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SUBREGIONAL STRATEGY FOR STRENGTHENING THE TRADE-RELATED CAPACITIES OF FTAA COUNTRIES
1. INTRODUCTION

This Regional Strategy of the Andean Countries has been drawn up within the framework of the Hemispheric Cooperation Program (HCP) approved by the Ministers responsible for Trade in the Hemisphere at the meeting held in Quito, Ecuador, on 1 November 2002, with a view to strengthening the countries’ capacity to meet the challenges of the FTAA and increase the benefits derived from trade liberalization processes. 
The work carried out for the purpose of the formulation of this strategy has made it possible to identify, articulate, and prioritize the needs which, from a regional perspective, arise as a result of the creation of the Free Trade Area of the Americas (FTAA).  The purpose of this strategy is to complement those that are being pursued by the Andean nations by paying particular attention to the needs that will serve to identify the regional projects that need to be undertaken, basically to support countries in the implementation of trade agreements and the adjustment of their national economies to hemispheric integration.

The guidelines approved by the Consultative Group on Smaller Economies and developed by the Tripartite Committee (OAS, IDB, and ECLAC) for the determination of strategies to strengthen institutional capacities have been followed in the drafting of this document. 


The project was undertaken by the General Secretariat of the Andean Community with the assistance of its Member Countries and the Inter-American Development Bank. As part of the project, meetings were held with Community officials who had also participated, together with other officials from the Andean Countries, in a workshop on the drafting of National Strategies and the Regional Strategy, held in Lima, Peru, last June.     
2. PART I

2.1 General Overview of the Andean Integration Process

The Andean Community of Nations (CAN), which consists of Bolivia, Ecuador, Colombia, Peru, and Venezuela, is a geographic-economic area that contains120 million people and generates a Gross Domestic Product calculated at USD 300 million. 

The Andean process was conceived as an open integration project intended to support the competitive insertion of the Andean countries in the markets of the region and the world economy at large.   It contains aspects of the various phases seen in integration processes; the Andean Community may therefore be classified as an embryonic common market with as yet incomplete elements of a customs union and a free trade area.  The most notable features of the process as far as understanding the current situation and its development strategy is concerned, are as follows:

1. Trade in goods. Trade among Bolivia, Colombia, Ecuador, and Venezuela is not subject to any tariffs (what has become known as “zero tariffs”) or non-tariff restrictions. Peru is going through a transitional period in its bilateral trade relations with its Andean partners in which most of its tariff items and trade are not subject to duties, and the country’s full incorporation into the Community will take place in 2005.  Around 98% of bilateral trade between Peru and Ecuador has been liberalized.

2. The Common External Tariff (CET) that is to be applied by 31 December 2003 establishes four tariff levels, 0, 5, 10, and 20, which are applied to 62% of the tariff items that represent 40 to 45% of intra-community trade. The remaining 38% of the tariff items of Bolivia, Colombia, Ecuador, and Venezuela will be covered by the previous system as far as the CET is concerned. The exceptions to the CET have been negotiated under various community norms, the most important being those that refer to Bolivia’s right to maintain differentiated tariffs due to it being a landlocked country.  

3. Trade in services. The General Framework of Principles and Norms for the Liberalization of Trade in Services was adopted in 1988, and the Inventory of Restrictive Measures on Trade in Services was adopted in 2001. This is one of the areas in which liberalization needs to be furthered. 

4. Movement of people. National identity documents are the only documentation needed for traveling in the Subregion, except for traveling to Venezuela.  An Andean passport has been created and will come into effect in 2005.  Decisions still need to be made to pave the way for the establishment of a real subregional labor market.

5. Common Foreign Policy.  The goal of this policy is to strengthen the Andean Community’s identity and cohesion and endow it with a larger presence and greater influence on international affairs.

6. Community regulations that regulate the action of economic agents in the Subregion. The following are among the most important of these regulations: The Common Regime on Investments, Industrial Property, Competition, and Anti-Dumping Measures and Subsidies. Consolidation of common sectoral policies for agriculture, cattle-breeding, and the automobile industry. Agricultural policy reform has been proposed. As far as the automobile sector is concerned, Colombia, Ecuador, and Venezuela signed a new agreement (to update the 1993 agreement) that came into effect in 2000 for 10 years.

7. Macroeconomic coordination. Macroeconomic convergence criteria have been established: single-digit inflation, fiscal deficits of less than 3% of GDP, and public debt of no more than 50% of GDP. 

8. Community Policy for Integration and Border Development. 

9. Approval of a plan for cooperation in the fight against drug trafficking.

One of the objectives of the Andean Community is to become a common market in 2005 which means furthering the liberalization of trade in goods, services and the movement of people within the Subregion and eliminating restrictions that might remain at its border and especially those that exist within its borders. The action to be taken includes: simplifying trade procedures and developing customs programs; adopting community-wide regulations to prevent and/or correct distortions in competition; adopting the CET in its entirety; totally liberalizing services; and opening up the government procurement market. 

The pursuit of the objective of meeting the targets for the establishment of the Common Market is being undertaken at the same time as the negotiations for the establishment of the Hemispheric Free Trade Area and multilateral negotiations.   In this respect, the Community’s strategy, as an open integration scheme, is to harmonize, at the subregional level, the treatment given to negotiations with third countries so that the subregional integration process offers the Andean countries greater opportunities to access the world market and the hemispheric market. 
2.2  Foreign Trade

Intra-community trade flows

Trade links are becoming increasingly strong among the Andean countries, but the use companies make of the subregional Community market is still insufficient to boost the development of its member countries and enable them to enter the hemispheric market in a competitive way. The most notable obstacles to the strengthening of trade integration include the failure to complete the expanded market, the absence of the macroeconomic conditions needed to make the Subregion competitive, and the weaknesses of the countries’ physical infrastructures.   

In the Andean Community, 11% of total sales are intra-regional, and this percentage has been rising since the 4% recorded at the beginning of the 1990’s. At the start of the decade, the figure varied between 3% for Venezuela and 7% for Ecuador, while at the end of the decade, the intra-regional exports to the Andean market increased and ranged from 5% in Venezuela to 27% in Bolivia.
 

In 2001, trade (exports plus imports) between the Andean Community and the United States reached US$ 42 billion. The European Union is the Andean Community’s second largest trading partner; in 2001, Andean Community/European Union trade reached USD 12 billion. Annex I presents Andean import and export tables for the period 1996-2001 per economic block.

The favorable evolution of Andean exports to countries outside the Subregion during the 1990’s reflects the new approach taken by the integration scheme: a market that is integrated within itself, yet also open to hemispheric and world trade. The Andean Community’s exports, which accounted for USD 29 billion in 1993, therefore rose to USD 50 billion in 2001.  

The Andean Community’s trade outside of the Subregion is highly concentrated in the Americas, and within the Americas, in just one trading partner, the United States, which accounts for 46% of this kind of trade. Only Bolivia has fairly diversified markets as its trade is evenly distributed among the Subregion, the Southern Cone countries, including Chile, and the United States.   Peru, Ecuador, Colombia, and Venezuela trade very little with MERCOSUR and Chile, although Peru trades more on average with Brazil and Argentina than the other Andean countries.   There is also relatively little trade undertaken with Central America and the CARICOM countries, although Venezuela and Colombia have maintained steady trade flows with these markets over the years. 

Andean exports consist mainly of primary products from the agricultural sector and above all of products with high energy content and from the mining sector. Exports of oil and oil products, and various types of metals play an important role in all the markets: the United States, MERCOSUR, Central America and even the Subregional market, which demonstrates the strong comparative advantages the Andean countries enjoy in these sectors.  The downward trend in the international price of commodities and the volatility of the markets for these products are one of the causes of macroeconomic instability in the Subregion that makes diversification of exports essential. As far as oil and mining products are concerned, the potential of the Subregion’s energy sector needs to be developed in a different way than it has been so far.  Added value needs to be incorporated, the services related to these primary industries need to be developed, and the Subregional market needs to be used to overcome the size limitations of the individual markets.  (See Annex II)

Andean producers have achieved considerable success, however, in entering and positioning themselves in several international markets with various products including: soy products, palm hearts, coffee, roses, asparagus, knitwear, tropical fruit, preserved tuna fish and sardines, jewelry, etc. 

The importance of the subregional market to trade in goods

The Subregional market has boosted the diversification of the Andean countries’ exports. In many cases, the Subregional market is the most important destination for non-traditional exports, which shows how integration among countries with similar levels of development can serve as a training ground for penetrating larger and more sophisticated markets, such as the possible hemispheric one.  

In terms of composition, intra-regional trade differs qualitatively from extra-regional trade. Over 50% of intra-subregional trade consists of manufactured goods, compared with 12% of the Subregion's exports. Inasmuch as specialization in manufactured goods supposedly entails greater benefits in terms of link-ups with other sectors, the wider use of technology and skilled labor, positive externalities, and the use of economies of scale, this is a desirable result. According to IDB studies, the countries have benefited unevenly in this respect, however, with Bolivia in fact recording the opposite, with its sales to its Andean partners being more concentrated in agricultural products than its sales to third countries. Another distinguishing feature of intra-regional trade is the level of intra-industrial trade
.  The index calculated for this kind of trade shows the positive impact regional integration has had on intra-industrial trade flows; at the end of the period, this index was higher for intra-regional trade than extra-regional trade (between 1980 and 1997, the former grew 320% compared with 134% for the latter). Although this figure is lower than for Mercosur, it highlights the growing volume of bilateral intra-industrial trade being carried out between Andean countries. These trends can also be seen to demonstrate the kind of structural transformations regional integration has brought about. Intra-industrial trade, which normally arises when differentiated industrial products are traded, is a sign of maturity in the sectoral composition of trade and the breakdown of production processes within the Subregion (IPES 2002). 

Trade in services
Developments in technology and communications and the evolution of a growing and increasingly demanding international trade system have spurred the gradual development of trade in services in the Subregion.  Global trade in services rose at a rate of nearly 6% per annum (1990-2000). The growth of trade in this sector in the Andean Community has been slightly less, as shown in Annex III, and in fact, the Subregion’s service exports only represent 0.37% of the world trade in services, according to its own calculations. Despite these figures, services are no longer considered as a stage in the production process in our countries and now make a significant contribution of their own to the development of the economy, the attraction of direct investment, and the creation of jobs in the Member Countries of the Andean Community. Public policies are now needed to direct the growth of this dynamic sector. 

· The Andean Community’s trade in services with the world in 2001 reached USD 18.371 billion, of which 6.082 billion consisted of service exports and 12.299 billion to service imports. In 2000, trade in services represented 6.6% of the Andean Community’s gross domestic product (GDP), of which 2.2% consisted of service exports, and 4.3% of service imports.

· Exports of services in 2000 accounted for 9.9% of the goods exported by the Member Countries as a whole. Imports of services reached USD 11.632 billion in that same year and accounted for 29.7% of the goods imported by  all the Member Countries.

· As recently as 1999 and 2000, the deficits in the balance of trade in services were being financed by the surpluses recorded in the trade in goods.  

· During the 1992-2001 period, there was an average annual growth in the Andean Community’s total service imports from the rest of the world (3.6%), which was slightly higher than the growth in total service exports (2.6%).  In 2001, service imports rose 5.3%, while exports rose 3.1%.

· Among the four large service sectors (transport, communications, travel, and various), communications services recorded a trade surplus that declined towards the end of the decade but showed signs of improving at the end of 2001.   Transport services, travel services, and various services recorded deficits in the 1992-2001 period, which increased at the start of 2001 after having shown signs of improving in 1998 and 1999.  The most important contributor to service export figures are travel services, including the goods and services acquired by travelers for personal use. The countries that generate the most foreign exchange income in this activity are Colombia and Peru, which account for over 60% of the total amount recorded for service exports of this kind.
Foreign Direct Investment

In terms of foreign direct investment (FDI), the Andean nations absorbed slightly over 13% of the total FDI flows to Latin America and the Caribbean in the 1990’s.  Investment from the EU dropped significantly, particularly in the second half of the decade.  In terms of FDI origins, 26% comes from the United States, and 25% from the EU.  

In terms of GDP, FDI flows into the CAN were not very high and were lower than in other Latin American and Caribbean blocks (MERCOSUR and CARICOM). However, despite the economic, social, and political problems the Andean Community countries went through, during the second part of the nineties, FDI flows to the Subregion more than tripled those received during the first half of the decade. FDI in the Andean Community rose from an annual average of USD 2.838 billion in 1990-1994 to an annual average of 9.316 billion in 1995-2001.  Foreign investors basically responded to the opportunities afforded by privatization programs (Colombia, Peru, and Venezuela) and the gradual opening of the oil sector (Bolivia, Colombia, Ecuador, and Venezuela).
Macroeconomic coordination and fiscal structures

As we mentioned earlier, the Andean Community countries are economies that still depend on the  export of primary products and are therefore highly vulnerable to the downward trend and volatility of international prices.  Weak fiscal systems are another element the Andean countries have in common and one which is difficult to handle, in the case of Ecuador because of its heavy dependence on tax income from export products; in the case of Peru because of the high rates of indirect taxes, and above all, because of the impact of international crises.  during the 1980’s and at the beginning of the 1990’s, the recurrent crises in terms of trade and fiscal imbalances have generated macroeconomic instability and a slow (often negative) growth of GDP and exports, which have set back the Andean countries' international insertion process.  This is why diversifying exports is so important. This element needs to be handled in a coordinated way at the Subregional level together with progress on the macroeconomic front, so that the Subregion can further its integration process and the countries can take advantage of the opportunities for complementation at the Subregional level and the opening of other markets.  

The Andean countries have implemented economic stabilization programs, which should generate a climate of implicit harmonization in the Subregion as a result of the individual pursuit of economic stability or the explicit coordination of Subregional policies among the five Andean countries.   The greatest convergence among the countries has been in inflation. As far as external debt is concerned, the situation of the average debt level has improved but not the spread. In the past decade, fiscal deficits have increased, both in terms of their average and their spread. With respect to compliance with the established rules for convergence
, inflation figures show that on 31 December 2002, four out of five countries had reached their single-digit inflation target and are continuing to bring the figures down.  

Studies performed in the Subregion identified the following as factors that are hampering the growth and diversification of Andean exports:

1.-
Low levels of competitiveness in the production sectors prevent the adaptation of the Andean export supply in order to take advantage of the opportunities offered by the markets in which it benefits from trade preferences (U.S.A. and European Union) or by a liberalization process undertaken within the framework of a trade agreement, such as the FTAA.  There is, however, a large potential for the Andean countries to complement each others supply, and hence the importance of developing Subregional projects aimed at improving the competitiveness of production chains at the Subregional level.

2. Although there are several production sectors with significant development potential, the investment needed to develop production capacity, to expand, innovate, improve product quality, etc. is lacking,  hence the importance of creating a climate conducive to investment in the Subregion.

3. The current community institutions, policies, and norms to facilitate trade are inadequate. The institutional capacity of the government and the business sector needs to be developed to adapt the Andean supply to the sanitary and phytosanitary requirements, technical norms and quality standards demanded by international markets, and to the modernization of customs procedures. Another factor that limits trade with other countries on the continent is the Subregion's physical infrastructure, especially its transport infrastructure, which makes it a critical factor within the Andean Community’s development strategy. 

4. The difficulties involved in crossing borders and the inadequacies of customs services at borders hamper trade. In this respect, it should be borne in mind that the Andean Subregion has land borders with Panama, Brazil, Chile, Argentina, and Paraguay. Hence the efforts undertaken to improve customs procedures, develop Bi-National Attention Centers at borders that now need technical and financial assistance.

5. Most Andean products (in particular those produced by small and medium-size producers) do not have access to wholesale distribution channels; on the other hand, national agencies have neither the budget nor the institutional capacity to develop export promotion schemes. Finally, there is not enough information on the trade, mechanisms, and access conditions regarding international markets. Hence the importance of carrying out these kinds of activities at the Subregional level.

2. 3.  Trade Policies and International Trade Negotiations

2.3.1. Institutional Framework for Trade and Integration-Related Decision-Making  
The Common Foreign Policy was enshrined in the Sucre Protocol, signed in June 1997. A year later, at the Tenth Andean Presidential Council, held in Guayaquil, the Heads of State instructed the Andean Council of Ministers of Foreign Relations to draw up a foreign policy agenda to serve as a basis for the “definition of a foreign policy and a community strategy that will enable the Andean Community to project itself in the international context.”

The Common Foreign Policy (CFP) is formulated and implemented through the Andean Presidential Council, the Andean Council of Ministers of Foreign Relations, the Meeting of Vice Ministers of Foreign Relations or High-Level Officials.

The Andean Community Commission implements the community foreign policy actions in its realms of competence in coordination with the Andean Council of Ministers of Foreign Relations. 

Modes of Action of the CFP

The modes of action include adopting common positions, engaging in joint action, and speaking with a single voice, as well as voting together and supporting the same candidacies. They also involve regular coordination among the diplomatic missions and representations of the Member Countries in dealings with third countries and international organizations, and possibly joint diplomatic representations in the future.

The CFP has the three realms of action: politics, economics, and socio-cultural affairs. 

Politics includes issues such as regional unity, extra-regional relations, democracy and human rights, strengthening multilateralism, security and boosting confidence, sustainable development, and the fight against drugs, corruption, terrorism, and illegal arms trafficking.  

Economics includes issues such as regional integration, the promotion of free trade, preferential access, international cooperation, trade and investment promotion, trade in goods and services, foreign investment, international financing, intellectual property, agriculture, energy, and transport.

Socio-cultural affairs include the Andean identity, social development, and cultural heritage issues.

The governments of the Member Countries are responsible for implementing the Common Foreign Policy. The Andean Council of Ministers of Foreign Relations establishes the priorities of the Common Foreign Policy and coordinates its implementation through the Council's Pro Tempore Secretariat, which is run by the Foreign Ministry of the Andean country that holds the yearly presidency of the Andean Community, and with the technical support of the General Secretariat.

In February 2000, and through Decision 475, the Andean Council of Ministers of Foreign Relations approved “Directive No. 1”, which fixes the criteria and guidelines for the programming and implementation of the CFP.  The follow-up of the CFP was regulated in April of the same year through Decision 476, and shall be carried out in accordance with the priorities of the Council. This follow up is the responsibility of high-level officials appointed by each Andean Foreign Ministry who have to coordinate the implementation of actions and the negotiations of the Common Foreign Policy agenda in their respective countries.  Their specific duties are determined by the same Decision.

In organizational terms, Article 48 of the Cartagena Agreement  defines the Andean Community as a Subregional organization with an international juridical status consisting of the five sovereign States on the one hand, and the organs and institutions that make up the so-called Andean Integration System (1996, the year of institutional reform) on the other. In March 1996, the Andean Countries signed the Protocol of Trujillo, which modified the Cartagena Agreement to create an organizational scheme composed of various agencies responsible for the direction, control, and general administration of Subregional integration and for the performance of specific tasks in the field of finance and social issues management. This scheme was called the “Andean Integration System”. 

The “direct application” of Andean regulations as the first feature of the supranational nature of the scheme, which has its legal basis in Article 2 of the Tribunal Treaty currently in force and in the Cochabamba Protocol,  modifies said Treaty and states: “the Decisions are binding for the Member Countries from the date of their approval by the Commission”.   For its part, article 3 establishes that “the Commission’s Decisions shall be directly applicable in the Member Countries from the date of their publication in the Official Gazette of the Agreement, unless a later date is indicated in the same…”.  No other integration scheme in the Americas has this faculty; the agreements adopted by other schemes require the incorporation of block norms into national legislation either through the approval of their respective parliaments or through administrative acts. 

Community competence extends to many other areas that affect trade. The Andean Community has a quality system, the Andean System of Standardization, Accreditation, Verification, Certification, Technical Regulation, and Metrology
.  The Andean Quality System covers all the variables that make up the infrastructure for quality control: standardization, accreditation, verification, certification, technical regulations, and metrology for all the Subregion’s products and services, except as far as the application of phyto- and zoosanitary norms are concerned, as these are covered by the Andean System of Agricultural and Livestock Health. 

The standardizing activities of the Andean Standardization Network (ASN) aim to establish “Andean norms” for the products traded in the Subregion as a result of the harmonization of the norms in force in each country or the adoption of international norms considered to be of subregional interest. Also, the Andean Community has set up common regimes for investment, competition, and dumping and subsidies, services, transport, movement of people, etc., that contain provisions that pertain not only to Subregional trade, but also to trade with third parties.  It is therefore important to harmonize community regulations with what is being negotiated in the various forums at the international level.   

The Agricultural and Livestock Health System is being developed  in accordance with the guidelines established in the Agreement on Sanitary and Phytosanitary Measures (SPM) of the World Trade Organization, and the legislation adopted and applied are coherent with the international directives and norms of the Governing Bodies of the SPM Agreement of the WTO, in other words, the International Plant Protection Convention (IPPC) of the FAO, the World Organization for Animal Health (Office International des Epizooties-OIE), and the Commission of the Codex Alimentarius. The System’s main objectives are to prevent and control pests or diseases that pose a health risk to the agriculture and livestock of the Andean Community, and to serve as a mechanism for harmonizing phyto- and zoosanitary legislation so as to facilitate intra-subregional trade and trade with third countries.  The System is also to be used to implement sanitary and phytosanitary programs, activities and services aimed at increasing agricultural production and productivity, and to promote the sanitary and phytosanitary conditions that favor the sustainable development of Andean farm exports.

The Andean Integration System (AIS) consists of:  
The Andean Presidential Council  is the maximum authority in the Andean Integration System (AIS) which is in charge of issuing directives on various aspects of Subregional integration, which are implemented through the organs and institutions of the AIS according to the competences and mechanisms established in their respective Treaties and Instruments. It is made up of the Presidents of the Member Countries. 
The Andean Council of Ministers of Foreign Relations   is the political management organ of the system and consists of the Ministers of Foreign Relations of the Member Countries.  It is responsible for ensuring that the objectives of the Subregional integration process are attained and for formulating and implementing the Andean Community’s foreign policy.
The Commission consists of the Ministers of Trade and formulates, implements, and assesses Andean regional integration policy with regard to trade and investment. This is the organ that adopts the community norms (Decisions) and is composed of a plenipotentiary representative of each of the Member Countries, and its legislative capacity is shared with the Andean Council of Ministers of Foreign Relations. Upon the request of one of the Member Countries or the General Secretariat, the President of the Commission is empowered to convene an Enlarged Commission to tackle sectoral issues, consider norms to facilitate the coordination of development plans and the harmonization of the Member Countries’ economic policies, and to address and settle all other matters of common interest.
The General Secretariat of the Andean Community functions as the executive body and has its headquarters in Lima, Peru. The General Secretariat has the power to submit proposed Decisions to the Andean Council of Ministers of Foreign Relations and the Commission. The General Secretariat of the Andean Community is responsible for supporting the Member Countries in international negotiations, while also coordinating national positions, in order to meet the mandate of acting in the FTAA under a “Single Voice” scheme.   
There are other institutions which, although they do not participate directly in trade and integration policies, should be taken into account in the formulation of such policies as consultative bodies that have direct relations with civil society of the Andean nations. These are:

The Tribunal of Justice of the Andean Community is the Andean Community jurisdictional body, composed of five magistrates representing each of the Member Countries with territorial competence in the five countries. The Tribunal controls the legality of community regulations by taking annulment action, interprets the regulations that make up the Legal Order of the Andean Community to ensure they are uniformly applied in the territory of the Member Countries, and settles disputes.

The Andean Parliament is the community deliberating body that represents the peoples of the Andean Community.  The Parliament currently consists of representatives from the national congresses.   It participates in the generation of regulations and is responsible for promoting the harmonization of the legislation of the Member Countries.

The Andean Business Consultative Council is the consultative institution of the Andean Integration System that consists of four delegates elected from among the highest ranking directors of the representative organizations of the business sector of each of the Member Countries.

The Andean Labor Consultative Council is the consultative institution of the Andean Integration System that consists of delegates elected from among the highest ranking directors of the representative organizations of the labor sector of each of the Member Countries.
The Andean Development Corporation (CAF by its Spanish acronym), is an international financial institution, consisting of shareholders from Latin America and the Caribbean  (Bolivia, Colombia, Ecuador, Peru, Venezuela, Brazil, Chile, Jamaica, Mexico, Panama, Paraguay and Trinidad and Tobago and 22 private banks from the Andean region).    Considered to be the financial arm of the Andean Community, CAF’s mission is to support the sustainable development of the shareholder countries and integration through the mobilization of resources to provide multiple financial services. 

The Latin American Reserve Fund (FLAR by its Spanish acronym), is a financial institution whose objective is to support the balance of payments of the Member Countries by granting credits or guaranteeing loans to third parties.  It also contributes to the harmonization of the exchange, monetary, and financial policies of the countries and improves conditions for the investments of international reserves carried out by Andean countries.

2.3.2   Strategic aspects of the Andean Community, its integration process and its participation in the FTAA 

The Andean Presidents (at the Fifteenth Andean Presidential Council, held in Quirama, June 2003) recently approved the redirection of the integration process towards a second generation of policies within the framework of a multidimensional agenda that is organized around the following core issues: 

1) The Social Agenda

2) Common Foreign Policy

3) Creation of the Andean Common Market

4) Physical Integration of South America 

5) Sustainable Development 

This strategy reaffirms the community commitment and the importance of the Andean integration process as a tool for promoting the countries’ development and contributing to their positive insertion in the international arena.  In foreign policy and trade relations, the strategy contemplates the Subregion participating in all the possible platforms for international insertion, under the premise that these are not exclusive in the current world context, as long as community heritage and Andean legislation are not undermined. The principle of "variable geometry" was ratified as the procedure for proceeding at the pace that each country wishes to use for its international insertion
. The countries also decided to focus regional cooperation on decisive aspects of the fight against social exclusion, the promotion of greater governance, and the joint projection of the region abroad.   

The strategy awards great importance to physical integration and the development of border zones as key elements of the efforts to promote regional cohesion and development. 

Decisions were also made to proceed with the design and implementation of community programs in new strategic areas, such as the environment, and regional energy alliances to boost sustainable development in the Subregion.

The Andean countries are also continuing with the creation of a Common Market. Instruments were approved as part of this process to allow the free movement of workers in the Andean Community, to guarantee their social security and health and safety conditions, and efforts are underway to adopt the Andean Plan for the Prevention, Fight Against and Eradication of Illegal Trafficking of Small and Light Firearms, which would make the CAN the first integration scheme in the world to implement a binding legal instrument on this subject. 

The FTAA in the Andean Community’s Common Foreign Policy
At the meetings of the Presidential Council, the Andean Presidents have, with respect to the Andean Community’s participation in the FTAA negotiations and its international insertion, reiterated the need for encouraging political reflection on the subject (Declaration of Quirama, 2003) and perfecting or broadening a community strategy (Declaration of Santa Cruz de la Sierra, 2002, Act of Carabobo -2001) (Act of Lima 2000); and highlighted in some cases, the results of this strategy “to ensure that the FTAA negotiations lead to the formulation of an agreement that contemplates conditions for the equitable participation of the Andean countries in light of the differences in levels of development and size of economies”(Act of Carabobo, 2001). They have also linked the furthering of the Andean integration process “as an element of relevant importance for trade negotiations with third countries, particularly within the FTAA (Guayaquil, 2002), as well as for effective and equitable insertion in the international market” (Declaration of Quirama, 2003).

The concept of open regionalism is therefore essential for understanding the international strategy of the Andean Community.  The goal is to perfect the integrated Subregional market while also proceeding to improve access to third markets. Open regionalism differs from the integration models that predominated in Latin America and the Caribbean up until the 1980’s. These were closed integration models that involved extensive protection, while open regionalism aims to create new trade flows without affecting those already in existence among Member Countries. Access to international markets is a crucial element of the export strategy pursued under the open regionalism approach. 

Open regionalism is compatible with multilateral and hemispheric liberalization and requires the Andean countries to open their markets in such a way that will push them to adjust their production structure and diversify their exports and thereby stimulate growth and reduce poverty. It is hoped that preferential access to the region’s markets within a framework of openness and known rules will make it possible to obtain better trading terms than those normally obtained in the international market and level the competition in that market. Basically, it is an attempt to combine general liberalization (already undertaken by the Andean countries) with preferential opening, with a view to raising competitiveness and revitalizing the economies of the Subregion. 

The Andean Community in the FTAA

- In terms of GDP and population, the FTAA will be the largest trading block in the world, and although the Andean Community represents around 2.5% of Hemispheric GDP and 14% of the continent’s population, the opportunities created by being part of that block are undeniable, as long as the importance of the Andean economies in the Hemispheric GDP is improved and consolidated.  That is why the FTAA Agreement must take the differences in the levels of development and size of the economies into account in such a way that trade liberalization generates conditions for economic development.

- As far as trade is concerned, the FTAA is the Andean Community’s main export destination and its main import supplier, and trade links with the Hemisphere are tending to intensify. The Andean Community however, needs to improve its insertion in the hemispheric market, which is why the FTAA Agreement must ensure and facilitate access to markets and increase hemispheric investment to develop the Andean countries’ production structure so as to increase the volume and added value  content of Andean exports.

- At the sectoral level, the liberalization of agricultural products and the elimination of export subsidies and other trade distorting practices must ensure access to markets. Given the sensitive nature of the agricultural sector, the liberalization of the hemispheric market must also generate fair conditions for promoting the economic development of this sector. This will require permanently updating the Sanitary and Phytosanitary Measures, completing the implementation of the Andean Agricultural and Livestock Health and Phytosanitary  System, and boosting the development of competitiveness in the agricultural production chains that form part of the Common Agricultural Policy. 

- Bearing in mind the impact of services on job creation and investment, the growing importance of this sector in world and hemispheric trade, and, on the other hand, the low volumes and levels of diversification of Andean services exports, the Andean Community’s priority in its FTAA strategy is oriented towards establishing conditions that will allow the more competitive Andean service sectors to be developed. Hence the importance of proceeding in parallel fashion with the liberalization of the Andean services market and of carrying out studies to identify the sectors with the greatest potential in the Hemisphere, as well as the government policies required to develop and promote them in the FTAA.

- The establishment of a hemispheric free trade area means that a community strategy needs to be drawn up to promote the development of the physical infrastructure and border zones as one of the essential requirements for the creation of a subregional Andean zone and then linking it up with the rest of Hemisphere; while at the same time boosting the energy market to take advantages of the opportunities available in that market and the development of a regional biodiversity strategy.

2.4 The Trade Agreements of the Andean Community 

The Trade Agreements currently being implemented by the Member Countries of the Andean Community are being undertaken within the Common Foreign Policy (see paragraph 2.3.1 Institutional Framework for Trade and Investment-Related Decision-Making).

2.5 International Cooperation to support the Andean Integration process

The General Secretariat of the Andean Community, as the executive body of the Andean Community responsible for managing the Andean integration process, has signed cooperation agreements with several sources of international cooperation and third countries to finance activities that further the integration of the Andean Community through studies, the training of officials, and technical meetings and events of various kinds intended to strengthen the national agencies involved in the various aspects of community integration.

Through Decision 554, the Andean Council of Ministers of Foreign Relations, at its Eleventh Meeting (Quirama-Antioquia, Colombia, 24 June 2003), established the Andean Committee of Heads of International Cooperation Agencies of the Andean Community, which is composed of the authorities responsible for the international cooperation of the Member Countries, with a view to increasing international cooperation from other countries, integration groups, international agencies, and private entities. Its functions include “coordinating positions with a view to ensuring that the national and community priorities of the Member Countries are duly contemplated in the cooperation agreements signed with agencies and donor countries".  The General Secretariat of the Andean Community acts as the Committee’s technical secretariat. 

I. EUROPEAN COMMISSION

The first Cooperation Agreement between the European Union and the Andean Community was signed in Cartagena de Indias, Colombia, in December 1983.  The signing of the Framework Andean-European Cooperation Agreement in 1992 introduced an innovative element, the so-called “evolutionary clause", whereby this framework agreement can be developed or improved through the signing of agreements regarding specific sectors or activities. The following financing agreements were signed under this kind of framework agreement: “Strengthening of the Customs Union”(GRANADUA), and “Quality”, both signed in 1997, and “Harmonization of competition rules in the Andean region” signed in June 2001.

1.1 Agreements signed and in the implementation stage

a) Agreement ASR/B7-311/IB/96/188 “European Union-Andean Group Cooperation and Technical Assistance Program for Quality” 

Overall objective: to support the Andean integration process and the consolidation of the regional economic area as a common market through the development of a Regional and National Quality System. 

b) 
Agreement ASR/B7-3100/IB/98/0099 “Harmonization of competition rules in the Andean region”
Overall objective: to contribute to the process to consolidate the Andean Common Market by establishing modern and efficient  regulatory and administrative instruments for competition and thereby boost its capacity for international projection and facilitate intra and extra-regional trade.

c)       Subsidy Contract - Foreign Aid B7-701/2002/3034 “Stabilization initiative for the Andean region”


Overall objective: to contribute to the stabilization and efficient use, under fair conditions, of the real and potential benefits of the political, economic, social, and cultural integration of the Member Countries of the Andean Community by drawing up a Common Andean Security Policy aimed at promoting a culture of peace, confidence and integration, the strengthening of democratic values, principles, and practices in the Subregion, and the characterization and consolidation of a peace zone in the Andean Community.

1.2.     Agreements in the process of being signed 

a)  
Agreement ASR/AIDCO/2002/0390 “European Union-Andean Community Cooperation in Statistics”

Overall objective: to contribute to the consolidation of the Andean Community and the strengthening of the statistics capacity of its regional and national institutions, as a basic element for furthering the region’s integration and establishing the Common Market by 2005.

b) 
Agreement ASR/B7-3100/99/313 “Support for disaster preparation and prevention in the Andean Community of Nations -CAN”
Overall objective:  to help reduce the vulnerability of people and assets exposed to natural dangers and risks and to promote sustainable development in the Andean Community by strengthening national policies, institutions, and the coordination of disaster preparation and relief activities and the operative plans, protocols, and procedures for preparation and intervention when disasters occur. 

II.   UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT (USAID) 

The first regional agreement with USAID was signed in September 2002:  Donation Agreement USAID Nº 530-001 for the “Participation of the Andean Community in the Free Trade Area of the Americas”, aimed at strengthening the Andean Community’s capacity as a joint participant in the negotiations for the creation of the FTAA; as well as Andean regional capacity for implementing the trade regulations arising from the FTAA negotiations and those established in existing trade agreements. 

To date, according to the needs voiced by the competent national organizations in the areas covered by the project, regional action is being taken in the areas of Agricultural and Livestock Health, Customs Valuation, and Competition Policies.

a) Technical Assistance in Sanitary and Phytosanitary Norms

Overall objective: to improve institutional and national capacity to properly implement the WTO Agreement on Sanitary and Phytosanitary Measures and the corresponding community regulations and proceed with the implementation of harmonized procedures and criteria for sanitary and phytosanitary processes.

b) Technical Assistance in Competition Policies and their Implementation 2003- 2005

Overall objective: to improve the institutional capacity of the Member Countries and the General Secretariat of the Andean Community in the application of research techniques and monitoring mechanisms to ensure the effective application of competition regulations. 
/

c) Technical Assistance in Customs Valuation

Overall objective: to improve the institutional capacity of the Member Countries with a view to effectively applying the WTO Value Agreement.  

III.     INTER-AMERICAN DEVELOPMENT BANK

a)     Internship program for subregional experts –IDB-INTAL Cooperation

The General Secretariat of the Andean Community (CAN) has announced the Tenth Internship Program, which is carried out under an agreement with the Inter-American Development Bank (IDB) and the Institute for the Integration of Latin America and the Caribbean (INTAL).

The program, which is designed exclusively for public officials of the Andean Community, is a full-time, eighteen-week program that runs from 12 August to 12 December 2003.

The objective of the Tenth Internship Program is to promote knowledge of the principles and progress of Andean integration and the internationalization of the economies, as well as to familiarize the professionals of the Member Countries with the workings of the Community and international negotiations, so as to, through a training mechanism, facilitate the process to which the region is committed.

b)     Training in Trade Policies

Overall objective: to promote the improvement of the technical and negotiation capacity of the trade negotiators of the public entities of Andean Community countries that are directly involved in the negotiations underway in the WTO and the FTAA.

c)    The Integration and Border Development Projects Bank (BPIF by its Spanish acronym) 

Overall objective:  to encourage the implementation of integration and border development projects.   The BPIF facilitates interaction between agents requiring support for their projects that have high social and economic impact and the agencies that may be able to provide the resources for carrying out these initiatives. 

The High-Level Working Group for Integration and Border Development, coordinated by the Foreign Ministries of the CAN countries, is the entity responsible for organizing and promoting the BPIF and for proposing programs and plans of action for fulfilling the Community Policy for Integration and Border Development to the Andean Council of Ministers of Foreign Relations.

An IDB-CAF (Andean Development Corporation)-General Secretariat of the Andean Community Committee was set up as the committee to consult, advise and supervise the BPIF.  This Committee consists of high-level officials with decision-making power granted by each of the three organizations involved in the development of the project.

III. ANDEAN DEVELOPMENT CORPORATION
The CAF has been supporting the joint Andean participation program to promote trade for three years. At the beginning of 2000, the five countries of the Andean Community participated for the first time at the same "foreign" trade fair (The III Americas Food and Beverage Show, in Miami) by using the same pavilion and with the prior approval of the Andean Community Commission.  

This program supports the Member Countries in their joint participation in the Andean countries’ most important export markets, such as the United States, to promote competitive Andean goods and services. 

PART II. STRENGTHENING TRADE-RELATED CAPACITIES

As mentioned earlier, the directives adopted by the Andean Presidents at their Seventh Meeting, held in Quirama, in June 2003, proposed strengthening the Andean integration process mainly in line with the principle of open regionalism in view of the fact that the establishment of the Andean Common Market will offer the Andean economies greater opportunities to improve access to the hemispheric market and to meet the challenges stemming from the region’s structural weaknesses.

Consequently, during the culmination of the negotiations and the transition period of the FTAA Agreement, the Andean Integration System will need to be fortified and the Andean Common Market will need to be developed to ensure the competitive insertion of the Andean nations in the hemispheric market.  

The macroeconomic conditions also need to be generated to boost the competitiveness of the Andean economies and improve social and economic welfare in the region.

For this purpose, the Presidents recognized that the Andean Community will have to move on to second generation policies within the framework of a multidimensional agenda, policies that are based on five pillars: the social agenda, the broadening of the common foreign policy, the building of the Common Market, physical integration, and border development.

Strategic pillars

In accordance with the multidimensional agenda established at the Fourteenth Meeting of the Council of Andean Presidents, the strategy for strengthening Andean trade-related capacity in the FTAA is based on three topical pillars: consensus regarding the FTAA, integration for an effective insertion in the hemispheric market, and the competitiveness of Andean exports.

Consensus regarding the FTAA consists of getting Andean society as a whole interested in the objectives of the Andean Community’s participation in the FTAA. The Andean integration process must therefore enable it to meet the challenges and seize the opportunities available in the hemispheric market which brings into play another pillar, Integration for an effective insertion in the hemispheric market. The subregional market needs to be consolidated, which means developing its physical integration, exploiting its potential in the energy sector, and the potential of its biodiversity. Participation in the FTAA must promote increased export income to finance the pursuit of democratic governance and the fight against poverty, which will make it necessary to improve the competitiveness of Andean exports by increasing their added value and making them meet the standards demanded in the hemispheric market.

Courses of Action and Results

	Objectives
	Courses of Action 
	Results

	Develop and achieve consensus on the strategy for the Andean Community’s participation in the FTAA 
	With the support of the academic sector, further debate and reflection in the Subregion so as to identify the general points of consensus regarding the objectives of the Andean Community’s strategy for the FTAA 
	Link-up of all the actors of Andean society at the subregional level to agree on a strategy for the Andean Community’s participation in the FTAA 

	
	Further economic analysis and reflection so as to propose economic policies that lower the risks and improve the opportunities for the Andean economies


	National studies of the fiscal impact on the five Andean countries within the framework of the FTAA tariff liberalization process, carried out with support from ECLAC

	Further the Andean integration process to improve its projection in the hemispheric market
	Strengthen negotiating capacity in the negotiation of trade agreements 


	Mechanisms and procedures for national and subregional systems of statistical information on trade in services 

	
	
	Trained human resources, mechanisms, procedures, and databases, to strengthen the National Contact Points in the Andean countries

	
	Strengthen Andean institutions and regulations to meet the requirements of the FTAA Agreement
	Mechanisms to strengthen institutional capacity to manage rules of origin

	
	
	Modern customs procedures

	
	
	Andean Phytosanitary and Zoosanitary Monitoring and Information System  

Projects to set up laboratories to determine maximum limits for pesticide residues and agro-chemical residues; and

Mechanisms to control and eradicate pests in the Subregion 

	Boost physical integration and border development
	Support the development of the Andean Community Plan for Integration and Border Development. 


	The Comprehensive Plan for Integration and Border Development 

Bi-national plans for border integration zones 

Projects of the Integration and Border Development Projects Bank  

	
	
	Investment funds to develop Bi-National Attention Centers at Borders

	
	
	Border zone projects with third countries

	Support the sustainable development of the Subregion
	Develop the energy market and electrical link-ups 
	Investment funds to develop energy cluster projects and energy service projects in the region

	
	
	Subregional policies to promote and develop energy services in the Subregion

	
	
	Andean international insertion strategy based on hydrocarbons trade and security in energy terms

	
	
	Feasibility studies for specific projects

	
	
	Proposed norms and regulations for the gas sector 

	
	Support the development of the regional biodiversity strategy
	Capacity to conserve the adapted native agro-biodiversity of the region and ensure its sustainable use

	
	
	A subregional market that promotes trade and investment, with the capacity to add scientific and technological value to the potential of biodiversity

	To improve the competitiveness of Andean economies
	Strengthen institutional capacity and promote trade in services
	Subregional policies, information systems, and trade promotion programs for the service sectors with the highest potential in the FTAA 

	
	Set up information systems on government procurement


	Information System for the Transparency and Facilitation of International Negotiations in the area of Government Procurement

	
	Improving the competitiveness of the coffee production chain in the Andean Community


	Experience of coffee associations regarding export support, national coffee sector development programs, quality certificates, etc.

	
	
	Market studies and strategic alliances between producers and international distributors

	
	Support Andean exports of primary and processed food products


	National laboratory requirements regarding food safety, mechanisms for applying rules and regulations of international markets, strategy to promote exports of, and investment in, primary and processed food products

	
	Improve the competitiveness of Andean exports
	Joint participation in trade fairs and other events in the Hemisphere 

	
	
	Studies on and human resources trained in matters related to production, marketing and commercialization

	
	
	Joint promotion program for priority Andean exports 

	
	
	Publications and catalogues

	
	
	Selection of purchasers in the main markets of the Hemisphere 

	
	
	Image campaigns

	
	
	Production adapted to the standards of the hemispheric market


1. Specific needs for the implementation of trade commitments

Andean Countries share similar difficulties in facing the challenge entailed in the implementation of the agreements they assume in the FTAA. Even beyond the final content of these agreements, the main weaknesses of CAN countries can be foreseen and, in principle, some of their aspects can be addressed through regional strategies. This would fulfill the double purpose of consolidating the Andean market itself and giving the countries greater institutional capacity to implement norms and disciplines so that they may avail themselves of the opportunities inherent to hemispheric free trade.

Within this context, the Andean Community's implementation priorities are based the following issues:

1.1 Developing the Andean Community’s strategy in the FTAA

The type of international integration that is better most appropriate for Andean countries and the Andean Common Market is yet to be determined. The capacities that must be built jointly to successfully advance within the FTAA perspective are still to be identified. There is no joint action strategy for maximum reduction of the foreseeable costs of diminished protection in the future and of the ultimate loss of policy-related autonomy. No studies have been conducted to enable a clear-cut identification of sectors that will benefit and sectors that will be affected, such as diminishing the trade gap and guaranteeing the Andean Community its advantages in the FTAA. Thus, it is necessary to strengthen institutional capacity at the subregional level to seek consensus and implement third-party agreements, with regard to the FTAA in particular. 

To that end, the General Secretariat has just concluded a series of studies with the participation of qualified outside consultants. The results of these and other studies already identified by Andean countries must be forwarded to subregional governments and non-public sectors for their consideration, with a view to establishing a subregional strategy based on general consensuses to launch the Andean Common Market as a platform for the competitive integration of Andean economies into the hemispheric market. 

Technical assistance is required for: 

- developing the Fiscal Impact Study in the five Andean countries within the framework of the FTAA’s tariff liberalization process, with the support of the ECLAC; and 

- examining, with the support of the Academy, the results of the available studies and promoting debate and reflection to establish general consensuses on a subregional strategy.

	Category
	Priority
	Specific Needs

	National Studies on the Fiscal Impact of Free Trade in Andean Countries
	(1)
	Technical assistance for developing the study, with ECLAC’s support, to establish potential fiscal scenarios in each Andean country that might arise from the implementation of the trade liberalization commitments derived from the FTAA. These studies will help to determine the fiscal impact of trade liberalization within the FTAA framework, and identify alternative sources of fiscal revenue to mitigate the erosion thereof caused by the elimination of tariffs.


	Identify the general consensuses on the Andean Community’s strategy in the FTAA
	(1) 
	- subregional Workshop, attended by three representatives from each member country (one of them from the academic sector), to debate the results of available studies and propose an agenda for reflection in each Andean country.

- 3 national seminars in each Andean country and preparation of informational materials to debate the general guidelines of a subregional strategy.

- 5 national bodies, headed by representatives from the Andean academic sector, to consolidate the results of the debate, to be forwarded for the consideration of the Andean Community Commission.


1.2. Administration of rules of origin:

The Andean Community Member Countries need to strengthen their current origin administration system. To this end, they need to design mechanisms that will guarantee that rules of origin will be administered properly.  In this regard, it is important to give regional impetus to supporting the implementation of those mechanisms, through seminars and/or technical workshops and internships at offices of authorities responsible for administering and verifying rules of origin in other hemispheric countries. The correct use and administration of these rules will enable the region's countries and businesses to better participate in the hemispheric market.

Technical assistance is required for:

- Strengthening rules of origin administration and verification systems in Andean Community countries, both at the subregional level and in the context of signed trade agreements, particularly within the framework of FTAA.  
- Setting up an information system on the Andean production structure, with ongoing updates through the Andean countries and the General Secretariat, to duly administer FTAA rules of origin.   
	Category
	Priority
	Specific Needs

	Training of governmental and non-governmental officials responsible for administering rules of origin and their verification systems
	(1)
	· Seminars – Workshop for staff responsible for administering rules of origin and their verification systems.
- Internships at administrative and verification offices in other countries of the Hemisphere.

	Information- processing system on production structure by sectors and sub-sectors of Andean production.
	(2)
	- Design and implementation of an information-processing system on Andean production structure by sectors and sub-sectors.




1.3. Modernization of customs procedures

The Andean Community needs to implement and put into place the mechanisms and proposals set out in the European Commission’s recent GRANADUA Project for cooperation, in order to make progress in upgrading and harmonizing customs procedures. 

The Quirama Presidential Declaration recommends that GRANADUA Project recommendations be applied. No funds are available to implement the recommendations made by the GRANADUA Project regarding customs procedures and trade facilitation. 

Consequently, technical assistance is required for: 1) revising and implementing the Andean Integrated Tariff System (Arancel Integrado Andino – ARIAN by its Spanish acronym); 2) implementing the Andean Customs Information System (Sistema de Información Aduanera Andina – SIAN by its Spanish acronym); 3) implementing the After-Customs Control System; 4) implementing mechanisms for information exchange among counterpart Customs facilities; and finally, an action plan must be developed at the borders in order to improve control and facilitate trade regarding SPS and intellectual property. 

These actions will allow for a national customs administration that will facilitate the establishment of the Andean Customs Union and, in turn, help in implementing any customs agreements that may be reached in the FTAA.

The following table lists technical assistance needs for the following categories:

1.
Set up a working digital service platform to support the flow of administrative, statistical, and operating customs information, with access to customs databases.

2.
Improve governmental services of the Member Countries, facilitating the flow of relevant and structured information between customs administrations and the Andean Community General Secretariat (Secretaría General de la Comunidad Andina – SGCA), and among customs administrations themselves, within an efficient and secure framework. 
3.
Integrate customs administration computer systems, without making any changes to their internal systems, prioritizing the areas of nomenclature, tariff, inter-customs cooperation, international traffic, trade statistics, valuation, and fighting corruption. 

	Category
	Priority
	Specific Needs

	Implementing the Andean Digital Services System
	(1)
	1. Installing, testing, and setting up the Andean Digital Services System:

2. Receiving and sending of data messages

3. Data validation (“validation engine”)

4. Transactions log

5. Installing, testing, and setting-up of online follow-up of data messages and procedures

6. Installing, testing, and setting-up of electronic transactions and information exchange formats for the following areas: common nomenclature and Andean integrated tariff; mutual assistance and cooperation; valuation in customs and fighting customs traffic corruption. 

7. Definition of transaction security: electronic certification and digital signature

8. Unit testing of applications developed within the framework of the GRANADUA Project

9. General testing of the Digital Services System

10. Preparing user and system manuals


1.4. Sanitary and phytosanitary standards

Among the weaknesses that prevent the Andean System of Agricultural Sanitation from working properly is the fact that the Andean System of Phyto- and Zoosanitary Information and Surveillance has not been implemented; that there is no appropriate infrastructure or laboratory equipment for quality control and for determining the levels of toxic residue in agricultural products that have undergone primary transformation or have been processed; joint programs are yet to be implemented to eradicate, control, and prevent pests in the Subregion.
With the cooperation projects maintained by GS-CAN with USDA/USAID, actions geared to raising the level of technical and scientific knowledge among agricultural sanitation officers in Member Countries have been complemented with training workshops and other activities developed to set up phyto- and zoosanitary information and surveillance systems, thereby improving the application of community rules and of the WTO’s SPS Agreement principles. 
Furthermore, plant pest and animal disease lists continue to be updated, as does the classification of technical cards for pests and diseases exotic to the Andean Subregion and for existing pests and diseases in the community, within the phyto- and zoosanitary scopes. Undoubtedly, this will help raise the level of technical knowledge and thus facilitate trade among subregional countries and with third parties, while protecting the Subregion from potentially suffering the damaging effects of exotic pests and diseases in its territory. 

In regard to food safety, it would be advisable to implement the Andean infrastructures in order to strengthen community rules on this matter to promote free transit of products and boost confidence in markets.

Procedures should also be implemented to allow for recognition and mutual acceptance of sanitary and phytosanitary certifications issued by sanitary and phytosanitary authorities between countries trading their products. 

Another interesting objective refers to the need for harmonizing and simplifying processes, criteria, and administrative procedures to expedite inspection and quarantine activities within the framework of trade exchange.

It is a priority to make progress in developing joint action plans geared to preventing, monitoring, and eradicating the main pests and diseases that restrict trade in the Subregion and with third countries. In this area, it is important to mention the programs put into place to control and eradicate foot-and-mouth disease,  and to increase actions to recognize free areas, prevent, control, and eradicate pink hibiscus mealybug, as well as control and eradicate fruit flies; update and implement regional sanitary and phytosanitary measures (SPS), strengthen the capacity to determine agrochemical residue and veterinary products in agricultural products; and to have updated, reliable, and timely information that will help to facilitate trade and duly protect agricultural production in the region.  

In order to achieve the above, financial and technical assistance must be secured to:

1) Establish the Andean Phyto- and Zoosanitary Information System. 

2) Establish laboratories to assess quality and maximum residue limits of pesticides and agrochemical products. Except for Colombia, other Andean Community countries lack the appropriate laboratories that determine food quality and the level of pesticide residue in foods.

3) Develop programs to eradicate, control, and prevent foot-and-mouth disease, pink hibiscus mealybugs, and fruit flies.

4) Proceed with the updating of phyto- and zoosanitary requirements and incorporate harmonized requirements for new agricultural and livestock products.

5) Strengthen institutional capacities of Member Countries for the appropriate application of sanitary and phytosanitary measures.

	Category
	Priority
	Specific Needs

	Establish the Andean Phyto- and Zoosanitary Information System. 


	(1)
	- Early notification of pests and diseases present in the Subregion. 

- Keeping of the subregional Register/Log of sanitary and phytosanitary standards 

- Knowledge of the phyto- and zoosanitary emergency standards adopted by Member Countries.

- Having an updated list of plant and animal pests and diseases that are exotic to the Andean Subregion and of those that are present in, and significant to the Andean Community. 

- Having technical cards on the most significant features of A1 and A2 plant pests and animal diseases that are exotic to the Subregion and those with low incidence, to assist in keeping an updated list of requirements applicable to trade and to agricultural and cattle sanitation within the Subregion. 

- Obtain a register of the epidemiological behavior and follow-up of pests and diseases significant to the Subregion, for active and passive monitoring of their epidemiology on an ongoing basis. 

- Having the tools that enable characterizing and classifying the pests and diseases described above. 



	Laboratories to assess quality and maximum limits of pesticide and agrochemical product residue.
	(2)
	- Establish laboratories in each Member Country having the qualified staff and tools necessary for quality control testing of foods and pesticide residue.

- Putting into place an internationally-recognized quality control and pesticide residue assessment system in the laboratories.

- Training the laboratory staff in internationally harmonized methodology (CIPAC [Collaborative International Pesticides Analytical Council], AOAC [Association of Analytical Communities], etc.), from sample-taking to final analysis.



	Andean subregional Program to Eradicate Foot-and-Mouth Disease (2002-2009 Period)


	(1)
	- Delimiting borders.

- Regionalizing rural areas in each Member Country.

- Establishing, protecting, and broadening foot-and-mouth-disease-free areas. 

- Checking vaccine quality and following up on its behavior in the field.

- Ongoing training of immediate-action technician groups.

- Maintaining a laboratory in each Member Country to conduct diagnoses on received samples and to notify results.



	Fruit fly control and eradication


	(3)
	- Identify potential fruit fly-free areas. 

- Control diseases caused by fruit flies.

- Accurate and timely technical information leading to knowledge of how different fly species are distributed. 

	Prevention and control of “pink hibiscus mealybug” Maconellicoccus hirsutus (Green) (Homoptera: Pseudococcidae)


	(3)
	- Assessment and implementation of control techniques against the “pink hibiscus mealybug” Maconellicoccus hirsutus: Biological, cultural, ethological, and chemical techniques to repress its presence in Venezuela.

- Strengthening quarantine systems to prevent the disease from spreading in Venezuela and in other Andean Community countries



	Proceed with updating phyto- and zoosanitary requirements and incorporate harmonized requirements for new agricultural and livestock products.
	(2)
	Consulting and meetings with experts are required to:

- Update the current regulations;

- Develop zoosanitary requirements for aquatic animals: fish, mollusks, crustaceans, and forest species significant to Member Countries.


1.5. Comprehensive border integration and development plan

The Quirama Declaration of Andean Presidents mandated that a Comprehensive Border Integration and Development Plan be established to define the necessary legal, technical, and financial instruments and to ensure that Member Countries participate in the planning and cooperation stages. Furthermore, support is required for the efforts to promote that Border Integration Zones be established with third countries bordering Andean Community Member Countries.

Within this context, the competent authorities in the region must coordinate their efforts within the framework of the IIRSA [Regional Infrastructure Integration in South America] initiative, particularly to make better use of the physical space, strengthen the infrastructure and the services necessary to advance the region’s economic integration process. This coordination covers the issues of energy, transportation, and communication, and the facilitation of border traffic.

 Technical assistance is required for:

- Support in formulating and executing the Comprehensive Border Integration and Development Plan, binational plans for border integration zones, and the projects of the Border Integration and Development Projects Bank.

- Support in implementing the BBSCs [Binational Border Service Centers – Centros Binacionales de Atención en Frontera – CEBAF by its Spanish acronym], beginning with the Desaguadero BBSC at the Bolivia-Peru border.

- Support in formulating border zone projects with third countries.

	Category
	Priority
	Specific Needs

	Comprehensive Border Integration and Development Plan 
	(1)
	Consulting and meetings with experts are required for:

- Comprehensive plan

- Binational plans for border integration

- Projects of the Border Integration and Development Projects Bank 

	BBSC
	(2)
	 Technical assistance to develop the projects of Border Integration and Development Zones at BBSC-Desaguadero 

	Third-country border zones
	(1)
	Advice on the formulation of project profiles


1.6. Andean energy market development and support for the biodiversity strategy in the FTAA

a)  Andean energy market development
If the Andean energy market is not developed, the opportunities for export to the hemispheric market will not be taken and may even be replaced by extra-hemispheric offers. Abundant reserves, geographical location, as well as the industry’s competitive advantages and specialization in hydrocarbons, make the Andean supply potentially exportable to the hemispheric market. Should that potential be realized, the Andean Community will become the major beneficiary of the Hemisphere’s increased energy demands. 

Based on Decision 536, which approves the “General framework for subregional interconnection of power systems and intra-community exchange of electricity,” the Andean Presidents ordered the development of the Andean energy market and of an international penetration strategy for hydrocarbons trade and energy security.
Technical assistance is required to:

- Identify opportunities for the Andean Community’s supply and the requirements of energy trade in the major South American and general hemispheric markets, which will serve to promote energy development projects as part of the Community market and of the international penetration strategy in energy security.

- Developing Community strategies to allow for greater cohesion in international insertion priorities and in the negotiating capacity of Andean countries, built around their potential in hydrocarbons, in relation to third countries or blocs of countries.

- Supporting the development of feasibility studies on electrical interconnection and develop everything related to Community legislation on gas-related matters.
	Category
	Priority
	Specific Needs

	Develop the Andean energy market 
	(1)
	- Consulting services to identify opportunities and requirements to promote and operate energy clusters and power supply services in the Hemisphere.

- Consulting services to develop subregional policy proposals to promote and operate power supply services and energy clusters in the Subregion.

- Consulting services for developing an Andean strategy for international integration in hydrocarbons trade and energy security.
- subregional missions of experts in charge.

	Electrical and gas interconnection
	(1)
	- Technical assistance in conducting feasibility studies on specific projects;

- Technical assistance to develop proposals for gas-related rules and regulations.


b) Regional biodiversity strategy
The five Andean Community countries are privileged to house 25% of the planet’s biodiversity. Thus, conserving it is fundamental to preserving life on Earth and maintaining the balances of nature.
This natural wealth is waning, however, as in the rest of the world. For example, 50% of the northern Andes region’s original vegetation has disappeared. The abundant natural resources of the Andean region continue to suffer unsustainable exploitation and their availability for the region's development is threatened by processes that deteriorate the environment, such as deforestation, erosion, sedimentation, pollution, and accelerated urbanization, among others. 
Many of these threats are derived from the globalization process currently underway. If the subregional strategy is not implemented, biodiversity (marine, agricultural, and forest resources) and hydrocarbons and mining resources will continue to be exploited. Consequently, support for implementing a Regional Biodiversity Strategy is both fundamental and urgent. 
The Strategy was prepared by the Andean Community General Secretariat and the Andean Commission of Environmental Authorities, with the cooperation of the Inter-American Development Bank and the Consorcio GTZ/FUNDECO/Instituto de Ecología de Bolivia, and is currently in the project preparation stage.
The object of the Regional Strategy on Biodiversity, approved in July 2002, is to contribute to generating viable alternatives for sustainable regional development based on the Subregion’s natural resources and the concerting of joint positions at the different international negotiation forums. 

Support for implementing the strategy on biodiversity is sought along the following lines of action:
- Combine efforts and develop capacities for the conservation and sustainable use of the region’s adapted native agro-biodiversity
- Strengthen and promote subregional trade and investment, and any capacities in general that add scientific and technological value as a competitiveness factor to support conservation and sustainable use
	Category
	Priority
	Specific Needs

	Combine efforts and develop capacities for the conservation and sustainable use of the region’s adapted native agro-biodiversity
	1
	Identify important areas for conservation;


	
	1
	Assess, identify, and systematize the potential use of genetic resources


	
	1
	Develop regional mechanisms for market development, use of products, and practices that value the region’s agro-biodiversity and promote its conservation in situ, as identified. 


	
	2
	Develop national and subregional scientific and technical capacities to use and conserve agro-biodiversity

	
	2
	Program for conserving, accessing, generating, and distributing the benefits of agro-biodiversity

	
	2
	Establish and/or strengthen national systems to conserve genetic research.

	Strengthen and promote subregional trade and investment, and any capacities in general that add scientific and technological value as a competitiveness factor to support conservation and sustainable use

	1
	Design joint promotional strategies for biodiversity products and services with good environmental practices

	
	1
	Exchange experiences on regulation and development of sustainable trade

	
	2
	Exchange experiences on regulation and attracting investment

	
	2
	Develop specialized human resources to support sustainable trade in the region

	
	1
	Establish an investment fund for bio-trade projects 

	
	2
	Establish and exchange experiences on research and development policies and programs


1.7. Trade in services: 

There are no proper levels of competitiveness or of the necessary public or private institutional capacity to identify and promote the development of sectors with the most potential and count on subregional policies that allow for a growing and greater development of trade in services in the Subregion and of Andean supply at the Hemisphere level.

The liberalization of trade in services is a key element for consolidating the regional integration process, fostering participation in international trade in services, and promoting the effective penetration of the global market.

At the same time, the capacities of Andean Community countries should be strengthened to deepen the intra-regional services trade liberalization process; to actively participate in the different international negotiations related to this matter, among them the FTAA and the WTO; and to increase the participation of the Andean Community in hemispheric trade in services and other areas of interest throughout the world.

a) The capacity of the Andean Community and its Member Countries requires strengthening to advance in the services trade liberalization process and to participate in the hemispheric market.

b)
Implement the OAS – Andean Community – Regional Technical Assistance Program for Trade in Services Project; support the work program to be adopted by the Andean Community to accelerate the liberalization of trade in services in the region.

	Category
	Priority
	Specific Needs

	Strengthen negotiation and institutional capacities for the implementation of trade agreements
	(1)
	- Enhancing the statistical information databases on available services in the countries (FTAA.ngsv/inf/23);

- Strengthening contact points (FTAA.ngsv/inf/24)



	Regional Program for Technical Assistance on Trade in Services
	(1)
	- Technical assistance for implementing the Program to be conducted with the cooperation of the OAS.


1.8. Government procurement:
There is no government procurement information system to guarantee transparent and efficient government purchases and simultaneously facilitate transactions at the subregional level and within the scope of a hemispheric free trade area.

Government procurement is especially significant to Andean countries, due to both its volume and the economic handling that governments can give it, highlighting the positive effects that government procurement can generate in the State's efficiency and the dynamic of certain economic activities. On the other hand, current institutional capacity must be strengthened to guarantee the correct implementation of some regional commitments and the future FTAA Agreement. 

In the Andean Community, government procurement has been estimated at approximately USD 40 billion per year. The topic of government procurement has been discussed since 1995 in order to effectively incorporate the government procurement market into Community free trade.

At present, the Andean Community General Secretariat and the OAS-IACD are conducting the project “Design and Application of an Information System for Transparency and Facilitation of International Negotiations in Government Procurement.” The general objective of this project is to establish a homogenous information system that will lend transparency to government procurement and promote its efficiency, while enabling the Andean Community to advance in its integration process and become an active participant in the international agreements negotiated on this topic.

This project has been conceived to be developed in two stages; at the end of the first stage in execution, there will be a strategy to implement a simple, homogenous, and web-based information system at the General Secretariat that will allow for consolidating the information provided by countries. 

The implementation of this proposal will take place in the second stage, for which the necessary cooperation resources must be available. Thus, this project is among the regional projects to be developed within the framework of the hemispheric Cooperation Program.

Identification of Priorities
Technical and financial assistance is required to implement the second stage of the project currently in execution, with the cooperation of ACDI for the “Design and Application of an Information System for Transparency and Facilitation of International Negotiations in Government Procurement.”

	Category
	Priority
	Specific Needs

	Information System for Transparency and Facilitation of International Negotiations in Government Procurement
	(1)
	Technical cooperation for the implementation of the Information System for Transparency and Facilitation of International Negotiations in Government Procurement


1.9. Improvement of competitiveness in the Andean Community's coffee production chain

The recent diagnosis performed on the region’s coffee chain verified that, except for Colombia, the Andean coffee sector is not prepared to face the challenges of market liberalization, in which Brazil and Vietnam have been performing as major leaders and establishing competitiveness levels way above those of Andean coffee growers. Furthermore, there are successful experiences of support to the small coffee growers sector that might serve in developing a coffee policy in the region, taking advantage of the right agro-climatic conditions for the production of excellent-quality coffees and of the opportunities for exporting specific products.

Technical and financial assistance is required to improve competitiveness in the coffee chain by: 

1. Strengthening the institutional capacities of growers in the region;

2. Improving quality, productivity, and profitability;

3. Diversifying production systems; and

4. Developing a financial intermediation system.

	Category
	Priority
	Specific Needs

	Strengthening of institutional capacity
	(1)
	- Transfer the best union experiences to support production and exportation.

- National and regional coffee development programs.
- Detailed analysis of the legal frameworks in different coffee-growing countries and other countries.

- Financial assistance to train grower unions in business management.

- Technical assistance to obtain common quality certificates in rendering their services.



	Diversifying production systems
	(2)
	- Market studies, identification and promotion of strategic products for coffee industry reconversion

- Develop strategic alliances between coffee growers and international distributors.




1.10. Trade in processed foods

Regarding the opportunities that the FTAA will offer in the exporting and importing of processed foods, the current Andean supply of foods does not meet the quality and safety conditions requirements as per the standards currently in force in the major hemispheric markets. The exportable supply of processed foods does not have access to the hemispheric distribution channels that would facilitate the use of existing possibilities to become more diversified.

Technical assistance is required for:

· Improving food safety standards;

· Establishing an Andean System for Food Safety Certification and Control;

· Promoting the application of good practices, improved operations and processes, and new technologies;

· Strengthening the institutional capacity of the national offices responsible for food safety certification and control; and

· Design strategies for select Andean product placement in international markets.

For developing the activity proposals mentioned above, there are reports from meetings of Andean experts and the list of priority products for export in each Andean country. It should be mentioned that, among the previous activities, a workshop-seminar will be held on Sound Agricultural Practices in September 2003, with the cooperation of the Department of Human Sanitation, Food, and Drug Administration Services and the US Institute of Food Safety and Applied Nutrition.

All of the above should lead Andean exporters of processed foods to have the quality certification from the competent agencies in the Hemisphere that will enable them to market their products within the scope of the FTAA and thus attract the respective business alliances to guarantee access to distribution channels.

	Category
	Priority
	Specific Needs

	Primary and processed food exports promotion
	(1)
	1. International experts inspection mission in the five Andean countries to establish the education requirements of human resources and implementation of laboratories;

2. Training in laws, regulations, and rules on safety in the Hemisphere's major export markets;

3. Conducting trade missions and workshops with the participation of major international wholesalers. 



	Strategy to promote primary and processed food exports and investment
	(2)
	1. Design and implementation of a strategy to promote primary and processed food exports and investment


1.11. Andean program to promote Andean exports and investment in the hemispheric market

There is no joint program to promote exports and investment in the FTAA that might support the efforts made by Andean countries to improve the competitiveness of priority sectors.
Previous experience in developing this type of program in the subregional market and the results of joint participation in international fairs, have shown the advantages of joint activities in the hemispheric market in which the General Secretariat lends support to, and coordinates the work of, the Andean representatives from the Ministries of Trade, the national agencies for export promotion, and trade offices abroad.
Objectives: 

- Keep Andean entrepreneurs better informed on the working order, access conditions, marketing channels in the FTAA market, and on which products have better placement potential.

-
Keep Andean exporters informed on market behavior in some countries of the Hemisphere so that they may avail themselves of the opportunities and requirements of the FTAA market.

-
Foster greater entrepreneurial linkages between Andean and hemispheric economic agents who market products

-
Promote a good quality image of Andean products in the Hemisphere

Priority products:

Priority goods and services, including the following sectors: agrifood, fish, textiles and confections, crafts and decorative items, pharmaceuticals, and other sectors.  

	Category
	Priority
	Specific Needs

	Entrepreneurial roundtables and event participation 
	(1)
	Joint participation program; activities that require financing:

Andean stand space rental, implementation, distribution materials, image campaign materials, etc.

	Training for exports, production agents, and investors.
	(1)
	Workshop Seminars 

Training in production aspects to improve and adapt export products, locating technified projects at a proper scale that will allow for competitive penetration of the world market.  Also on marketing aspects, marketing channels, and FTAA opportunities.

These seminars will require the participation of consultants specializing in production, marketing and marketing trends, and in the Andean preference system, among others



	Trade intelligence studies for the exportation of products pre-classified as priority products.
	(2)
	Identify segments, windows or niches to facilitate placement of Andean products, as well as identify buyers interested in making contact with Andean exporters due to the volume and features of the subregional supply.



	Publication and catalogs
	(2)
	Trade catalogs containing the exportable supply of Andean Community countries, including products from the agro-exports sector and manufacturers. The catalog may be produced as a leaflet, including loose sheets (cards, one per product). The information will include, among others, the product name, description, period of supply availability, size of minimum shipment, and supplier companies. Catalogs to disseminate information to importers, merchants, and other agents (private or public, individual or institutional) engaging in international trade of the respective products. The work to be performed by consultants on the Trade Intelligence Studies of the production sectors selected will be very useful.



	Buyer and seller trade missions
	(1)
	The object of these business missions is to promote exports from a specific country, for which buyers are taken to the country of origin (buyers mission) or vendors are taken to the target market (vendors mission).

In holding these events, the selection of potential buyers from major target markets in the Hemisphere will be most important, as they will be making contact with Andean exporters. Thus, prior work by international consultants is required.



	Image campaigns
	(3)
	Hold joint promotional events in hemispheric markets for Andean products. 

Funding is required to cover costs for setting up booths, image promotion materials, etc.

	Technical assistance
	(2)
	This activity consists of giving a select group of enterprises specialized assistance on productivity, technology, design, and fashion trend processes so that they may adapt their products to international market demands.

This assistance would be given by international consultants, who would directly advise the selected enterprises on-site, according to their production sector.




� When oil is excluded from the calculations, intra-regional sales on average exceed the aforementioned figures by ten percentage points (and almost by 20 percentage points in the case of Venezuela).  


� Bilateral trade of similar products within the same industrial sector.


� At the Fifth Meeting of the Advisory Council, held in June 2001, a deadline of 31 December 2002 was set for all the countries to achieve single-digit inflation, and it was agreed to revise the current inflation goal during the last trimester of this year. The Advisory Council also adopted convergence criteria for fiscal matters:


As of 2002, non-financial public sector deficit will not exceed 3%.  As an exception during the years 2002-2004, this indicator may reach 4%.


The public debt balance (both external and internal debt) of the consolidated public sector may not exceed 50% of GDP. Each country must fix the year as of which this commitment is to be adhered to, with 2015 being the latest possible year therefor. 


-	The Council formalized a follow-up mechanism, the Permanent Technical Group, which is in charge of following up on the convergence goals for inflation and fiscal deficits.


� Created by Decision 376 in April 1995 and perfected by Decision 419 of 30 July 1997


� /.. Presidential Declaration of Quirama: << To congratulate the Member Countries that have fulfilled the mandate of the Modifying Protocol of Trujillo regarding the direct election of the Andean parliaments, and to urge the national Congresses and electoral agencies of the countries that have still not provided for the application of this mandate to do so as soon as possible>>..


�  See the article by Secretary General Guillermo Fernández de Soto “Un nuevo rumbo estratégico para la Comunidad”, published in the newspapers La Razón of La Paz (5/7/03), El Comercio of Lima (6/7/03), El Universo of Guayaquil (7/7/03), and La República of Bogotá and on  www.comunidadandina.org.


� In 2002, the following activities were selected under the SPS cooperation project with USAID: Subregional workshop on risk analysis, design of an information and phyto- and zoosanitary monitoring system, and the preparation of technical records for pests A1 and A2 for vegetables and the A and B lists for animals and other records that are important for the Andean Community.


� In 2002 a seminar was held to support Ecuador in the dissemination of its draft regulations, and 5 subregional seminars were also held with the participation of the representatives of the Member Countries of the organizations responsible.
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