower industry thus provides dternative employment opportunities. The same
argument can be gpplied to sugar cane plantations, which generate approximately 40,000 direct jobsin
the conflict-ridden “Valle dd Cauca’ region. Accessto the U.S. market for ATPA exportsis
important for supporting dternative crop prices at economicdly viable levels.

ATPA preferences dso bolster efforts by the Colombian private sector to press their Government on
counter-narcotics reforms. The U.S. Government has enjoyed strong support from the private sector
for important U.S. counter-narcotics godss, such as passage of legidation on asst forfeitures and
money laundering, increased pendties for narcotics offenses, increased eradication efforts and passage
of agtrong extradition law. Discontinuation of ATPA benefits would have a negative impact on
dternative development and U.S. Government counter- narcotics goas.

The Colombian Government Agency for Drug Crop Substitution and Alternative Devel opment
(“PLANTE”) runs an dternative development program that seeks voluntary crop substitution,
reestablishing market conditions for peasants and indigenous communities. Through this program
Colombiaisinvesting in development projects in several coca and poppy growing aress. The program
aso complements law enforcement eradication campaigns through socid projects that contribute to licit
income generating opportunities. Since 1998 when President Pastrana took office, the PLANTE
program has lost 75 percent of its operational resources due to budgetary cuts implemented as part of a
fiscal adjustment policy. However, an agreement between PLANTE and UNDCP provided new
resources amounting to $1 million. PLANTE will dso receive sgnificant U.S. Government assstance
under the recently passed supplementa gppropriation for Colombia. According to PLANTE figures,
16,000 peasants moved fromiillicit to licit crops between 1998 and 1999.
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Expropriations: Three foreign investors have outstanding claims based on land and squeatter disputes.
In each case, the Ecuadorian Government has sought to resolve the claims.

Expropriation is provided for in Ecuadorian law with appropriate compensation. Cases of
expropriation have been infrequent. When they occur, the individua has the right to petition ajudge to
establish the appropriate price for expropriated holdings. The Agrarian Development Law redtricts the
grounds for expropriation of agricultural land and makes land cases subject to regular courts. The
extent to which investors and lenders receive prompt, adequate and effective compensation islargely
related to the particular judicid process underway. However, the treetment is legdly identicd for both
foreign and domestic investors. Under Ecuador's Bilaterd Investment Treaty with the United States,
expropriation can only be carried out for a public purpose, in a nondiscriminatory manner, and upon
payment of prompt, adequate and effective compensation.

Arbitral Awards. The Adminigtration is not aware of any problemsin thisarea. The U.S.-Ecuador
Bilatera Investment Treaty provides for internationa arbitration of disputes at the investor's option.
Ecuador isamember of the Internationa Center for the Settlement of Investment Disputes (ICSID).

Reverse Preferences: The U.S. Government has no indication that Ecuador has granted such
preferences to the products of a developed nation. Furthermore, Ecuador is a current WTO member
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and, accordingly, is bound by the most-favored-nation provisonsin the WTO Agreements.

I ntellectual Property and Government Broadcast of Copyrighted Material: Patents,
trademarks, and industrial designs are protected by Andean Community Decisons 344 (the Common
Industriad Property Regime) and 345 (the Common Regime to Protect Plant Varieties). Copyrights are
protected by Andean Community Decision 351 (the Common Regime on Copyright and Neighboring
Rights). These decisions, which were adopted in 1993 and 1994, are comprehensive and represent a
ggnificant improvement over earlier sandards of protection for intellectua property in the Andean
Community countries.

On September 14, 2000 Andean Community trade ministers gpproved Decision 486, to replace
Decison 344 as the Andean Community's common industrid property regime effective December 1,
2000. The new Decision 486 is an important improvement over Decision 344 in terms of conformance
with the provisions of the World Trade Organization (WTO) Agreement on Trade Related Aspects of
Intellectud Property (TRIPS), eg., nationa trestment, most-favored nation treatment, and border
control measures.

Nonetheless, U.S. pharmaceutical companies are concerned that Decision 486 does not go far enough
in ensuring the patentability of "second use’ innovations. Both the U.S. pharmaceuticd and
agrochemica indudtries are dso concerned that Decision 486 is not sufficiently explicit regarding the
confidentidity of dataincluded with patent applications. The U.S. Government is currently examining
the TRIPS-consstency of these provisions.

In 1998, the Ecuadorian Congress passed, and the President signed a comprehensive law significantly
improving the legd basisfor protecting IPR, including patents, trademarks and copyrights.

The IPR law provides Sgnificantly grester protection for intellectua property rights, and enforcement of
patents and copyrights has improved. However, it remains difficult to gain protection through the legd
sysem. Thereisawidespread locd trade in pirated audio and video recordings, computer software
and clothing. Locd regigration of unauthorized copies of well-known trademarks has been reduced.
Some loca pharmaceutica companies produce or import pirated drugs and have sought to block
improvement in patent protection.

Ecuador's new PR law incorporates Andean Community Decisions 344, 345 and 351 and many
agpects of the WTO TRIPS agreement. The law provides crimind and administrative relief to right
holders. Ecuador hasratified the Berne Convention for the Protection of Literary and Artistic Works
and the Geneva Phonogram Convention, but not the Paris Convention for the Protection of Industria
Property. Ecuador has observer status in the World Intellectua Property Organization (WIPO).

The IPR law extends patent protection for 20 years from date of filing. Patenting of pharmaceutical
productsis permitted. Compulsory licensng isrdativey limited. In infringement cases, the burden of
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proof lieswith the aleged infringer. Thelaw aso provides patent protection for new drugs. Pipdine
gpplicationsfiled in 1994 may ill be processed, and a small number have been approved. However,
in 1999 the Andean Tribund ruled againgt Ecuador for issuing pharmaceuticd pipeline patentsin spite
of Ecuador's bilatera obligation with the United States to provide pipeline protection. Since the
Andean Tribund's ruling, no additiond pipeline goplications have been approved in Ecuador. In
addition, third parties have filed petitions or judicid actions requesting the nullification of aready-
granted pipeline patents.

The IPR law provides protection for industrial designs and extends protection to industrial secrets and
denominations of origin. Semiconductor chip layouts are protected. The law provides protection for
development of new plant varieties and biotechnology products.

Trademark registration is permitted for renewable 10-year periods, but registration may be canceled if
the mark is not used in the Andean region for aperiod of three years. The IPR law provides protection
for well-known trademarks. A trademark registration cannot be voluntarily surrendered without
consent of licensees.

The IPR law protects copyrights for printed and recorded works for the life of the author plus 70 years.
Computer programs are protected, abeit as atype of work distinct from literary works. The IPR law
covers software.

Ecuador remains on the Specia 301 “Watch Ligt” for serious problems of enforcement of intellectud
property rights (IPR). Pirating of recorded materia, textbooks and software programsis rampant. The
national police and the customs service are responsible for carrying our IPR enforcement orders. Inthe
past, it has been difficult to get court orders enforced or to secure effective police action. However,
there are reports this Stuation is improving subgtantialy.

Extradition: An extradition treaty was sgned in Quito on June 28, 1872, and entered into force on
November 12, 1873. A supplementary extradition treaty was signed in Quito on September 22, 1939,
and entered into force on May 29, 1941. The treaties permits the extradition of U.S. citizens.

Workers Rights. Under the Condtitution and the labor code, most workers have the right to form
trade unions. Approximately twelve percent of the labor force isunionized. Public sector employeesin
nonrevenue earning entities, as wel as security workers and military officias, are not permitted to form
trade unions. The labor code reform of 1991 raised the number of workers required for an
establishment to be unionized from 15 to 30, which the ILO Committee on the Freedom of Association
congdered too stringent. In March 2000 a new labor law alowed businesses to hire workers on
‘individud contracts,” and unions have complained that this further undermines freedom of association
snce these workers are not alowed to join unions.

Mogt public employees maintain membership in some labor organization, and there are frequent illegd
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drikes despite the fact that, technicaly, most public sector employees are prevented from joining unions
and lack collective bargaining rights. During lega dtrikesin the private sector, sdaries and benefits
continue to be paid by employers.

The labor code requires dl private employers with 30 or more employees belonging to aunion to
negotiate collectively when so requested by the union. The labor code prohibits discrimination against
unions and requires that employers provide facilities for union activities upon the union's request. The
revised |labor code provides for resolution of labor conflicts through an arbitration and conciliation
board comprised of one representative of the Ministry of Labor, two from the union and two from
managemen.

In 1990, the Government approved alaw alowing the establishment of free trade zones in Ecuador.
Most maguila operations are related to textiles or fish processing. Thereis no prohibition on freedom
of association in the free trade zones, but the maguilalaw permits the hiring of temporary workers for
the maquilaindustry. Because temporary workers are not covered by the labor code, enforcement of
anti-union discrimination laws is much more difficult in this sector.

The Condtitution and the labor code prohibit forced compulsory labor. The law aso prohibits the
employment of persons under the age of 14 years old, except in specid circumstances such asan
goprenticeship. Enforcement of this provison is uneven, epecidly in rurd communities. In the cities,
many children under 14 years old work in family busnessesin the informal sector.

The minimum wage appears inadequate to provide a decent standard of living for aworker and his or
her family. Most organized workers in state industries and in the formal sector (private enterprises)
earn more than the minimum wage and are provided other sgnificant benefits through collective
bargaining. The mgority of workers work in the large informa sector, without recourse to the minimum
wage or legdly mandated benefits.

Economic Conditions: Since the end of 1997, Ecuador has experienced one of the most profound
and wrenching economic crises of its history. After years of weak growth, Ecuador's GDP tumbled 7.3
percent in 1999. By the end of that year, the incomes of 70 percent of al Ecuadoriansfell below the
poverty line. The corresponding figure in 1995 was 34 percent.

In response, the Government has adopted the U.S. dollar asits nationa currency and embarked on a
program of comprehendgve economic reform, supported by a stand-by program with the Internationa
Monetary Fund. Theinitid results of these reform measures have been positive. Inflation, which had
accelerated to an annud rate of more than 100 percent earlier in the year, has begun to subside, and
there are severd indications (e.g., rising imports, increased consumption of congtruction materias,
increased depositsin the banking system) of a nascent economic recovery. To sugtain thistrend, the
Ecuadorian Government will need to maintain fisca discipline, improve the invesment dimete, and
repair the country's week financia system.
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Effect of the ATPA: Despitethe ATPA's provision of duty-free entry to awide range of Ecuadorian
products, the country's exports remain concentrated in petroleum and a handful of other traditional
products. In thefirst haf of 2000, petroleum and its derivatives accounted for 44.5 percent of
Ecuador's exports to the United States, up from 34 percent in 1992. The only economicaly significant
nontraditional export product that has grown sgnificantly during the ATPA's tenure is cut flowers.
Since the ATPA's inception, Ecuador's exports to the United States of this product have increased
more than six-fold. In 1999, cut flowers accounted for five percent of total Ecuadorian exportsto the
United States (over $90 million).

Inward investment flows reflect Ecuador's petroleum-dependent export profile. The oil sector
accounted for more than three-quarters ($407 million out of $531 million) of the direct foreign
investment (DFI) entering Ecuador in 1998, the latest year for which datais available. DFI outside the
oil sector remains modest and is focused on financid services, food processing, telecommunications, the
chemica and pharmaceutica indudtries, and machinery and vehicle manufacturing. For Ecuador to take
full advantage of the possible investment benefits that accrue from the ATPA, it will need to dter its
reputation as a country where the rules of the game for foreign investors are changed with impunity.

Market Access: Ecuador's trade regime has gradually been liberalized over the last severd years. Its
accesson to the WTO in 1996 was particularly important in improving access to Ecuador's market.
However, anumber of trade barriersremain. For example:

-- Despite recent improvements, bureaucratic procedures required to obtain clearance for imports from
the Government’ s tandards-setting body still appear to discriminate againgt foreign products.

-- Ecuador has not yet fulfilled its 1999 bilateral commitment to the United States to accept U.S.
certificates of free sde asthe basis for sanitary regigtrations.

-- Corruption and inefficiency in the sanitary regigiration process have delayed and even blocked the
entry of some agricultura imports from the United States.

When it joined the World Trade Organization (WTO) in January 1996, Ecuador bound most of its tariff
rates at 30 percent or less. Ecuador’s average applied tariff rateis about 13 percent ad valorem.

Since February 1995, Ecuador has applied acommon externd tariff (CET) with two of its Andean
Community partners, Colombiaand Venezuda. Although Ecuador has harmonized its tariff schedule
with the CET, it took numerous exceptions in order to maintain lower tariff rates on capitd goods and
indugtrid inputs. Agricultura inputs and equipment are imported duty-free. In February 1999, the
Government of Ecuador imposed additiona surcharges on imports until April 1999 to raise additiona
revenues. Given Ecuador’s continuing fiscal problems, the surcharges could be extended indefinitely.

Ecuador’ s foreign investment policy is governed largdly by the nationa implementing legidation for
Andean Community Decisions 291 and 292 of 1991 and 1993, respectively. Foreign investors are
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accorded the same rights of entry as Ecuadorian private investors, may own up to 100 percent of
enterprises in most sectors without prior government approva, and face the same tax regime. There
are no controls or limits on transfers of profits or capita, and foreign exchangeis readily avallable.
There are no performance requirements, with the exception of the auto regime. A Bilatera Investment
Treaty with the United States that guarantees access to binding internationa arbitration entered into
forcein May 1997.

Certain sectors of the economy are reserved to the state, although the scope for private sector
participation, both foreign and domestic, isincreasing. All foreign investment in petroleum exploration
and development in Ecuador must be carried out under a contract with the state oil company.
However, the Government plans to attract increased foreign investment in the telecommunications,
electricity and oil sectors through privatization and new legidation. Recently passed legidation dlows
51 percent of the state’ s eectrical sector facilities and telephone companies to be sold. Foreign
investment in domestic fishing operations, with exceptions, is limited to 49 percent of equity. Foreign
companies cannot own more than 25 percent equity in broadcast Sations. Foreign investors must
obtain armed forces gpprova to obtain mining rights in zones adjacent to internationa boundaries.

WTO Agreements Ecuador acceded to the WTO in January 1996. The Government of Ecuador
has not complied with its WTO accesson commitment to equalize the gpplication of excise taxes
between imported and domestic products. Ecuador has aso failed to meet deadlines for fulfilling some
of its WTO obligations to diminate remaining nontariff barriers. These include requirements for prior
authorization for certain goods before the centra bank can issue an import license. In the case of
certain agriculturd products, the Minigtry of Agriculture often denies the issuance of import permitsto
protect local producers. The U.S. Government is continuing to press the Government of Ecuador on
these matters, and is reviewing the most recent Andean |PR decision relating to patents (see above).

Subsidies or Other Requirementsthat Distort I nternational Trade: Ecuador does not use
export subsidies. Thereis adrawback system to reimburse the cost of duties and taxes paid on raw
materials and other inputs incorporated in products that are subsequently exported.

Trade Policies that Revitalize the Region: Ecuador acceded to the Andean Community in early
1993. For Ecuador, the Community as a bloc is becoming amore important trading partner.
Ecuadorian exports to the Community in the first haf of 2000 represented 13.2 percent of its total
exports, dmogt twice the sharein 1996. Imports from the Community aso increased from 19.6
percent in 1996 to 24.9 percent in the first haf of 2000.

Narcotics Cooperation: Ecuador received full certification for its cooperation in 1999 with the
United States on counter narcotics issues under the Foreign Assistance Act, as described in the

International Narcotics Control Strategy Report of March 2000.

Ecuador, with the support of the U.S. Government, maintains an active drug detection and interdiction
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program. Its programs focus on demand reduction, interdiction, training in police investigations, drug
detection, information sharing and control of money laundering. A new program, initiated in 1996,
targets modernizing thejudicid system.

The Government of Ecuador continues to work with the United States Government to reduce
trafficking through Ecuador. Ecuador has criminalized the production, transport and sale of controlled
narcotic substances. Although smuggling of precursor chemicas through Ecuador remains a problem,
the Government of Ecuador is making efforts to monitor and control these chemicals. Thereis sufficient
evidence to conclude that despite Ecuadorian efforts, transshipment of narcotics through Ecuadorian
maritime and land routes to the United Statesis widespread.

The ATPA has played an important role in providing trade opportunitiesin agricultural industriesin
Ecuador. Such opportunities have provided the citizenry with jobs, thus preventing them from
becoming involved in growing narcotics crops and, consequently, preventing the entrenchment of
narcotics trafficking in Ecuador. ATPA's contribution to the rapid growth of Ecuador’s cut flower
industry has been particularly important. Cultivation of fresh fruits, vegetables, and ceredsin the
highlandsis dso growing and offering smilarly promising export and employment opportunities.
Ecuador’ s beneficiary status under the ATPA helps to create the conditions for such opportunities.

The successful development of agricultura industriesin Ecuador would help preclude Ecuador’s
transformation into a magor coca-producing country. Ecuador's proximity to Colombia and Peru,
respectively the world's leading coca leaf and cocaine hydrochloride suppliers, warrants a continuing
need for vigilance to prevent illicit crop cultivation in Ecuador.
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Expropriations: According to the Condtitution, the Peruvian Government can only expropriate
private property on public interest (such asfor public works projects) or nationa security grounds.
Any expropriation requires the passage of a specific act of the Congress. The Government of Peru has
expressad its intention to comply with international standards concerning expropriations; recent
expropriations of agricultura land south of Limaand of land adjacent to the Limainternationd airport
have not dicited complaints of lack of due process or prompt, adequate compensation. Neither of
these recent cases involved foreign investors. Adequate payment to owners of agricultura lands
expropriated by the Peruvian Government in 1968 is il at issue, and one such dam involving an
American citizen has been brought to the Embassy's attention. The claimant has not yet pursued
domestic remedies, however. The Embassy is not aware of any other current investment dispute
between U.S. citizens or companies and the Government of Peru.

Arbitral Awards. The Adminigration is not aware of any problemsin thisarea. Peru accepts binding
international arbitration of investment disputes between foreign investors and the state, in accordance
with nationd legidation or internationd treaties Sgned by the Government. A law permitting
internationd arbitration of disputes between foreign investors and the Government or state-controlled
firmswasissued by decree during December 1992. Peru isaparty to the 1958 New Y ork Convention
on Recognition and Enforcement of Foreign Arbitr Awards. The Embassy isaware of acasein
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which aU.S. contractor has endeavored unsuccessfully to bring to arbitration its dispute with Peru's
National Program for Potable Water and Sewage (PRONAP). However, arbitrationislisted as an
option rather than an obligation in the contract in question.

Peru's adherence to ICSID (International Conference on Settlement of Investment Disputes) has
improved the Government's ability to conclude bilatera investment agreements. Disputes between
foreign investors and the State regarding exigting contracts must till be submitted to nationd courts.
However, investors who conclude ajuridica stability agreement for new investment are permitted to
submit contract disputes with the Government to nationa or internationa arbitration by common
agreement.

Reverse Preferences: The U.S. Government has no indication that Peru has granted such preferences
to the products of a developed nation. Furthermore, Peru is a current WTO member and, accordingly,
is bound by the most-favored-nation provisons in the WTO Agreements.

I ntellectual Property and Government Broadcast of Copyrighted Material: Protection of
intellectud property rights (IPR) in Peru has improved significantly over the past decade, but ill fals
short of U.S. and internationa standardsin severd areas. After Sx years on the U.S. Government's
"Watch Ligt" under the Specid 301 provisons of the 1988 Trade Act, Peru was raised to the "Priority
Waich Ligt" in 1999. Peru remains on the Priority Watch List due to concerns about the adequacy of
Peru's enforcement of its IPR laws, particularly with respect to the relaively wesk pendtiesthat have
been imposed on IPR violators.

Peru's Indtitute for the Defense of Competition and Protection of Intellectual Property (INDECOPI)
was established in 1992 and is charged with promoting and defending intellectud property rights
pursuant to Peruvian law and relevant Andean Community decisions. Patents, trademarks, and
industrial designs are protected by Legidative Decree 822 of 1996 and by Andean Community
Decisons 344 (the Common Industrid Property Regime) and 345 (the Common Regime to Protect
Plant Varieties). Copyrights are protected by Legidative Decree No. 822 of 1996 and by Andean
Community Decison 351 (the Common Regime on Copyright and Neighboring Rights). These
decisons, which were adopted in 1993 and 1994, are comprehensive and represent a significant
improvement over earlier sandards of protection for intellectud property in the Andean Community
countries. The Government of Peru published a Supreme Decree on June 6, 1997 to ensure that the
provisions of the 1996 Intellectua Property Law Legidative Decree 823 would be interpreted
congstently with the TRIPS agreement.

On September 14, 2000 Andean Community trade ministers gpproved Decision 486, to replace
Decison 344 as the Andean Community's common industria property regime effective December 1,
2000. The new Decision 486 is an important improvement over Decision 344 in terms of conformance
with the provisions of the World Trade Organization (WTO) Agreement on Trade Related Aspects of
Intellectud Property (TRIPS), eg., nationa treatment, most-favored nation treatment and border
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control measures.

Nonethdess, there is some question within the Andean Community about whether nationd law or the
Community Decisons on IPR would prevail in the case of conflict between them. Although it had been
previoudy thought that the higher standard would prevail, the Andean Community Secretariat issued
rulings in 2000, which determined that Peru violated Decison 344 by issuing "second use” patents.
These rulings (Andean Community resolutions 358 and 406) threaten to undermine the ability of
member states to implement nationd laws that are stronger than Andean Community norms. U.S.
pharmaceutical companies are particularly concerned that, in light of resolutions 358 and 406,
ambiguities in the new Decison 486 regarding the patentability of *second use" innovations could
undermine the Peruvian Government's ability to enforce second use patents. Both the U.S.
pharmaceutical and agrochemica industries are dso concerned that Decision 486 is not sufficiently
explicit regarding the confidentidity of dataincluded with patent applications, thereby opening the way
to the possible erosion of protections for such information. The U.S. Government is currently
examining the TRIPS-consstency of these provisions.

No alegations of unauthorized broadcast of U.S. copyrighted materia by a government-owned entity
have been made. There have been complaintsin recent years of cable televison piracy of videos.

The Government of Peru isamember of the following international conventions on intellectua property:

. Convention Establishing the World Intellectud Property Organization (WIPO);

. Berne Convention for the Protection of Literary and Artistic Works,

. Rome Convention for the Protection of Performers, Producers of Phonograms and
Broadcasting Organisations,

. Convention for the Protection of Producers of Phonograms Againgt Unauthorized Duplication
of Their Phonograms,

. Treaty on the Internationa Regigtration of Audiovisud Works, and

. Convention Rdlating to the Didtribution of Programme-Carrying Signas Transmitted by

Saellite (Brussds).

Extradition: A treaty on extradition was signed in Lima on November 28, 1899, and entered into
force on February 22, 1901. The treaty permits the extradition of U.S. citizens. It specifiesalist of
extraditable offenses and excludes the extradition of nationals. The U.S. has been negotiating a new
extradition tresty with Peru aimed a incorporating the principle of dud crimindity and alowing the
extradition of nationas. Two 1998 negatiating sessons in Washington and in Lima resulted in
agreement in September 1998 on the text of anew treaty initialed by both sdes. However, afind
treaty remains to be concluded.

Workers Rights. Peru's 1993 Congtitution assures the right of freedom of association and the right to
form alabor union without authorization. The Congtitution expresdy provides public and private sector
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workers the right to organize, bargain collectively and strike. Itisillega for employers to condition
employment on union membership or nonmembership. Employees cannot legdly be dismissed for
union affiliation or activities. With perastently high levels of unemployment (8 percent) and
underemployment (45 percent), the proportion of Peru's workforce affiliated with labor unions has
dropped in recent years from five percent to about three percent.

In addition, the ILO has expressed concerns regarding the lack of unionization in Peru and has
repestedly urged the Government to reform its labor code to address provisons that violate
internationdly recognized worker rights. The 1992 Industrid Reations Act and the subsequent 1995
96 amendments include the following controversa provisons

. A mgority of both workers and of enterprises within asingle sector as well as employer
agreement is a prerequisite to negotiating a collective bargaining agreement.

. The dimination of compulsory reingtatement for workers who are found to have been unjustly
fired for engaging in union activities

. A magority of al workers, regardless of union membership, must vote for adtrike.

. A broad definition of “essentid services’ that includes prisons, trangport and judicia
organizations.

. Powers given to the Government to stop strikes if the extend for an “excessve’ period of time.

. Reped of occupationd safety and health law except in the most dangerous enterprises.

The ILO Committee on Freedom of Association (Case No. 1648/1650) notes that the “mgority of dl
workers’ requirement to strike violates freedom of association. ILO/CFA Case No. 1845 tates that
the provison that alows the Government to end strikes is open to “subjective interpretation” and should
be revised.

The 1995-96 amended Peruvian Labor Code dso permits enterprises to employ up to 30% of their
workforce from youth workers between the ages of 16 and 25 who are precluded from union
membership and participation. The ILO has commented that this provision of the labor code violates
Convention 87 on Freedom of Association, and has urged the Government to “take the necessary steps
S0 asto guarantee the right [of association] to the workers concerned both in law and in practice...”
(See Case 1796, Par. 464).

Also excluded from joining unions are workers hired through work cooperatives, temporary service
companies and auxiliary services. The Labor Code alows companies to employ up to 20% of thelr
work forcein this manner, and due to the workers' relationship with athird party organization they are
precluded from having a“direct rdaionship’ with the enterprise. In this casethe ILO has urged the
Government to take the necessary steps to protect the rights of temporary workers.

There are no redtrictions on union membership in internationa labor organizations. Several mgor
unions and labor confederations belong to internationd labor organizations such asthe ICFTU, the
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internationa trade secretariats and regiona bodies.

The Congtitution prohibits forced or compulsory labor. There were no reports last year of forced
labor. The Condtitution does not prohibit specificaly forced or bonded Iabor by children. There were
occasond dlegations of such labor in the informa gold mines of Madre de Dios department in recent
years. However, information obtained in 1999 indicates that the practice is no longer a problem.

The minimum legal age for employment is 14 and education through secondary school is compulsory.
However, children between the ages of 12 and 14 may work in certain jobs to help support their
familiesif they obtain speciad permission from the Ministry of Labor and certify that they are dso
attending school. In certain sectors of the economy, higher minimum legdl ages arein force: 14 in
agricultura work, 15 in indugtriad, commercid, or mining work, and 16 in the fishing industry.

The 1993 Condtitution provides that workers should receive a"just and sufficient” wageto be
determined by the Government in consultation with labor representatives, and workers are expected to
be protected againgt lost wages resulting from arbitrary dismissal from their jobs. Resource condraints
complicate enforcement of occupationa hedlth and safety standards.

Economic Conditions: Peru isessentidly a free market economy, the result primarily of economic
reforms indtituted by the Fujimori Adminigtration since 1990. During the past decade the Government
has implemented a wide-ranging privatization program, strengthened and smplified its tax system,
opened the country to foreign investment and lifted exchange controls and regtrictions on remittances of
profits, dividends and royalties.

One result of this program has been the approximate doubling of U.S. exportsto Peru over five years.
Not only did bilaterd trade rise to nearly $4 billion in 1997 (the last year of rapid growth for Peru) but
that trade blossomed with near balance between exports and imports. The U.S. continues to be the
largest source of Peru's imports (with an gpproximate 30 percent share of the total) and the main
destination of its exports (dso approximately a 30 percent share). Direct and indirect investment flows
from the U.S. to Peru also grew sharply through the mid-1990s, and the U.S. ranks with Spain as
Peru'stop investor.

In 1998 and 1999 a series of climatic and externd financial shocks combined to produce arecesson in
Peru. To these negative factors were added the dectord and political turmoil surrounding the July
2000 re-dection of Presdent Alberto Fujimori to an unprecedented third five-year term. The economy
showed a marked recovery in the first half of 2000, growing 6 percent over 1999's low base.
Nonethdess, unemployment persisted at about 8 percent, with underemployment at approximately 45
percent. In its multi-annua macroeconomic framework, the Government of Peru set the following
targets for 2000, assuming no new externd shocks: five percent GDP growth, inflation of four percent,
abudget deficit of 1.9 percent of GDP, and a current account deficit of four percent of GDP.
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By September 2000 the Government had initiated a democratic reform agenda under the observation
of an Organization of American States (OAS) mission and had announced short-term economic
messures amed at tightening the Government's fiscal discipline and promoting grester foreign
investment. However, in late September, apalitica crisisled to President Fujimori's resignation and
remova from office. While new eections have been scheduled for April 2001, it islikely that politica
uncertainties will dow the pace of economic recovery.

Effect of the ATPA: The growing importance of the U.S. market for Peruvian exportersis reflected
by the fact that the U.S. share of Peru'stota exports grew from about 16.6 percent in 1994 to nearly
30 percent in 1999. In August 1993 Peru became eligible for preferential trade under ATPA. Peru's
exports under ATPA have since gained an increasingly important role in Peru's economy, as exporters
have discovered that ATPA offers greater advantages than the benefits offered under the Generalized
System of Preferences (GSP). According to Peru's Trade Ministry, in 1994 only fourteen percent of
Peru's exports to the U.S. entered under the ATPA. In 1999, some 34 percent of Peru's $1.87 hillion
in exports to the U.S. entered under the ATPA. Meanwhile, the proportion of Peru's exports entering
the U.S. under the GSP program declined steadily over the same period and represented only three
percent of Peru's 1999 exports.

Among traditiona export products, ATPA has particularly benefitted Peru's copper exporters. Exports
of refined copper, which is excluded from GSP benefits, are included in the ATPA, adlowing
preferentia treatment for Peru's top export to the United States. U.S. imports of Peruvian copper
totaled gpproximately $356 million in 1999. Peru's nontraditiona export sector has aso obtained
important benefits from the ATPA. For example, Peru’s agparagus exports to the U.S. also appear to
have benefitted from the ATPA program. Peru's asparagus exports to the U.S. totaled $37 million in
1999.

The ATPA has dso helped to bolster the Government of Peru's dternative development programs
amed a promoating the cultivation of licit crops such as coffee and cacao in areas of illicit coca
cultivation. The Government of Peru estimates that the area under coffee cultivation has doubled since
1997, growing from 9,672 hectares to 19,422 hectaresin 2000. The area under cacao cultivation has
nearly tripled in the same period, growing from 1,530 hectaresin 1997 to 4,482 hectaresin 2000.
Meanwhile, Peru's area under coca cultivation has dropped by 66 percent in the last four years.

The Peruvian Government has stated thet it attaches a high priority to seeking the renewd of the ATPA
and its expansion to include Peruvian textile products. In the past year, the Government of Peru and
the private sector formed a public-private consortium, "ExporAmerica,” aimed specificaly at promoting
this objective. Peru's gppare exports to the United States, which enter with tariffs averaging about 21
percent, currently total about $307 million per year. ExporAmerica estimates that inclusion of textile
products in the ATPA could boost this sector's growth by about 40 percent per year and generate
some 32,000 direct new jobs and 78,000 indirect new jobs over the next three years.

47



Market Access: Peru imposes 12 percent duties on 95 percent of theitems on its tariff schedule and
20 percent on the rest (primarily textiles, footwear and some agricultura products). The weighted-
average taiff is gpproximately 13 percent, down from 80 percent in mid-1990. Most imports are dso
subject to an 18 percent value added tax, as are domestically produced goods. 1n addition, an excise
tax (1SC) is gpplied to certain products such as automobiles. There are no quantitative import
redrictions and dmost al other nontariff barriers (subsidies, import licensing requirements and most
import prohibitions) have been diminated.

In March 1991, Peru introduced a "temporary” 5 percent tax plusimport surcharge (variable levy) on
some basic agricultural commodities, of which rice, corn, sugar and milk products remain taxed. The
Government argued that the surcharges were necessary to offset subsidies by exporting countries. The
surcharges are caculated on aweekly basis, according to prevailing international prices for each
commodity. Asa condition for disbursement of a trade-sector loan from the Inter-American
Development Bank, the Government agreed to phase out the surcharges over athree-year period
ending in 1997. The Government began reducing the surcharges in incrementsin April 1994, but they
continue on severd products.

WTO Agreements. Peru was afounding member of the World Trade Organization and was a
contracting party to the GATT beginning in 1948.  Although Peru and its Andean Community partners
were obliged to bring their PR regime into compliance with the WTO TRIPS agreement by January 1,
2000, their negotiations of corresponding changes to Andean Community Decison 344 remained
incomplete until September 14, 2000.

The Peruvian Government adopted the WTO Customs Vauation Code for 50 percent of the tariff
codes on January 1, 2000, and the remaining haf on April 1, 2000.

In February 2000, BellSouth complained to USTR that the Government of Peru's telecommunications
regulator, Osiptd, had not fully complied with the WTO Basic Telecommunications Agreement by
mandating cost-based interconnection rates for new telecom providers to connect with Peru's dominant
telecom carrier, Telefonicadd Peru. Osipte later approved a fixed-to-fixed interconnection agreement
between BellSouth and Telefonica

The U.S. Government has not identified any significant violations by Peru of the WTO Agreements at
thistime, though it is reviewing the most recent Andean |PR decison rlating to patents (see above).

Subsidies or Other Requirements that Distort I nternational Trade: The Fujimori Adminigtration
eliminated trade distorting actions, such as export subsidies, and put in place measures to ensure that
reference prices, sanitary regulations, and antidumping mechanisms are not used as protectionist
Measures.

Trade Policies that Revitalize the Region: Peru has been amember of the Andean Community
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(and its predecessor Andean Pact) since 1969. 1n 1992, Peru suspended its participation in the
Andean Community's integration process because it was reluctant to abandon itstwo leve tariff
gructure for the four-tiered common externd tariff (CET) favored by the other members. 1n 1997,
Peru agreed to be fully and gradudly incorporated into the Community's free trade area (FTA) by
December 2005. Nonethdess, amgjority of its trade within the Community is aready free of tariffs.
Peru does not adhere to the Community's CET, maintaining its own, flatter tariff structure.

As part of the Andean Community, Peru has participated in lengthy negotiations to establish a free trade
areawith MERCOSUR. On April 16, 1998, the Andean Community signed a framework agreement
with MERCOSUR as the firgt step toward building a South American free trade zone. Although
negotiations with MERCOSUR came to a standstill in 1998, the Andean Community concluded atrade
liberdization agreement with Brazil that entered into force in Peru in August 1999. This agreement
gives preferentia treatment for about 98 percent of Peru's exports to Brazil, while 44 percent of
Peruvian imports from Brazil were granted preferentia treatment.

Within the framework of the Latin American Integration Association (ALADI), Peru has signed bilaterd
trade agreements with Argentina, Brazil, Chile, Cuba, Mexico, Paraguay and Uruguay. Although tariff
concessions under most of these agreements are relatively limited, Peru's 1998 agreement with Chile
cdlsfor the dimination of dl trade barriers by the year 2016, with most tariffs removed in the next four
years.

Narcotics Cooperation: On March 1, 2000 Peru received full certification for its cooperation with
the United States on counter narcotics issues under the Foreign Assstance Act. Presdent Clinton's
determination regarding Peru noted that Peru continued to pursue its comprehensive counter-drug
drategy throughout 1999, achieving excellent progress towards the god of diminating illega coca
cultivation. An additiona 24 percent was diminated in 1999, for an overall reduction of 66 percent
over the last four years. Peru's counter-drug aternative development program, working through 103
loca governments, amost 700 communities, and more than 15,000 farmers, significantly strengthened
socid and economic infrastructure in theillicit growing areas and helped shift the economic balancein
favor of licit activities. However, these gains are threatened by risng coca prices, which are a
consequence of new trafficking routes and patterns bypassing previous aeria means of transportation.

Because of losses incurred in the mid-1990s through the Government of Peru's aerid interdiction of
narcotics (arbridge denid program), narcotics traffickers are using maritime shipment of cocaine from
Cdlao and other Peruvian ports, riverine transport and overland transport to move drugs out of Peru.
Maritime trangport of drugsis believed to have increased in 1999. Nonetheless, 1999 successes have
included mgor precursor chemica saizures, arrests of principasin severd drug-trafficking rings and the
destruction of severad cocaine hydrochloride laboratories.

Avallable information indicates that the ATPA has helped to create dternatives to coca production.
Some exporters who use ATPA's preferentia market access provisons have said that they have

49



created dternatives to cocafarming. Exporters of cut flowers, for example, have noted that their labor-
intensive industry in one of the country's coca producing regions draws peasants avay from growing
coca Inaddition, crops eigible for ATPA preferences, such as hearts of pam, are being developed in
cocagrowing regions. Finaly, because the ATPA has been responsible for some investment,
generaing employment in a country with a high unemployment rate, ATPA isan eement in cregting
viable economic dternatives to coca production.

Despite the successes noted above, counter-narcotics authorities expect to encounter strong resistance
from coca growers as eradication efforts begin moving into single crop (coca) aress for the first time.
Further, asthere are not yet any subtitute crops that can compete with current coca leaf pricesin
prime growth aress, the Government of Peru believes that the ATPA should afford grester preference
to subgtitute crops under its aternative development program in order to foster a viable market for licit
crop development.
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Chapter 4

SUMMARY OF FEDERAL REGISTER SUBMISSIONS

There were thirteen responses to the Federal Register Notice (65 Fed. Reg. 48041, August 4, 2000)
that requested public comment on the operation of the ATPA. The full texts of the submissons are
available in the Office of the United States Trade Representative Reading Room, 600 17" Street, NW,
Washington, D.C. A summary of each submission follows.

The Council of the Americas made five mgor pointsin support of the ATPA. Firg, the Council
assarts that the ATPA isa*vital component of the overal U.S. trade, economic and foreign policy in
the Western Hemisphere.”” The ATPA represents a“commitment by the U.S. to promote prosperity,
gtability and democracy in the beneficiary countries” and isa“building block for broader U.S.
leadership efforts in the Hemisphere”  Second, the Council points out that even though the amount of
trade benefitting exclusvely from the ATPA issmdl, it is Sgnificant because of its symbolic importance
as ademondration of U.S. friendship and leadership to the Andean countries. Third, the Council says
that the ATPA is an important step towards successful and timely completion of Free Trade Area of the
Americas (FTAA) negotiations because it provides momentum for further integration by demonstrating
U.S. commitment to the region. Fourth, the Council credits the ATPA with playing both a subgtantive
and symbalic role in U.S. anti-drug efforts by providing opportunities for dternative sources of income.
Finally, the Council supports reauthorization of the ATPA and expansion of the program. According to
the Council, the small volume of ATPA tradeis not an indication of the effectiveness of the program,
but rather it demongrates the need for expanded benefits, particularly in light of the deterioration of the
margin of preference under the ATPA vis-avis tariff reductions under the Uruguay Round, NAFTA
and the enhanced Caribbean Basin Economic Recovery Act (CBERA).

The American Farm Bureau Federation, Michigan Farm Bureau, National Onion Association,
Northwest Horticultural Council, and California Grape and Tree Fruit L eague wrote that the
ATPA has"“measurably affected trade in certain horticultura and specidty products and has had a
ggnificant impact on domestic production of these commodities” Asaresult, these organizations
propose two mgjor changes to the ATPA, “should it berenewed at dl.” First, they request that duty-
free treatment under the ATPA not be accorded to products wherein a country is deemed economically
competitive, which would mirror the criteria now used under the U.S. Generdized System of
Preferences (GSP) program. Instead, the product should face the most-favored-nation (MFN) tariff.
Second, they propose indtituting an automatic, transparent and temporary safeguard mechanism to
addressimport surges of perishable agriculturd commodities.

In a separate submission, the Michigan Farm Bur eau recommends making the same two changesto

the ATPA as were proposed in the submisson summarized above. The Michigan Farm Bureau further
notes that Michigan is the country’ s third largest producer of asparagus, which is used primarily for
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processing. The Bureau clamsthat ATPA trade preferences have enhanced the Peruvian asparagus
industry, which was aready competitive prior to the enactment of the ATPA, and generated a ten-fold
increasein U.S. agparagusimports since 1990.  In particular, the Michigan Farm Bureau alleges that
U.S. imports of Peruvian frozen asparagus “are displacing U.S. frozen asparagus production at an
damingrate” Furthermore, the Bureau says that the ATPA’ s effect on drug-crop eradication “is
highly questionable’ because asparagus and drug crops are grown in different regions of Peru.
Asparagus USA, Michigan Asparagus Advisory Board, and Washington Asparagus
Commission submitted a separate submission but voiced the same concerns as the Michigan Farm
Bureau with respect to the impact of providing duty-free trestment under the ATPA to Peruvian
agparagus. Similarly, these organizations recommend the same two changes be made to the ATPA,
should it be renewed.

The International Intellectual Property Alliance (11PA) prepared a submission that contains a
summary of the status of copyright protection and enforcement in the ATPA region and country reports
on Peru and Colombiafrom [1PA’s February 2000 Specid 301 submissionto USTR. According to
the I1PA, inadequate and ineffective copyright enforcement continues to inflict Sgnificant trade
distortions in the Andean region. 11PA estimates that trade losses due to copyright piracy in 1999 were
at leest $281 million in the ATPA countries. ThellPA notesthat the IPR criteriain the ATPA permit
the U.S. to hdt or limit ATPA privilegesto beneficiary countries that refuse to stop illegd piracy or
provide equitable and reasonable market access to U.S. copyrighted products and services, and
recommends that the criteria® be used to provide incentives for substantid improvementsin the
copyright laws and enforcement practices throughout the Andean region.”

The General Secretariat of the Andean Community made four primary commentsin its
submisson. Firg, the Andean Community Secretariat cites datato show that the ATPA has promoted
greater trade and investment flows between the United States and the beneficiary countries, and has
contributed to the diversfication of such trade flows. With respect to diverdfication, the Andean
Community Secretariat points out that ATPA country exports to the United States covered 2,630
subheadings under the Andean Community tariff nomenclature in 1991 versus 3,645 such tariff
subheadingsin 1997. Second, the Andean Community Secretariat says that the ATPA has contributed
to the economic growth and development of the beneficiary countries and supported the internd
economic reforms implemented by these countries. In addition, the Secretariat clamsthat the ATPA
helped amdliorate the effects of the globa financid crisis that began in 1997 and severdly affected the
region’s economies. Third, according to the Secretariat, the ATPA has encouraged the efforts of the
beneficiary countries to fight drugs and has hel ped ameliorate the associated costs by promoting
economic growth and opportunities for licit employment. Fourth, the Andean Community Secretariat
recommends that the ATPA be renewed and expanded, and include Venezudla. The Secretariat
argues that the ATPA should be extended for an indefinite period like the CBERA, in order to
encourage greater investment flowsto ATPA countries. With respect to Venezuda, the Secretariat
saysitsincluson would increase the use of the program as co-production among beneficiary countries
would increase. Findly, the Andean Community Secretariat believesthat dl products should be digible
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for ATPA preferences, particularly in light of the expansion of U.S. trade preferencesto CBERA
beneficiaries under the Trade and Development Act of 2000. Such differences in the preferences
accorded CBERA and ATPA products are, according to the Andean Secretariat, generating instability
in trade and investment flows between the United States and the ATPA countries and will likely
undermine the ATPA’s effectiveness

The Minigtry of External Relations and Culture of Bolivia wrote that the ATPA should be
renewed and expanded to cover other sectors, such as textiles, leather manufactures, and quota-free
sugar, to preserve current trade flows and generate new exports. Such trade is necessary to expand
economic development and consolidate the significant achievements of the Balivian Government in its
fight againgt drugs. According to the Bolivian Government, Bolivia has eradicated more than 80
percent of illicit cocaand intends to eliminate adl illicit cocaby 2002. However, eradication has
generated sgnificant unemployment. Bolivia operates an dternative development program to provide
employment, but progress has been insufficient because of scarce resources and the difficulties
asociated with commercidizing the dternative products. The Government acknowledges that Bolivia
has not taken full advantage of the ATPA, atributing this largdly to higher cogts than its Andean
competitors and lack of investment in ATPA-dligible products. However, it arguesthat the ATPA’S
role in generating nontraditional exports and promoting economic development has been and will
continue to be critical to win the fight againgt drugs.

The Colombian Government Trade Bureau describes how the ATPA has benefitted the Colombian
economy and supported Colombia s antinarcotics efforts by strengthening the legitimate economy and
cregting aternative employment opportunities. The Colombian Government cites U.S. trade data and
anayss conducted by the Andean Community to show that ATPA has expanded U.S.-Colombian
trade and investment flows and has had a significant socio-economic impact on Colombia, aswell as dl
ATPA countries. According to the Government of Colombia, Colombia’ s exports to the United States
under the ATPA have increased and diversfied sgnificantly, particularly in the chemicals sector. Also,
their andyss shows that as of 1999, the ATPA accounted for $1.21 billion of Colombia's output and
140,000 Colombian jobs. The Colombian Government recommends renewing the ATPA |, particularly
in light of the country’ s deep recesson and high unemployment rate, and expanding the ATPA to
provide benefits smilar to those accorded to CBI countries under the new Trade and Development Act
of 2000 (TDA). Equaly important, the Government notes, isimmediate passage of U.S. emergency
relief for the Colombian appardl industry, which suffered under NAFTA and now islikely to suffer
“further losses and virtua dimination due to the TDA.” The submisson aso includes an overview of
Colombian antinarcotics efforts in the 1990s and a description of Colombia s compliance with the
ATPA digibility criteriathat goes above and beyond what is currently required under the Satute.

According to Ambassador 1vonne A-Baki of Ecuador, the ATPA has had a very sgnificant effect
on Ecuador by spurring nontraditiona exports and economic development, which have helped contain
the spread of illega drug trafficking. In particular, the ATPA has promoted new sectors that have
become growth enginesin formerly margind rurd areas. The ATPA has dso provided asmdl cushion
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during the recent severe recesson. The Ambassador strongly recommends renewd of the ATPA to
sugtain the achievements to date and to contribute to Ecuador’ s anti-drug strategy, particularly along the
Colombian border. The Ambassador also recommends that the ATPA be enhanced to include canned
tuna, textiles and appare, and leather goods to provide ATPA goods U.S. market access equivaent to
products from Mexico and CBI countries.

TheMinistry of Industry, Tourism, Integration and I nternational Commer cial Negotiations of
Peru recommends that the ATPA be extended for at least ten more years and that it be expanded to
cover textiles and appard to achieve parity with NAFTA and CBI products on the U.S. market. The
Government of Peru asserts that the ATPA has been very successtul, but that it could do more. The
Government points out that the ATPA has generated new and expanded exports to the United States
that otherwise would face GSP redtrictions, for example, copper cathodes and asparagus. The ATPA
has dso supported Peru’ s dternative development efforts.  However, the program contributes most to
Peru'sfight againgt drugs by creating broad based economic growth and legd jobsto sem the
migration of the unemployed to illicit activities. The Government of Peru points out that those farmers
involved in coca cultivation usudly are migrants from other parts of the country in search of employment
and new landsto farm. The ATPA’srolein cresting growth and job opportunities at the nationa leve
iscritica, but could be enhanced if textiles and apparel were covered, Peru’s most important and
competitive nontraditional sector. According to the Peruvian Government, because the sector is labor
intensive and higher vaue added, significant jobs could be cregted.

Juan de Jesus Montilla, Minister of Production and Commer ce of Venezuea, requestsincluson
of Venezuelain the ATPA. According to the Minigter, since the ATPA began, drug trafficking through
Venezuela has increased consderably and “reached darming levels” In addition, Venezuela s exports
to the United States, its largest trading partner, are at a disadvantage with respect to the exports of its
Andean partners. Venezuela exports to the United States under the GSP program, but product
eigibility under GSP isless stable than the ATPA and the GSP program has lgpsed at times, requiring
U.S. importersto pay provisond duties. In conclusion, the Minister requests inclusion of Venezudain
the ATPA to equdize preferentid access to the U.S. market among al Andean countries and provide
the opportunity for Venezueato diversfy its trade beyond that of oil and its derivatives.

The submission by the Association of Appare Exportersto the United States
(EXPORAMERICA) of Peru detalls the postive impact incluson of textiles and gppard inthe ATPA
would have on economic growth and employment in Peru. EXPORAMERICA explainsthat Peru’s
successin batling illegd drugswill be at risk if the country’ s Sgnificant unemployment problem is not
addressed.  Although aternative development projects provide legd aternatives in the coca producing
aress, profitable employment opportunities are required nationdly to discourage migration into these
aress. According to EXPORAMERICA, inclusion of textiles and gpparel in the ATPA would
sgnificantly address the unemployment problem. Compared to Peru’ s traditiond raw materia exports
to the United States (primarily low value-added mineras) the verticaly integrated textiles and appare
sector is much more labor intensive and involves more value-added production. EXPORAMERICA
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estimates that ATPA coverage of this sector would create 32,100 new direct jobs and another 78,324
indirect jobsin cotton production and other related sectors and services. Furthermore,
EXPORAMERICA warnsthat Peru’s exports of textiles and apparel to the United States are already
at risk because of the better access conditions facing the products of Mexico, the Caribbean, and
Centrd America, as well asthe future dimination of quotas for China and other Asan countriesin
accordance with WTO commitments.

The Association of Exporters (ADEX) of Peru cites datistics to show that the ATPA has had a
positive effect on Peru’s exports to the United States. According to ADEX, Peru’s exportsto the
United States have grown more rapidly than Peru’ stota exports since the program began. Also, the
portion of Peru’s exportsto the U.S. under the ATPA has gradually increased to account for nearly
one-third. ADEX notes that exports of nontraditiond agricultural products have particularly benefitted,
growing steedily -- unlike Peru’ straditiona agriculturd exports, which are very erratic. Such
nontraditiona exports are playing an important role in providing dternatives to coca cultivation.
However, ADEX points out that expansion of the program to cover gppard and leather manufactures
would rapidly generate new jobs in Peru and would lessen the risk this sector facesin light of the trade
preferences the U.S. accords these products from Mexico and Central America
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