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CHAPTER IV: OTHER FREE TRADE ZONES

TREATY OF ASUNCION

Emilio Cardenas'

This conference has spent quite some time on the proposed North
American Free Trade Agreement (NAFTA), but I am glad that we
also spent some time on the other integration efforts south of the Rio
Grande and of Mexico. One wonders why so much time has been spent
on the NAFTA. I think that the reasons are basically two-fold. On
the one hand, there are economic reasons; the Mexican importance
and proximity to the United States. On the other hand, let us say it
and admit it, there are the frustrations of the previous integration
efforts in the rest of Latin America. If you recall, the Europeans
started their integration efforts in 1958 with the execution of the
Treaty of Rome. In Latin America it was two years later, 1960, with
the Treaty of Montevideo and, as we all know, the Latin Americans
basically went nowhere.

If you compare today's European environment with the American
environment, you will see that Europe has a population of roughly
350 million people, these are 1990 figures, as opposed to 720 million
people in the Americas. Europe has a gross national product of approx-
imately $5.3 billion United States dollars as opposed to the Americas,
whose figure is about $8.7 billion United States dollars. Europe how-
ever, has the larger per capita income. Europeans average about
$17,000 United States dollars these days, and in the Americas we only
reach roughly $9,000 United States dollars. The European internal
trade is much larger than the American internal trade. European
internal trade is roughly $680 billion United States dollars a year as
opposed to close to $300 billion United States dollars in the Americas.

There are however, remarkable changes occurring in the foreign
trade relations of this continent. In the last two years close to twenty
different trade agreements have been executed in America, including
the Caribbean. If one wants to define what is going on, I think the
best term I have found was in an article in the Washington Quarterly,

1. Emilio Cardenas until recently practiced with the law firm Cardenas and Dabinovic in
Buenos Aires. Mr. Cardenas is presently the Ambassador of Argentina to the United Nations.
Mr. Cardenas received his education at Princeton University, University of California, University
of Buenos Aires LL.B., University of Michigan M.C.L.
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which defined the present situation as "modular multilateralism." What
does it mean? It means that there are all kinds of model efforts. There
is a lot of bilaterialism and there is some regionalism, but they are
still behind the multilateralists.

Let me give you one example. Our neighbors, the Chileans, have
agreed to establish a free trade zone with Argentina by 1995. They
have also agreed to establish a free trade zone with Venezuela by
1994. They have further agreed to establish a free trade zone with
Mexico by 1995. They have also started conversations with the United
States to see whether they can become a partner in the NAFTA.
They certainly are probably closer to success in their agreements
because of how much they have advanced, tariff-wise. Just to give
you an example, in their deal with Mxico they have agreed to start
with an average tariff of roughly 7% or 8%.

Four South American countries, namely Argentina, Brazil,
Paraguay and Uruguay, started a new integration effort in 1991 with
the purpose of creating a common economic space. That space is what
we now know as MERCOSUR. They want to have that economic
space fully in force and effect by December 31, 1995. In fact, one year
earlier for Argentina and Brazil. It is an ambitious time frame. If you
compare that time frame with the United States-Canadian time frame
of ten years, with the European time frame or with the past Latin
American time frames, it shows how much urgency the governments
involved have given to MERCOSUR.

The relative importance of MERCOSUR can be shown by simply
pointing out a few facts. Some 180 to 190 million people contribute
about 40% of the Latin American GNP and about 40% of its foreign
trade. Brazil, which is to be the locomotive, is the largest market.
Brazil has about 125 million people. If you compare that with Mexico,
you find that Mxico has 82 to 85 million people. MERCOSUR per
capita income is $2,400 United States dollars per year, with a working
force of 70 million people.

In spite of the different degrees of economic development, I think
that there are two main reasons why there is some hope that MER-
COSUR will go forward, although maybe not in the calendar with
which the parties agreed to work. The first reason it will succeed, in
my opinion, is the breakthrough of democracy in those four countries.
The consolidation of democratic institutions has a direct consequence,
and that fact is evidenced by integration becoming a political goal.

For example, changes in the governing parties of Argentina and
Brazil have not affected the integration effort. It can be said however,
as far as I see the process in connection with the Brazilian business
community, that up to now the integration process in MERCOSUR
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has basically stemmed from public initiatives while the private sector
has somehow remained absent from those efforts. We all know that
political support is necessary, but political volunteerism will take us
nowhere. This situation certainly has a lot to do with the Brazilian
domestic problems and with the need to put their house in order.
Leadership however is action, not necessarily position. If we look at
what the public sector has been doing in both countries, as well as in
Uruguay and Paraguay, the integration effort works. It works through
the ten committees that have been working heavily for the last months
and has certainly not stopped.

The second reason, in my opinion, is that the four countries, and
Brazil is a little bit behind here as well, are now in the new economic
model that has spread throughout Latin America. Let us say emphat-
ically that Latin America has said "no more" to the old economic
model. For example, I was in Washington two months ago at the
Inter-American Development Bank and was listening to thirteen pres-
idents. Every country's message on economics, in a nutshell, was
similar. Today stabilization policies, focused on elimination of inflation,
are everywhere. All countries look for a better balance between the
state and the market. Privatization, deregulation, reduction of public
expenditure, opening of the economies to foreign investment, liberali-
zation of foreign trade and a clear outward oriented growth strategy
seem to be the new objectives.

This strategy provides an appropriate political and ideological pro-
file for those countries willing to pull together their growth efforts.
Some of the Eastern European countries are apparently defining, or
fine tuning, what they want to do with their growth strategies. Albania
has been cited as one such country. Let me now use Mongolia as an
example.

Mongolia has changed the constitution and has inserted exactly
what Albania said, to follow market economy principles. Mongolia has
even gone as far as changing the flag. For some of you who may not
be familiar with that country, there is a real devotion to horsemanship.
Their flag was, as you may have expected, red and, as you may have
expected, a red star. The star has disappeared. There was also a
horse running left bound. The horse is still there, but the horse is
running right bound. There is a lot of symbolism there, but symbolism
and volunteerism are not enough. Structural reforms are required and
needless to say when you undertake structural reforms, you receive
not the sympathy but the good will of those willing to trade with you.
You make possible the coordination of economic policies, and this coor-
dination is what some countries have done.

Those of you who are familiar with Argentina will realize that
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Argentina has tapped the international capital markets even before
Argentina has reached an agreement on its foreign debt, which has
not yet occurred. The reason for that situation is that the international
financial community, and most of Argentina's foreign creditors, believe
that the structural adjustments, which are on their way and will not
stop, evidence the political will to fade away from the model that
Argentina has now repudiated. Let us say openly, when I say it has
been repudiated, I mean that 75% of the population voted last Sep-
tember and October behind the market-oriented model; only 5% have
said, "No, we would rather go socialist." That is the kind of endorse-
ment that governments need. Not only to suggest, but to put in
motion, the strategic reforms that are required.

To sign a new integration agreement, by itself, will not solve, and
will not assure, that the objectives are going to be met. Let me just
give you an example. In June 1991, less than three months after the
signing of the Asunci6n Treaty, the Argentine government forcefully
complained that the Brazilian government was buying subsidized
wheat from the United States. A few months later the Brazilian gov-
ernment complained the same way about purchases of subsidized pow-
dered milk by Argentina from European sources.

What went wrong? Well in my opinion not much, even if those
sales occurred. What happened is that even if you change your ideol-
ogy, you have to change your legal structure to operate in the new
frame of mind. The solution for both cases was in the field of trade-
related law, countervailing duties. That is, however, the new role and
the new definition of the state. It takes some time and a lot of learning
for countries that were accustomed to state paternalism to really find
the role of the state. The new role is coming and lawyers have a lot
to do and a lot to say as to how to regulate the economy with the
new rules.

I said the Brazilians dominate the MERCOSUR scenario and I
meant it. Brazil has 77% of the total MERCOSUR GNP, Argentina
follows with 20%, Uruguay has about 2% and Paraguay even less than
that. So you have one big country and a medium sized country with
bigger incomes, and two small countries that basically are looking for
an expanded market as a tool to improve their own development
efforts.

In my paper, you will find references to where we come from;
references to the Montevideo Treaty, to the Latin American Free
Trade Association (LAFTA) and to the 1980 republishing of LAFTA.
I do not think it is worth spending a lot of time talking about that.
I would rather comment on what has happened since. In fact, the
Declaration of Iguazdi in 1985 between President Alfonsin of Argentina
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and President Sarney of Brazil put this new movement in motion.
Immediately after, they declared that they wanted to foster the inte-
gration process between the two countries that is central to MER-
COSUR and the political alliance between Brazil and Argentina. The
Declaration of Integration was signed on July 29, 1986. In 1988, an
integration treaty was executed between the two countries. It was
then foreseen that the two countries were going to integrate, in a ten
year period, certain governing principles: graduality, flexibility, equi-
librium and symmetry.

Both presidents, as is typical during an adjustment process, were
replaced domestically. That fact notwithstanding, the following pres-
idents decided that integration was a common goal and that they were
going to go ahead with the integration efforts. They signed, Presidents
Menem and Collor de Mello, the 1990 Declaration of Buenos Aires. It
was decided to concretely establish a common market between Argen-
tina and Brazil by December 31, 1994. That schedule is still the
schedule for those two countries in MERCOSUR. The ten year period
was changed later in the Asunci6n Treaty on March 26, 1991, and was
reduced to five years.

In a nutshell, what MERCOSUR has agreed upon is a total elimi-
nation of intrazone trade tariff and non-tariff barriers in a five year
period. It started in November 1991. The way one can define the
situation, from a tariff standpoint, is that Argentina and Brazil have
accepted a 40% intrazone trade tariff as the starting tariff and a 7%
per semester reduction so that this barrier is completely eliminated
by December 31, 1994.

MERCOSUR foresees a council, which is the political body. There
will be an executive body that has not yet been defined. There is,
however, already a group of ten different technical subgroups which
are working on commercial, custom, technical, fiscal, monetary, trans-
port, agriculture, energy and macro-economic policies.

In MERCOSUR we will have, if it is to be a common market, not
only this intrazone trade sort of free circulation of capital and goods,
but we will also have an external common tariff. That' tariff is, by
definition, what the common market involves. Talks on the external
common tariff have not yet started because, before we move in that
direction, Brazil has to lower its tariff protection and both countries
have to agree on what has to be eliminated non-tariff wise.

There was a protocol signed last December whereby the arbitration
mechanism was agreed upon for settling disputes in MERCOSUR.
There is an objective of harmonizing all necessary legislation and all
policies that may have a negative impact on integration itself. One
can argue that this effort goes one step beyond the common market

5

Cardenas and Areta: Proceedings of the Fifth Annual Seminar on Legal Aspects of Doing

Published by UF Law Scholarship Repository, 1992



FLORIDA JOURNAL OF INTERNATIONAL LAW

and foresees that after the common market is achieved, and this may
be defined as a tariff level, the countries will take further steps toward
an economic union.

Another interesting development is that, together with the 1990-
1991 agreements, both countries established the binational enterprise.
Argentina has already ratified the binational enterprise. There is a
statute that governs corporations, though it does not necessarily need
to be a corporation. Corporate vehicles will be defined as binational
companies. Those binational companies already ratified by Argentina
and not yet, if my information is correct, by Brazil, will grant national
treatment to whomever falls into the category of a binational enter-
prise. This category means tax credit incentives of every nature and
purchasing from the state point of view. Those bilateral companies
will be considered national companies. To become a bilateral company
it is foreseen that parties from Argentina and Brazil must have 80%
of the capital and votes and be domiciled either in Argentina or Brazil.
That arrangement means that foreign companies operating in Argen-
tina or Brazil can use this vehicle to operate in the joint market.

While the common external tariff is not defined, we will have
similar rules of origin as have been used in our past integration efforts.
We will also have some safeguard provisions and safeguard clauses
which should not be used to stop the integration process. It is very
clear that even if MERCOSUR does not go ahead, Argentina and
Brazil have committed themselves to go ahead with their own bina-
tional integration. Their commitment has been stated very clearly.

There is also interest in reflecting a little bit on how MERCOSUR
will integrate with the Enterprise for the Americas Initiative. I have
seen at least one series of projections in a World Bank study, and I
think I would like to share with you some of the early conclusions of
that projection. If the Enterprise for the Americas Initiative moves
forward, and it will have to move forward step-by-step, I think it is
obvious that we should all assume that the first step will probably be
Mexico and Canada. I am beginning to believe that since Chile is so
close to being ready, that if United States domestic political reasons
drag the conversations, we may see Chile very close to joining the
conversation group and eventually joining the free trade area.

At the later stage one envisages that the Americas, as I said at
the outset, could work as a single integrated market. The World Bank
has studied the effect, when projected, assuming today's facts. They
say that a free trade area that will include all of the Americas, may
cause an increase of anywhere between 8% and 9% in internal Amer-
ican trade. They also say that if things do not change fundamentally,
about 90% of that increase will go to Mexico and Brazil.

[Vol. 7
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It is interesting to see what happens today with the possibility of
Latin American countries entering into the United States market and
being exposed to hurdles of a tariff or non-tariff nature. If you look
at today's situation, because this is something that a larger free trade
area will change, only 2% of Chile's exports seem to be affected by
United States trade barriers. The definition of "trade barriers" made
by the World Bank is a tariff of 5% or higher or an alternative in
non-tariff barriers. Therefore the barrier is not very important.

If you look at the case of Mexico, you will see that approximately
9% of all Mexican foreign trade is subject to these restrictions. Argen-
tina has roughly 11% of its total trade subject to tariff or non-tariff
barriers. Brazil has roughly 13%. There is a lot that the countries can
improve even if volume-wise the trade does not increase as signifi-
cantly as the Mexican or the Brazilian trade may increase.

For the time being Latin America sees the results of the June
1991 Four-Plus-One or Rose Garden Agreement, whichever you pre-
fer, as an opportunity to improve its access to the United States
market. I think it will also provide a mechanism which would allow
a better discussion to settle the present trade differences. Settling
these differences is very important for Latin America. Latin American
markets account for roughly 9.2% of total United States exports. How-
ever, the United States market is roughly 37% of Latin American
total exports.

Let me conclude by saying there is a different opportunity today.
MERCOSUR was born in a different environment. It is still too early
to say whether MERCOSUR will be a success. I would rather say
that MERCOSUR has a different chance than the chance that LAFTA
had. We are all working in that direction. Today the governments are
convinced that they have to carry the bulk of the effort and they are
doing so.

As I said, the private sector in some countries seems to be more
absent than in others for a variety of reasons. You may have read
already that there are some commentators that have a skeptical view
about the prospects of MERCOSUR. I am not that skeptical. The size
of MERCOSUR and the environment and scenarios in which the dif-
ferent governments are today talking, I think, may lead us to conclude
that this time the regional effort, the different model, may have suc-
cess.

The question arises why Chile is not a part of MERCOSUR. I
have talked about this situation many times with Chilean business
people. I think the situation is that they do not believe that MER-
COSUR can be ready to integrate with a tariff scheme like the Chilean
kind, fast enough. For the time being I agree with that. Chile is,
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however, not looking at MERCOSUR as a reality that may occur soon
but is in the meantime looking, for example, to Argentina directly
and signing with Argentina agreements, the effect of which is to have
bilateral free trade. That convinces me that integration is in the future
even if it advances, this time, on a modular basis.
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ANDEAN PACT DEVELOPMENTS

Sebastidn Pgrez Areta2

I will discuss a general outline of the Andean Pact from its onset
as well as of the evolution it has undergone. My intent is to provide
a useful guide for understanding the current situation of the Andean
Pact, as well as for understanding the steps taken by the members of
Congress to change their attitude towards the world.

On May 26, 1969, in Bogota, Colombia, representatives of Ecuador,
Bolivia, Colombia, Chile and Peru subscribed to a regional integration
agreement known as the Cartagena Agreement or Andean Pact. The
Andean Pact, an international agreement, intended to establish policies
and programs for economic integration in Latin America. The agree-
ment was a joint effort of several states whose commitment was to
obtain a balanced and harmonious development for their people.

The Common Regime for Treatment of Foreign Capital on
Trademarks, Licenses, Patents and Royalties, known as Decision 24,
was issued in December 1970. The Decision was tainted with nationalis-
tic hues and resulted in restricting the admission of foreign capital
into the countries. The countries maintained that nationals should own
the wealth and receive the revenues. The members asserted that by
assuming common rules for these countries, foreign capital would be
secured. According to such policies, investment had to be previously
approved. Investments were restricted or forbidden in many areas.
Investments were also heavily taxed and remittance of profits abroad
was limited. Investments were to become gradually national until they
were mandatorily transferred to local investors.

Another factor affecting foreign investment was import substitu-
tion. Import substitution is a policy that might be valid in countries
with a large local consumption market, but it is questionable in coun-
tries in which the majority of the population has a low income and
therefore has a small number of actual consumers. As long as these
conditions remain, any attempt to maintain this policy would lead to
misuse of the benefits that could be obtained with a more appropriate
application of the principle of comparative advantage.

In the case of the Andean countries, the theory of import substitu-
tion did not fully encourage industrial development. Instead import

2. Sebastian Perez Arteta practices at the firm of Perez, Bustamante y Perez in Quito,
Ecuador. He was educated at Catholic University of Ecuador and University of Navarra, Pamp-
lona, Spain.
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substitution created more restrictions on foreign investment and hin-
dered development in these countries since the actual location of each
country was not taken into account. Furthermore, the degree of com-
petition between national industries in the Andean countries was not
improved. As a consequence of the policies and guidelines adopted,
the Andean Pact was not successful because benefits were not obtained
for the individual countries or for the subregion as a whole.

Perhaps the most serious consequence of the Andean Pact was the
creation of a mentality involving a reluctance towards foreign capital.
After sixteen years of lacking substantial achievement, the Andean
countries began to realize that they should attract foreign capital.
Therefore, in May 1987 Decision 220 was issued, which contained a
new common regime for treatment of foreign capital. This decision
initially attempted to give freedom to each of the member countries
of the Cartagena Agreement to allow the country's own rules to open
doors to foreign investments. Its effects were minimal, especially be-
cause internal relations were issued from the same restrictive
standpoint.

Many events and political changes suddenly began to take place
and the world pace changed. This development led the Andean Pact
member countries to issue rules for attracting foreign investment.
Confronted with this new world situation, the Andean countries began
to realize that they must face the world as actual competitors. They
must struggle for new investment with other countries that have trad-
itionally based their development on freedom of capital, such as the
Asian countries, or others that have recently issued rules favoring an
open economy. However, any trend relating to foreign capital should
be based not only on rules that will directly apply in the future, but
also on rules that affect daily activities, such as the rules governing
labor relations.

In view of the foregoing, this agreement moved forward. The pres-
idents at the meeting held in La Paz, Bolivia, in November 1990 stated
that the Andean countries should tend to establish policies that will
render their economies more efficient on a competitive level by liberat-
ing the Andean economies and opening them up to foreign trade and
investment. Furthermore, the countries were encouraged to seek im-
plementation of an economic rationalization plan based on private un-
dertakings, physical discipline and a streamlined state. Moreover, the
Andean countries agreed to remove obstacles to foreign investment
and to foster free circulation of the regional capital.

The new foreign investment policies prevailing in this subregion
made it indispensable to revise and update the common rules approved
by Decision 220 for the purpose of fostering and promoting the flow

[Vol. 7
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of foreign capital and technology toward the Andean economies. There-
fore, it was decided to substitute Decision 220 with Decision 291.

Decision 291 reflects a new philosophy and a change of attitude.
The restricted sector has been eliminated. Foreigners have been
granted the same rights and obligations as nationals. A prior authori-
zation of the state is no longer required for investing. Unlimited remit-
tance of profits is permitted. Freedom of contract, for technology
transfers, is recognized. The mandatory progression of nationalization
of foreign enterprises has been definitely suppressed under restrictive
criteria according to economic sectors that have been set aside.

The criteria to be applied in each country for rules containing
regulation for application of Decision 291 is fundamental. It will be
the basis for updating an original economy vis-A-vis the world's. Depend-
ing on the way in which each country will treat Decision 291, an
important step might be taken towards modernizing the Andean re-
gion.

As an example, the regulations issued in Ecuador seek to attract
foreign investment. At present, a few sectors exist in which foreign
investment is forbidden, such as national defense, social security, radio,
television, the press and other sectors that are specified in the Special
Laws. This regulation means that provisions relating to foreign invest-
ments are now the exception rather than the rule. Remittance of
profits is free. Registration of foreign investment with the Central
Bank of Ecuador is required for statistical purposes only. In addition,
transfer of technology is encouraged.

Another important topic that I should mention is trade in the
region, as reflected in the rest of the world. The Fifth Andean Pres-
idential Council held in Caracas in May, 1991, accepted commitments
for the creation of the Andean Free Trade Zone. In September, 1991,
the special meeting of this original organization occurred. The Minis-
ters of the five Andean countries subscribed to a ten-point document
entitled the Cartegena Agreement.

This document established a significant reduction of external import
tariffs in the Andean countries as well as a regulation for commercial
agreements with third countries. With this reduction, the new import
tariffs range from 5% to 20%. The reduction of import tariffs is sub-
stantial. Some examples taken from the former import tariff in
Ecuador, compared with those currently in force, show this reduction.
Automobiles formerly were subject to a tariff of up to 290%. Now the
maximum tariff on automobiles will be 40% until June 1, 1994, and
will be reduced to 25% after that date. Rubber was formerly 80%,
and now is 5%. Flour and grains were formerly 70%, and now are
10%. Textile fibers, raw or manufactured, were formerly 80%, and
now are 10%.
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The Cartagena Agreement promoted a quick reduction of tariffs
for certain products and promoted the adoption of a newer structure
for a common minimum external tariff that will guarantee greater
openness in the Andean Pact import tariff policies. The Agreement
outlines an action plan aimed at strengthening the political and
economic links of the Andean group with MERCOSUR, the United
States, the European Community and Japan. The Agreement also
provides for regulation of bilateral dealings with third countries in
order to define the conditions of commercial agreements.

On the other hand, the Agreement determines that a common list
of sensitive products will be prepared for the subregion, and member
countries should agree not to grant any concession or preferential
treatment to third countries. The Agreement also poses the need to
establish a single safeguard clause to be applied to all trade within
the subregion which would substitute the previous multi-safeguard
regime. Finally, the Agreement states that specific requirements of
place of origin are to be eliminated.

On January 1, 1992, free trade started to operate in the Andean
subregion. Import tariffs are not charged, with an exception provided
for Peru and Ecuador since these two countries are to join the free
market in July 1992. The establishment of the common customs in the
Andean subregion as of January 1, 1992, however, is not yet a reality
since there are still differences of opinion among the five partners as
to the common external tariff.

The common external tariff was supposed to be defined before
December 31, 1991. However, at the meeting held in Bogota in the
last week of December, the Andean Pact was divided into two blocks.
While Colombia and Venezuela will apply the same tariff to products
coming from third countries, Ecuador and Peru will postpone their
decision. The tariffs to be applied by the Andean countries to more
than 6,000 items will be 5% for raw materials, 10% and 15% for
intermediate and semi-manufactured products and 20% for finished
products. The issue that causes friction and differences between the
five countries is the listing of goods in the various import categories.
Here is where each country defends its own interest.

An example of this self-interest is the export of iron. Some mem-
bers of the sub-region maintain that iron should be taxed with a 10%
tariff, while Ecuador considers the applicable tariff for iron to be 5%.
Although the five states have not reached an agreement on common
external tariffs, the Andean Free Trade Zone that came into effect
on January 1, 1992, will continue. When I left Quito two days ago,
the Ministers of Commerce of the five countries were negotiating
precisely on this point. Besides establishing the Andean Free Trade

[Vol. 7

12

Florida Journal of International Law, Vol. 7, Iss. 1 [1992], Art. 4

https://scholarship.law.ufl.edu/fjil/vol7/iss1/4



FREE TRADE - THE DOOR OPENS

Zone, the five presidents resolved in Caracas to move the common
customs intersect to an earlier date. However, according to experts,
these decisions are not merely a question of agreement. These deci-
sions entail domestic problems in each of the countries which cannot
be solved immediately, one of the most serious problems being the
treatment to be given to products coming from third countries into
the five nations. For the free trade zone to be real and efficient, the
people in the subregion need to become aware that integration will
bring benefits, that Andean integration will harmonize economic
policies with free trade agreements and that the opening of doors will
not constitute a pitfall.

In my personal opinion the Andean Pact and its resulting subreg-
ional trade and subregional market should be our countries' stepping
stone towards the world market, and the countries must make every
effort to obtain that goal. In an integration process, such as that in
which the countries in this subregion are engaged, both an opening
up and protectionism are to be taken into account. Protectionism does
not refer to import tariffs only, but rather to equal opportunities and
incentives for investment and trade. The results of integration,
whether good or bad, will depend on the extent to which the countries
manage to balance and handle these two concepts.

The Andean countries should strive to obtain more competitive
costs, to reach international markets and to introduce themselves into
the world market. It should also be understood that micro-policies
relating to price fixing may sometimes imply surrender. The case of
energy products illustrates the problem. A gallon of gasoline costs
two dollars in Peru, fifty cents in Ecuador and ninety cents in Bolivia.

Finally, the countries' internal legislation needs to be updated in
relation to labor, taxation, customs, transportation and privatization,
as well as in relation to laws relating to their administrative bodies.
It is essential to streamline the administrative and service structures
without reducing the size of the public sector. This structure permits
each country to exploit, in a more adequate manner, its resources in
furtherance of its development.

Decision 283 of the Cartagena Agreement contains rules for correct-
ing distortions in the general area of competition, deriving from dump-
ing practices and subsidies. This Decision actually reflects the subreg-
ion's change of mentality. In September 1991, Ecuador issued regula-
tions for preventing or correcting dumping practices and subsidies.

Decision 288 provides for freedom of access to cargo by ocean
transportation coming from and investing in the subregion. Decision
297 regulates and integrates air transportation in the Andean subreg-
ion. Decision 311 replaces previous Decision 85 concerning industrial
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property markets. Issues still remain unresolved and unregulated,
such as circulation of vehicles and persons of the Andean subregion.
Labor integration has not occurred and changes in social security need
attention, but there is an awareness about the need for amending the
laws.

Taxes paid by foreigners are still higher than those charged to
nationals, but the differences are not as great as they were in the
past. In the case of Ecuador it is worth mentioning that congress has
taken a step, although not yet concrete, towards establishing equal
taxes for nationals and foreigners. Results should soon be forthcoming.

Progress has been made in other aspects. New types of investments
are now possible in subregions such as Maquila and the free zones.
The new open door policies will undoubtedly benefit the economies of
the Andean countries. Nonetheless certain resulting aspects present
potential problems and risks of which we must be aware. Increased
drug trafficking could be the most serious consequence. Concrete steps
are being taken to fight drug trafficking. The objective would be to
improve and to broaden the operative and contextual framework of
the February 1990 declaration submitted to President Bush by the
Andean Presidential Council. The February 1990 declaration encour-
ages alternative opportunities to farmers who produce cocaine as well
as to promote the actual implementation of the Andean's Regional
Center for Coordination and Information for Fighting Drug Traffick-
ing. In conclusion, allow me to point out that the Andean countries
have eliminated the former attitude of rejecting and opposing any
type of economic liberalism. They have adopted a new attitude, accept-
ing and searching for a more moderate liberalism that is opening up
to the market.

[Vol. 7
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