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l. INTRODUCTORY REMARKS BY THE CHAIRPERSON

1 The first Trade Policy Review of El Salvador was held on 25 and 26 November 1996. The
Chairperson welcomed the delegation of El Salvador, led by Vice-Minister René Antonio Leon, and
the discussants, H.E. Mr. Algandro de la Pefia of Mexico and Ms. Elaine Feldman of Canada. As
usual, both discussants would speak in their personal capacities and not as representatives of their
countries. In accordance with the established procedures, the discussants had made available, in advance,
outlines of the main issues they intended to raise.

2. The Chairperson recalled the purpose of the Trade Policy Reviews and the main e ements of
the procedures for this meeting. The report by the Government of El Salvador was contained in
document WT/TPR/G/23 and that of the WTO Secretariat in document WT/TPR/S/23; themainissues
to be raised by the discussants were contained in document WT/TPR/D/8. Copies of written questions
submitted by four delegations (European Community, Hong Kong, the United States and Japan) had
been transmitted to the delegation of El Salvador. If full replies could not be provided during the
meeting, supplementary written replies could be provided later.

3. Recalling that intergovernmental organizations could attend meetings of the General Council
through decisions taken on the basis of ad hoc arrangements, the Chairperson proposed that the Trade
Policy Review Body invite the EBRD, EFTA, FAO, IMF, OECD, UNCTAD and the World Bank,
which had requested observer status, to its next meeting. It was so agreed.
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. OPENING STATEMENT BY THE REPRESENTATIVE OF EL SALVADOR

4, Ambassador Alexander A. Kravetz introduced the Salvadorean delegation and thanked the
Chairperson for her support and for the way in which she had conducted the various TPR meetings
throughtheyear (1996). Heemphasized theimportancethat El Salvador had givento thereview process
and highlighted how beneficial it had been. He aso thanked the Secretariat's team in charge of the
report, Mr. Peter Tulloch, Mr. Sam Laird and Ms. Eugenia Lizano, and the two discussants
Ambassador de |la Pefia and Ms. Elaine Feldman.

5. The Representative of El Salvador, Mr. René Antonio Ledn, on behalf of the Government
of the Republic of El Salvador and their delegation, thanked the Chairperson and the distinguished
discussants.

6. Thepreparation for the Trade Policy Review had enabled his Government to eval uate the degree
of compliance with their commitments since they acceded to GATT in May 1991 and also to examine
compliance with the commitments undertaken in the Uruguay Round. The Review had made them
take a closer look at their trade régime and weaknesses in the light of the views and assessments of
their main trading partners. This was an enormously important input, because it pointed to the path
that they must follow in their agendaof reforms, which they were maintaining and thinking of stepping
up in the months ahead. The Review had also enabled them to identify the future action to be taken
in the process of opening up the economy and the reforms and liberalization that they had embarked
on since 1989 and which would surely make El Salvador a much freer and competitive economy that
would be regarded as one of the most open in Latin America.

7. El Salvador today was different from what it was at the time of accession to the GATT in
May 1991. Above dl, it was now anation at peace. He considered that peace was the result of a
completely irreversible process, for three fundamental reasons. First, the peace processin El Salvador
was an achievement that had been the outcome not of a military victory, but a negotiated political
solution. Second, it had been marked by full and complete reintegration of the ex-combatants and
the warring sides in the country's political, socia and economic life, which was reflected in the
participation in the Legidative Assembly of both sidesin conflict. Third, and perhaps the most important
factor, peace was a genuine aspiration of the Salvadorean people and areturn to violence would enlist
absolutely no support in the country, which was now fully democratized.

8. He said that this climate of peace and political stability had enabled El Salvador to implement
important structural adjustment and stabilization programmes, initiated in June 1989, so that high rates
of economic growth with macroeconomic stability were achieved and the problem of extreme poverty
in El Salvador could be tackled. The country completely liberalized its trade régime by substantially
cutting import tariffs, which had previously ranged from 5 per cent to 290 per cent. The tariff ceiling
on imports had now been reduced to 30 per cent, and tariff levels had been streamlined from nine or
tentariff levelstofour. Most non-tariff barriers, such asimport licensing, input prohibitionsand import
deposits, had been eliminated. Exchangerate controlshad been removed. More than 230 pricecontrols
had been eliminated.

9. He stated that the foreign trade monopoly, which had resulted from the nationaization in the
early 1980s and had particularly affected the main exports, had been eliminated. Similarly, the
Regulatory Institute of Provisioning (Instituto Regulador de Abastecimiento (IRA)), a State body with
amonopoly on grain marketing, had aso been abolished. The country had then embarked on wide-
ranging, thorough trade liberaization. The Government had always been convinced that, regardiess
of the exceptionally difficult circumstances, the route to follow was one of trade liberalization.
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10. As part of the structural adjustment programme, a thorough overhaul of the tax system was
started. The new tax structure involved few taxes, low rates and a broad tax base. El Savador had
tried to establish a tax system in which the proportion of tax revenue as a percentage of GDP rose
gradually. Thereform had aso allowed El Salvador to do away with some taxes with an adverse effect
on investment and capital formation levels. For example, the patrimony tax was eliminated; the
exemption floor for income tax had been raised; and a stamp tax was replaced by a value-added tax,
initially at 10 per cent and later 13 per cent, on all goods and service transactions in El Salvador.

11. Another basic element of the structural reform consisted of monetary and financial reforms:
interest rates were completely liberalized and fully unified; and the exchangeratewas aso liberalized;
and exchange controls were eliminated so that capital flowsin El Salvador were now completely free
and were not regulated by the monetary authority. In addition, the banks and finance institutions,
nationalized in the early 1980s, had now been privatized. The rediscount windows were done away
with and a second tier bank was created, so that the Central Reserve Bank could continue its role as
alender of last resort and concentrate keeping prices stable. Lastly, the reserve ratios were unified.

12. As part of the structura adjustment programme, El Salvador had started the first stage in the
privatization of state enterprises and assets. Apart from the banks, which he had aready mentioned,
privatizations included a hotel, a coffee roasting plant, the country's largest free zone and other State
assets. This improved the supply of goods and services to consumers, as well as allowing the State
to concentrate on what it had to do and not engage in business activities a a high cost to society.

13. The structural adjustment programme had been strengthened and made even more certain by
El Salvador'saccessionto GATT in 1991, part of astrategy of making the whole processirreversible.

14. As aresult of the process of reform El Salvador had attained high rates of growth in recent
years. At the outset of the programme, the economy had been growing at arate of 1 per cent in real
terms, while by the end of 1994, the economy was growing at 5.8 per centinreal terms. The growth
of per capita GDP, which had been negative in 1989, had risen to 3.5 per cent in 1994. The rate of
inflation had fallen from 33 per cent to approximately 10 per cent in 1994. There had aso been
improvements in the fiscal deficit, the trade deficit and the current account.

15. Since 1994, theeconomy had been undergoing anew phase of reforms, called second generation
reforms, in which the emphasis had shifted from macroeconomic to microeconomic reforms. A new
economic development strategy was being promoted, marked by a number of basic features. First,
the strategy relied not on comparative advantage but on competitive advantage, which, for a country
like El Salvador, wastheonly solution to its development problems, sincethe country had few resources
on which to base a comparative advantage model. The country was small, the population high and
there was alack of strategic raw materias in the subsoil. Second, the strategy emphasized a steady
increase in productivity so as to enhance competitiveness and turn this into a process, into a"virtuous
circle", that would bring higher economic growth rates, higher remuneration of productive factors
and no inflation. The third characteristic of the development strategy was that El Salvador could not
conceive of productivity based on potentially cheap manpower, for thisran counter to the socia goas
of its development. Rather, its aim was for productivity to stem from higher levels of investment in
training human resources.

16. The objective of this new development was to create a climate for real annual growth rates
of more than 6 per cent for the next 30 years. El Salvador wanted to abandon the tradition of some
devel oping countriesof irregular economic growth. The goa wasto overcomethis spasmadic tendency
andto lay the foundationsfor sustainable growth similar to that of some of the most dynamic economies
in the world, particularly the economies of South-East Asia. The intention was to turn this economic
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growth into socia development, since some devel oping countries grow but without equity. Another
objective was to bring the Salvadorean economy into the global production chain.

17. The Government's aim was to turn El Salvador into a place that attracted investment, taking
maximum advantage of its geographica position through the changes that were being promoted. The
idea was to convert the country into a distribution, production and marketing centre for the whole of
Central America, the Caribbean and, hopefully, even the whole of Latin America. The intention was
also to expand the country's exportable base. As mentioned in the report, the Salvadorean economy
had quite a high dependency upon the flow of family remittances from Salvadoreans living abroad and
one objective was to reduce this dependency and to lay firm foundations for growth.

18. The Government of El Salvador was taking very concrete action to turn this new development
strategy into reality by increasing investment in human capital, with an emphasis on education and
health. Present social expenditure accounted for 31 per cent of the Genera Budget, much higher than
the 18 per cent spent during the years of the armed conflict. The Government's target wasto increase
socia expenditure to 50 per cent by 1999 and, above dl, to focus on education. Gainsin productivity
would go hand in hand with a more skilled workforce. In addition, a higher level of education made
for better income distribution and more education meant more income-generating opportunities for
families in El Salvador.

19. TheGovernment intended to continuetheprocessof tradeliberalization. Non-Central American
capital goods were now dutiable at 1 per cent, while tariffs on non-Central American raw materias,
which stood at 5 per cent, had been reduced in August 1996 and would be further reduced to zero
by December if the changes to the Central American Tariff Agreement wereratified by three Central
American countries. Thus, azero rate would apply to 65 per cent of tariff lines. In addition, thetariff
ceiling was to be reduced from the first half of 1997 and reaching 15 per cent by the second half of
1999, when tariffs would range from 0O to 15 per cent.

20. The modernization of the public sector wasto continue. Since 1994, the size of State holdings
had been reduced by more than 12 per cent. There was particular emphasis on strategic services, for
example, with the privatization of the national telecommunications administration - the State monopoly
known as ANTEL - planned to be completed in the first half of 1997.

21. El Salvador' s electric power corporations were aso in the process of being privatized, having
already been split into four different companies which were being restructured so that they could be
sold in the first half of 1997. The privatization plans aso included the administration of roads, ports
and airports, and water supplies.

22. A National Competitiveness Programme, with comprehensive measures to boost productivity
in El Salvador was being promoted. In this context, a draft Competition Law had been submitted to
the Legidative Assembly, a Trade Point would be established and two basic support programmes had
been adopted for firms trading in El Salvador. The first was a programme of competitive aliances
or "clusters' so that firms would get together and compete in the international economy and, at the
sametime, attract investment to key sectors of the economy. The second was aNational Productivity
and Quality Programme which would provide technological assistance to firms so that more
technologicaly advanced production processes would be adopted. The National Competitiveness
Programme and the Public Sector Modernization Programme were the foundations of "Vision 2021",
a programme that by the year 2021, would allow El Salvador to reach levels of well-being similar
to those of developed countries.
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23. Therepresentative drew attention to theinternational recognition of the successof El Salvador's
economic reform. For example, in August 1996, Standard and Poors, the risk-classification company,
gave El Salvador aBB+ rating for foreign currency debt and BBB+ rating for national currency debt.
In addition, the Heritage Foundation had recently described the Salvadorean economy as the second
freest in Latin America, after Chile.

24, In conclusion, he said that a strong multilateral system was necessary for El Salvador's
development strategy to succeed. A transparent and credible multilateral system would complement
and strengthen El Salvador's processes of reform. El Salvador saw the WTO as an organization that
could promote reform and encourage al the Central American countries to follow a similar path of
reform.
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. STATEMENT BY THE FIRST DISCUSSANT

25. Thefirst discussant (Ambassador Alejandro delaPefia) noted that the Sal vadorean stabilization
and structura adjustment programmes, which included the liberalization of its trade régime and the
deregulation of thedomestic market, had been successful and resulted in thereactivation of theeconomy,
the control of inflation and the reduction of the public sector deficit. Per capita GDP had grown
consistently in the last six years, reaching a rate of growth of 6.1 per cent in 1995.

26. While commenting positively on the economic developments, he asked for the latest inflation
estimates. Noting that tax evasion was still a problem, he asked about the evolution of the campaign
to fight tax evasion and about the relationship between commercia and fiscal policy.

27. He noted that despite El Salvador' s successin reducing its externa debt, it had had a persistent
deficit in the current account since 1989, which had been financed by remittances and foreign direct
investment (FDI). However, the inflows of remittances, through the appreciation of the currency,
could aso have a negative effect upon production, exports, investment and employment. He asked
the authorities how they were to counteract these negative effects and whether there was a mechanism
that would help them maintain their competitiveness in the international market.

28. The discussant wel comed the commitment of the Salvadorean Government to continue the process
of reform to overcome important structural problems, as reflected in their development strategy,
"El Savador 2021". El Salvador lacked adequate infrastructure, in particular roads and
telecommunications in general, but these problems could not be solved while the major component
of demand was private consumption. Domestic savings would have to become the source of financing
for investment and economic growth, but, noting thelow savingsrate, he asked whether the authorities
had any plans to promote domestic savings.

29. Thediscussant highlighted the change of trade policy beginning in 1989, away fromitsinward
orientation. He said that the trade liberaization policies together with the deregulation of domestic
markets had contributed to the improvement of the multilateral trade relations. In this context, he
referred to the reduction in the applied tariff, the binding of al tariff rates, and the elimination of most
non-tariff barriers. He aso mentioned the future plans to continue reducing the applied tariff so that
by 1999 tariffs would range from 0 to 15 per cent. As aresult of these measures both imports and
exports had grown substantialy, increasing El Sdvador's share of world trade, aswell as the contribution
of trade to GDP.

30. Heconsidered thepresent discussion of adraft |aw on competitioninthe Salvadorean L egislative
Assembly particularly important, and he asked about the time for approva of this draft law.

31. Heal so inquired about thefuture evolution of Salvadorean trade policy in thecontext of regional
and multilateral commitments. He asked whether ElI Salvador's in the Central American Common
Market had been an advantage or a constraint to their own process of trade liberalization and about
El Salvador's views on "global free trade".

32. In conclusion, he commended the efforts by El Salvador in the reform of its economy; this
had been beneficial not only for the country but also for the multilateral system as a whole.
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V. STATEMENT BY THE SECOND DISCUSSANT

33. The second discussant (Ms. Elaine Feldman) congratulated ElI Salvador for the programme
of far-reaching economic reforms undertaken since 1989, which had led to solid economic growth.
She noted that a key component of these economic reforms had been trade liberalization measures,
with exports as the driving force leading to increased economic growth. However, she noted that
El Salvador'stradewas concentrated both in goods and in markets, and enquired what the Salvadorean
Government was doing to diversify its exports with respect to both goods and markets. She asked
whether Salvadorean exports would be competitive in the absence of preferences enjoyed under the
U.S. Caribbean Basin Initiative or GSP programmes or the EU GSP scheme, and also enquired about
the impact of the North American Free Trade Agreement upon Salvadorean exports.

34. She pointed out that if an export-led growth strategy was to succeed there was a need for a
reduction and elimination of import barriers, which sometimes was overlooked. In this context, she
welcomed El Salvador' s elimination of most non-tariff barriers and the reduction of tariffs. However,
she asked whether any thought had been given to reduce bound rates. Moreover, she noted that some
important sectorsstill benefited from higher ratesthan theaverage, such astextilesand clothing, leather
goods, food, beverages and tobacco, and wondered if there were any plans to bring these rates closer
to the average nominal rate. She aso pointed out that there appeared to be significant tariff escalation
in some of those sectors, and asked whether the Government had plansto reduce tariffs on more highly
processed products in such areas as textiles, leather goods, wood and paper.

35. She noted that import formalities appeared to be cumbersome, and enquired about the time
frame envisaged for the creation of aone-stop window for import procedures, similar to that for exports.

36. Shenotedthat El Salvador' sexport policy focused onthe promotion of exportsof non-traditional
goods to markets outside Central America. Under the Law for the Reactivation of Exports, duty
drawback was granted to exporters of non-traditional goods to markets outside Central America, at
afixed rate of 6 per cent of the f.0.b. vaue of exports. It did not seem to be necessary to show that
duties at least equal to this amount were paid, merely that import duties were paid. |f El Salvador
continued to reduce its applied duty rate, the potential existed for the drawback scheme to provide
an export subsidy.

37. She pointed out that agriculture remained a key sector for El Salvador. Although its share
of GDP based on current prices had declined during the first part of this decade, it accounted for
14 per cent of GDP in 1994, compared to 8.6 per cent the previous year. These recent increases
appeared to be attributabl e to reforms undertaken since 1992, such as the guaranteeing of land property
rights, the privatization of marketing boards and the elimination of export taxes. The agricultura reforms
appeared to have increased productivity in the agricultural sector.

38. Agricultural exports accounted for 50% of total exports in 1994. However, she noted the
negative effect that the real appreciation of the currency had on the competitiveness of Salvadorean
agricultural productsin international markets, and enquired whether the Sal vadorean Government had
plans to overcome this. She noted that exports of cotton, which had previously been an important
agricultural export, seem to have ceased and sought an explanation.

39. Shenoted that the sugar market appeared to be one of thefew sectorsinthe El Salvador economy
wheremarket forcesdid not determinetheprice, asthe price of domestic sugar was above world market
prices. Inaddition, shereferred to the requirement of import permits for sugar originating in Central
America and to the import quotas imposed on saccharine and similar products. She asked whether
there were any plans to remove these protective measures and move to an open market in sugar.
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40. She said that there was aneed to improve the physical infrastructure in the country. She also
referred to the Government' s plansto create the necessary conditionsfor consolidating the rule of law,
togivepriority to human capital investment and the building of aforward-looking economic and social
infrastructure to ensure complete openness to foreign investment and technology and to carry out a
thorough modernization of the public sector, strictly based on a market-economy model. She noted
that the Government had put into place various pieces of legislation to carry out its objectives and that
the Government was reviewing its trade laws and regulations to assess whether there were any
incompatibilities between existing legislation and the commitments that El Salvador had undertaken
as aresult of the Uruguay Round of trade negotiations. She emphasized the importance of enforcing
thislegislationinorder to providepredictability and security for continued tradeand investment growth.
She particularly noted that there had been problems with the enforcement of the law on intellectual
property rights and asked the authorities to provide more details about their experience and how they
intended to ensure adequate enforcement.

41. She considered the provisions made by El Salvador to facilitate exports and imports important,
especidly the setting up of the Centre for Export Requirements (Centro de Tramites de Exportacion,
CENTREX) in order to simplify formalities for exporters. However, she asked about the degree of
automaticity of the processing of all the required documents, for exports, and whether there were plans
for the eventual abolition of therequirementsfor export documents except perhapsfor alimited number
of specific products, such as sugar and textiles.

42. To conclude, she said that El Salvador had clearly made major strides in its goa of changing
from import-substitution industrialization to an export oriented economy and noted that the Sal vadorean
economy ranked among the freest in Latin America and that the prognosis for the future looked
promising.
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V. STATEMENT BY MEMBERS

43. Members commended the efforts made by El Salvador in adopting a stabilization programme
and opening of the economy. They considered the achievements of El Salvador to be impressive and
encouraged the Government to build on those achievements.

44, The United States representative said that El Salvador's economic reforms, initiated in 1989,
had been instrumental in liberalizing the economy and restoring economic growth. The programmes,
implemented from 1989 to 1994, had spurred trade reform, including tariff reductions from an earlier
range of 5 to 290 per cent to a current range of 5 to 20 per cent, and a reduction in the number of
tariff levelsfrom 25tofour. A largenumber of tariff exemptions, non-tariff barriersand price controls
had been eliminated, together with all export taxes, exchange controls and import deposits.

45, He congratulated El Salvador on its elimination of State monopolies on foreign trade and State
enterprises controlling the marketing of agricultural products, and on the steps it had taken to adjust
to atax structure of fewer taxes, lower rates and a broadened tax base.

46. He aso commended El Salvador for the measures taken over the past years to liberalize its
investment régime, particularly the freeing of capital movements and the opening of most sectors of
the economy to foreign direct investment. He encouraged El Salvador to continue this liberalization
process and with the further elimination of bureaucratic procedures that delayed new investment.

47. The representative said that, in the aftermath of tariff liberalization, most governments found
that they came under increased pressure to resort to non-tariff barriers, and he hoped that EI Salvador
would resist the temptation to resort to such measures. He noted that El Salvador' s safeguards régime
was based on legidation, submitted to the WTO for review, appeared to contain process and language
consistent with WTO requirements. He encouraged El Salvador to submit a Statement of Implementation
asrequired under the TBT Agreement. He noted that his country has had some difficulty with respect
to a zero tolerance requirement for severa common avian diseases, such as salmonella, effectively
blocking al US poultry imports. He also considered that the genera intransparency in El Salvador's
customs régime had become a significant barrier to trade. US exporters aso had particular problems
in the area of pharmaceuticals, where sales had fallen to zero because of discriminatory requirements.

48. The representative said that customs valuations in El Salvador was based on Annex B of the
Central American Agreement on Tariff and Customs Régime, which in turn was based on the Brussels
Definitionof Value(BDV). Several aspectsof thissystem werenot clear and might not bein accordance
with WTO appraisement principles. The representative understood that El Salvador was drafting new
legidlation to implement the WTO Agreement within the five-year transition allowed for developing
countries. Hesuggested that as soon as El Salvador prepared its proposed | egislation, it should complete
the questionnaire prepared by the Committee on Customs Valuation and submit it to the Working Party
for review. The United States did not consider that the expression of an intent to align itself with the
WTO Agreement demonstrated thelevel of commitment envisionedin Article 20, and therepresentative
strongly urged El Salvador to eliminate theuse of BDV as soon as possible and to begin implementation
of the WTO Agreement without delay. Thiswould addressthe current system of verification of values
for used cars, as well as minimum values or reference prices, which were not in keeping with the
principles of appraisement under the WTO Agreement.

49, While acknowledging the reformsthat EI Salvador had undertaken to liberalize its investment
régime, the United States was concerned that several requirements relating to investment were being
used to discriminate against foreign investors, for example the requirement to obtain a commerce and
industry " patent”, and " registration” of foreign capital withtheMinistry of Economy. TheUnited States
requested more information on the laws and practicesin thisarea. The practice of free convertibility
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of capital should be reflected in the investment law. The United States aso encouraged El Salvador
tofollow through its 1994 pledgeto set up aone-stop officefor foreign investment. Therepresentative
aso noted that there was still no gpprovd from the Legidative Assembly for the privatization programme
and hoped such approva would be forthcoming in the near future.

50. The United States commended the stepstaken to enforceintellectua property rightslegislation,
and looked forward to seeing El Salvador's continued success in enforcing its law. Government
procurement decisions often lacked transparency and it was hoped that this would be addressed in the
procurement law now being drafted.

51. Concluding on a positive note, the representative said that the United States appreciated not
only El Salvador's efforts to implement its WTO commitments and liberaize its trade régime in many
fundamental and important areas, but also the regional rdle which it had assumed. El Salvador was
an active participant in the Free Trade Areaof the Americas process, particularly aschair of the Market
Access Working Group. Hea so noted El Salvador' s constructive participation in effortsto modernize
theingtitutiona framework of Central American integration and to adopt trade regulations fully consistent
with the WTO.

52. The representative of the European Community welcomed the improvements of the main
macroeconomic indicators caused by the economic reforms implemented in El Salvador in its effort
to liberalize the economy, together with a policy of peace and democratization. The outward-oriented
trade régime made possible the increase of market access for Salvadorean products, especially to the
Community, where El Salvador benefited from GSP schemes. Thanks to the country's multilateral
commitmentsand tothemoder ni sation of tradelawsand regul ations, El Salvador wasbecoming strongly
integrated in the world economy. Plans and programmes developed by the Salvadorean authorities
showed a clear path to economic liberalism, which was a prerequisite to socia well-being and peace.

53. The representative a so sought clarification on several issues covered in the written questions
submitted in advance to the Salvadorean delegation.

54, The representative of Japan congratul ated the Salvadorean authorities for the liberalization of
the trade régime, including the rationalization of the applied tariff. He noted that El Salvador was
highly dependent upon the exports of coffee and sugar. To consolidate macroeconomic stability it
was aso necessary to develop the industrial base. This would need foreign direct investment, hence
the importance of an environment that would attract foreign direct investment, and he asked about any
plans to promote foreign direct investment.

55. He appreciated El Salvador's active role in the process of revitalizing the Central American
Common Market (CACM) and in other regiona trade negotiations, such as the FTAA. However,
he said that it was very important that al these agreementswould be consistent with WTO regulations.

56. He sought clarification on several issues: first, about the establishment of tariff quotas on
agricultural goods and their WTO notification aswell asthe out-of- quotarate for sugar; second, about
the taxes applied to foreign and domestic goods; third, about the quantitative restrictions applied to
milk imports; fourth, about the anti-dumping and safeguards procedures and the role of the Central
American Secretariat of Economic Integration (SIECA) inthisregard; and, fifth, about therestrictions
imposed on insurance companies.

57. The representative of Venezuela congratulated the delegation of El Salvador for the results
of the economic reform programme which had resulted in rates of growth above the average for
Latin America. He posed two questions: first, whether El Salvador was ready to re-start the negotiations
of the investment agreement between the CACM and Venezuela and Colombia, which had been
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interrupted in 1993; and, second, what were El Sdvador' s intermediate objectives for regiond integration
before the Free Trade Area of the Americas.

58. The representative of Indiacommended the macroeconomic reforms and structura adjustment
programmes undertaken by El Salvador and their positive results.

59. He encouraged El Salvador to continue pursuing its liberal trade policies and to overcome the
infrastructural constraints to the expansion of exports.

60. The representative of Canada considered El Salvador' s economic and trade policy reforms al
themoreimpressivegiven thechallengesof reconstruction. Theopening up of theeconomy had resulted
in atripling in the volume of trade between Canada and El Salvador in the last three years and in a
diversification of Canadian importsto El Salvador. Canadawas now negotiating abilateral investment
treaty with El Salvador. El Salvador was an active player in the FTAA negotiations, managing one
of the technical working groups.

61. He sought clarification on the timeframe for ElI Salvador's current revision of its existing trade
legidlation to make it fully compatible with its WTO obligations.

62. He noted that remaining restrictions regarding foreign direct investment appeared to have limited
coverage, but that their definition lacked precision which could create confusion in some cases. He
wasinterested in learning about the scope of several agreementsto promoteinvestment. He also sought
clarification regarding theincentivesgivento capital registered under theL aw to Promoteand Guarantee
Foreign Direct Investment. He asked whether foreign investment registration was compulsory and
what the registration procedure entailed, and what criteria was used for approval or rejection.

63. He said that rationdizing the tariff system and diminating many non-tariff barriers had improved
transparency and trade conditions. However, he urged El Salvador to take steps to reduce delays in
customs administration and import clearance, and to address problemsin customsvauation. He noted
industrial goods remained protected by tariffs as high as 30 per cent, and that the legacy of the old
import substitution strategy showed in the pattern of tariff escalation, particularly in sectors of interest
to Canada such as the paper industry.

64. He considered the rapid growth of free zones impressive, especialy since it represented new
economic activity rather than a simple transfer from the traditiona sector.

65. He noted the significant role of government in the services sector and the existence of government
monopolies in areas such as basic telecommunications and rail transportation, and commended the
initiatives of privatization. He asked whether El Salvador had plans to privatize rail transportation.

66. To conclude, the Canadian representative congratulated the Government for its liberalization
of the financial sector and the privatization of most financial institutions that had been nationalized
in 1980. He noted that El Salvador had prudent legislation to provide against bad loans and this had
avoided the problems often associated with the privatization of banks.

67. The representative of Colombia commended the efforts by El Savador to restructure the economy
and liberalize the trade system. She praised El Salvador's success in attaining peace. She asked the
Salvadorean delegation whether El Salvador was ready to resume negotiations of the investment
agreement between the Central American countries and Colombia and Venezuela.
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VI. REPLIES BY THE REPRESENTATIVE OF EL SALVADOR AND ADDITIONAL
COMMENTS

68. The Chairperson invited the representative of El Salvador to focus his responses on four main
themes: (i) foreign direct investment policies, (ii) macroeconomic and structural developments;
(iii) trade liberaization and its effects; and (iv) specific policy and sectora questions.

) Foreign direct investment policies

69. In response the representative of El Sdvador said that the Salvadorean foreign investment régime
was non discriminating. However, the speed with which the economic reform and liberdization measures
had been introduced outstripped the legal framework governing investment, and many provisions no
longer responded to the country' sreal economic situation. For example, such provisions asremittance
of net profits of up to 50 per cent of registered capital in goods and service activities, which werevalid
at the time when existing exchange controls existed, were now obsolete, since the capital account had
been fully opened up and there was free repatriation of profits.

70. He stated that El Salvador had one of the most open foreign investment régimes, since there
were no performance requirements and investment was open in virtually al sectors of the economy,
with minimal exceptionsthat in practice did not entail any restriction onforeign capital. For example,
the restrictions on smal-scae investments, applied only when the investments were less than US$23,000.

71. He noted that one of the basic objectives of the economic and social devel opment strategy was
to turn El Salvador into an attractive place for foreign investment, so that this investment would help
to maintain ahigh and sustained long-term growth rate, complement domestic savings and investment,
and generate more and better paid jobs, especialy in sectors which have high value-added, which could
also produce economies of scale and promote vertical integration. Therefore, El Salvador could not
afford to apply policiesthat discriminated against foreign investment. Accordingly, a new investment
law which would bring the legal framework up to date and would apply both to domestic and to foreign
investment was being prepared. The main features of thislaw included: legal certainty; transparency;
and smplified procedures for legdizing investment, by doing away with such requirements as the foreign
investors' certificate (patente).

72. Regarding lega certainty, he explained that the new law contained arbitration mechanisms for
dispute settlement. He expected the bill to be submitted to the Legislative Assembly for adoption in
the first quarter of 1997. Meanwhile, the procedures had aready been simplified by means of the
Investment Assistance Office (IAO) and the National Investment Office (ONI). To complement the
Government' s endeavours, aprivate non-profit foundation, the Salvadorean Foundation for Economic
and Socid Development (FUSADES), through its PRIDEX programme, was facilitating the establishment
of new firms by providing promotional, advisory and consultancy services to investors throughout the
world.

73. To conclude, he said that the Government was constantly striving to improve security conditions.
He pointed out that, unlike the situation during the period of the conflict, security problems weretied
in with acts committed by common criminals, which were not targeted at specific firms or investors.
Thegoal wasto removeany doubtsabout security, so asto cut down therisksof operatingin El Salvador
and attract greater investment.

74, Thefirst discussant had threecomments. First, henoted that € ementsof thebilatera investment
agreements signed by El Salvador, which offered certain guarantees without demands of reciprocity,
had been incorporated in the new investment legisation. He asked whether this meant that the
Government of El Salvador would view the possible study, herein Geneva, of the wholeissue of trade
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and investment favourably. Second, regarding the National Investment Office (ONI), hewasinterested
to hear that this office would carry out the different procedures required for al investment and that
a present their services were only used by foreign investors, not because of alega impediment, but
because of thelack of publicity givento the ONI. Third, he took note of the problems regarding crime
and delinquency which could appear after a long period of armed conflict, as mentioned by the
representative of El Salvador. To conclude, he asked what elements there were within El Salvador's
legal framework to guarantee that investors, in the event of some problem arising relating to their
investment, could resort to domestic recourse in order to obtain satisfaction.

75. The second discussant noted the strategic importance placed by El Salvador on attracting foreign
direct investment, that El Salvador had signed alarge number of bilateral investment treaties, and that
the draft legidation that was going forward would contain many of the provisions of these treaties.
Thus, she considered El Salvador particularly well placed to take part in an examination of theseissues
at the WTO. She added that it seemed as if El Salvador would have a great deal to contribute to any
such discussion.

76. Therepresentative of the United Statesthanked theVice-Minister for histhorough explanations
regarding the investment régime. He welcomed the future elimination of "patents' and preliminary
authorizations, which he understood would disappear under the new law. Henoted that theregistration
was not legally required to receive investment incentives and therefore wondered why this process
still existed and whether the new legislation might affect any registration requirement. In addition,
he mentioned that he understood that El Salvador still required firms to export 100 per cent of their
production outside Central Americainreturnfor certain benefits; inthisregard, hesought El Salvador's
view on the conformity of this provision with WTO requirements and again asked whether such a
requirement would be eliminated in the new draft legislation.

77. The representative of Japan thanked the Vice-Minister for his explanations, particularly the
point concerning security. He referred to his question raised during the first day of the meeting
concerning the incentive programme to encourage foreign investment, and in thisregard he asked whether
programmes like PRIDEX and the Nationa Investment Office were part of an incentive programme
to encourage foreign investment which would also include certain tax incentives.

78. In response to the first discussant the representative of El Salvador said that El Salvador was
ready and willing to study the relationship of trade and investment. He added, regarding the aspects
that guaranteed the legal security for investorsin El Salvador, that the Constitution which represented
the supreme law of the country allowed foreign investors to ensure that their cases were brought to
thenational courtsin the country, and if therewere disputesthese could a so be put to arbitration outside
the country.

79. Regarding the question raised by the United States rel ated to the specific aspects of registration
of investment, the representative said that the new investment legislation would do away with the
registration procedures. Under the new legislation when the investment formalities took place the
investment would automatically be registered for statistical purposes. The legalization of investment
automatically included the registration in the course of formalities.

80. Concerning the United States' question about conditions affecting these investments, he said
that the Law on the Free Zones and Tax-Free Areas, where these requirements were stipulated, were
not part of theforeign investment law. He mentioned that a modification had been recently introduced
to the free-trade-zone and tax-free-areas provisions, allowing investors or enterprises which produce
under these régimes to sell 15 per cent of their production to the Salvadorean customs territory, upon
payment of charges that norma imports would have paid. Therefore, the requirement to benefit from
the free zone legislation was to sell 85 per cent of its production outside the Central American area,
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with the exclusion of textilesand clothing. Enterprisesin El Salvador had the choice to produce under
these régimes or, dternatively, when exporting, other than under those specia régimes, they could
apply for benefitsunder the L aw for the Reactivation of Exportswheretherewasadrawback equivalent
to 6 per cent of the f.o.b. price of the export value. Thus, there was no specific requirement as to
the export destination.

81. Regarding Japan's concerns, the representative said that they felt that the best incentive for
investment would be through the new law on investment which would grant legal security, eliminate
anumber of procedures, and allow for arbitration. El Salvador's economic conditions did not enable
it to grant any economic or fiscal incentives as a mechanism to attract foreign investment.

(i) M acroeconomic and structural developments

82. The representative of El Salvador said that over the period 1992-95, the real rate of growth
of GDP had averaged 6.7 per cent. The sources of growth had been private domestic consumption
and higher rates of investment in the public and private sectors. The economy was expected to grow
by 3.5t0 4 per cent for 1996, with a9 per cent rate of inflation, which was lower than the onereported
for 1995. Because of economic reforms and a lower demand for private credit it was expected that
there would be a gradua reduction in interest rates, and that the rate of economic growth for 1997
was expected to reach 5 per cent.

83. To cope successfully with the challenges of globalization and to achieve a sustained pace of
economic growth, the Government considered that macroeconomic adjustment needed to be taken even
further. The main challenge was for economic policy management to ensure stability in maintaining
domestic and international investor confidence, and also to maintain the equilibrium of the external
sector in a context of increasing family remittances.

84. Inthisregard, he said that despitethe positiveimpact that family remittanceshad onthe standard
of living and on short-term financing of the balance of payments, their very existence complicated
macr oeconomic management and the achievement of the concrete goals of the overall economic policy.
Family remittances had helped to generate inflationary pressures and had contributed to the rise in
the exchange rate. The short-term measures to mitigate this problem had been sterilization measures
to contain the expansion of the quantity of money and keep the nominal exchangerate stable. All this
had further complicated macroeconomic management because it put pressure on the interest rate and
on the Central Reserve Bank's finances.

85. Because of the vulnerability of the external sector to the inflow of family remittances, he did
not consider it advisable at present to lower the bound tariff rates to the levels of the applied tariff.
In the short term, sterilization was the only viable means to counteract the rise in the exchange rate.
However, long-term measures to counteract this effect were being implemented: (i) improvement of
fiscal effectiveness (i.e., increase tax collection and reduce public expenditure); (ii) modernization
of the public sector and privatization of state enterprises to enhance efficiency; (iii) expansion of the
national savingsratio (i.e., increase public savings, promote the efficiency in the financial sector and
reform the pension system); (iv) containment of inflationary pressures; (i.e., export expansion and
diversification); and (v) increase of foreign direct investment and continuation of the market-oriented
economic reforms. Efforts were made to redirect remittances towards investment, and recent trends
indicated that a proportion was now starting to be invested in rea estate.

86. Privatization was mentioned as one of the components of the public sector modernization
programme. Thiswould affect sectorssuch astelecommunications, electricity generation, transmission
and distribution, water supply and sewage systems, ports and airports, roads, and pensions. The
privatization of the nationa telecommunication company (Administracion Nacional de
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Telecomunicaciones, ANTEL) had started with the adoption on 17 October 1996 of the
Telecommunications Act (Ley de Telecomunicacion) which had done away with ANTEL's licensing
powers. The Law contained the following components: (a) complete freedom to set end-consumer
rates, except themonthly chargefor existing consumersat thetimeof privatization; (b) non-application
of universal service requirements or performance requirements, except that local services to existing
consumers at the time of privatization could not be discontinued for two years; (c) unrestricted entry
of new telecommunications service suppliers; (d) essential connection facilities which would be made
available at negotiated rates; (€) compulsory interconnection with the local networks on the basis of
local rates, with the long-term marginal cost as the point of reference; (f) only the use of the spectrum
would require concessions, which would be granted by public auction; (g) the Genera Electricity and
Telecommunications Superintendency (Superintendencia General para la Electricidad y los
Telecomunicaciones, SSGET) would penalize breaches of the Law.

87. He explained that under the interim provisions of the Telecommunications Law, for the first
two years following its entry into force, no new licences would be issued for cellular telephony or
personal communications services (PCS). The only licences during those two years would be those
now belonging to "Telemdvil" (Band A licence for cellular telephones) and "Red ANTEL" (Band B
licencesfor cellular telephones) and "Blue ANTEL" (Licencefor Personal Communications Services).
Red ANTEL and Blue ANTEL were the names El Salvador used to identify the two companies into
which ANTEL had been split up for sale, something which would make El Salvador unique throughout
the world in that, from the very first day, competition would exist when ANTEL was privatized.

88. The process of privatizing the e ectricity companies established by the national power company
(Comision Ejecutiva Hidroel éctricadel Rio Lempa, CEL) had started with the adoption of the Electricity
Law of 25 October 1996, which entered into force on 3 November 1996. At the same time, a
consultancy firm had been hired to restructure the eectricity sector, so that competitive conditions
would be created, and to prepare energy and power contracts between the companies that had been
established on the basis of the CEL. These companies had become independent, and a call for tender
was being issued to hire an international firm to prepare the terms of referencefor their sale, scheduled
for 1997.

89. Legislation had aso been approved in October 1996 to establish the new SIGET regulatory
body, under the philosophy of maximum competition and minimum regulation. Its functions were
to: (a) enforce the laws, regulations and other legal requirements applicable to the sectors; (b) act
as an intermediary in disputes concerning interconnections and access to essentid services, (c) administer
the electromagnetic spectrum and public auctions for concessions; (d) keep an "Electricity and
Telecommunications Register”, containing registrations both of companies and persons operating in
those sectors, frequencies and availability, concessions and contracts.

90. SIGET did not draw up policies on investor participation in these sectors; these policies were
covered by the Telecommunications L aw and the Electricity Law and applied both to domestic investors
and to foreign investors.

1. Asfor other privatizations, a consultancy firm had been hired to review the legal, regulatory
and institutional framework of the national water company (Administracion Nacional de Acueductos
y Alcantarillados, ANDA) with aview to overhauling the water resources sector, including the formulation
of aregulatory policy for water supply and sewage systems.

92. Lastly, another consultancy firm had been hired to advise the Government on a ports and airports
regulatory policy and work was being done to prepare the call for tender and terms of reference for
granting the concession for El Salvador Airport and the Port of Cutuco. In the case of El Salvador
International Airport, the parking and cleaning services concession had already been granted.
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93. With reference to aquestion regarding the privatization of the railwaysin El Salvador, he said
that the Government would beinterested but theinfrastructurehad badly deteriorated and wasso obsol ete
that it had been difficult to find potential investors.

94, In response to the questions regarding investment in human capital and infrastructure, and its
financing he said that the Government of El Salvador considered that present nationa savings were
till not enough to finance the required investment to develop human resources and infrastructure.
Nevertheless, developing human resources and providing greater access to education were central
componentsof El Salvador' seconomicand social development strategy. Conseguently, theGovernment
was making budget reallocations to channel more funds to the social sector (for example, in 1996,
31 per cent of the budget had been on social expenditure) and the target was to allocate 50 per cent
of the budget by 1999 to socia expenditure.

95. In addition, resourcesfrom the World Bank and the Inter-American Development Bank amounting
to more than US$75 million were to be invested in the social sector. Resources from privatizations
would aso be allocated to socia expenditure and infrastructure development. The pension schemes
would be reformed so as to turn them into a major source of savings and mobilize them to provide
asupply of lending funds. There was aso a programme to develop non-formal education. By law,
firms must pay an amount equivalent to one per cent of their payroll to the national vocationa institute
(Instituto Salvadorefio de Formacién Profesional, INSAFORP) to provide it with the required funds
for training programmes.

96. The first discussant asked whether the representative of El Salvador could further elaborate
on the solutions sought to ensure that remittances were directed towards investment rather than
consumption. Henoted that there was aready investment in real estate and asked if therewastherefore
some encouragement by the Salvadorean authoritiesto promote such investment. Hewondered if there
was any possibility of taking advantage of the reforms of the pension funds, privatization or any other
elements of the globa programme.

97. Regarding thetelecommunication privatization, he asked whether, in the case of adisagreement
between the parties concerned (i.e. operators in the market, and "blue" and "red" ANTEL) about
interconnection, the General Superintendence (SIGET) would play ardle, or whether the new law on
competition would comeinto play. Concerning the commitment to use the resources of privatization
for social expenditure, he asked what resources would be in use when the privatization programme
was concluded. He drew attention to a new idea used in Bolivia, in which resources resulting from
privatization werebeing injected into thecapital of theenterprisesthemselves, whilethe State sometimes
retained a minority share; this system was so successful that value of the shares held by the State had
in fact increased in value brought in yields higher than what could had been obtained if there had been
a simple straight forward privatization.

98. The second discussant had severd questionsrelated to the privatization of the tel ecommunications
sector. She sought clarification as to whether the body being set up would in effect be a regulatory
body and as to whether the Government would continue to set general policy in thisarea. She aso
asked what were the generd policy guiddines that the government would establish to guide the regulatory
body, or if this were not to be the case, how exactly would policy guidelines be translated to the
regulatory body and from the regulatory body to the service providers. She aso enquired whether
the members of the regulatory body would be appointed by the Government and whether they would
receive genera directions on appointment.

99. In response to the concerns regarding the remittances, the representative of El Salvador said
that they weretrying to learn from the experiences of other countries. One solution might be to offer
financial assets directly in the place of residence of the immigrants, or to provide financia incentives
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to encourage savings through very simple investment mechanisms that would give agood yield. He
also mentioned that the Government had already established close communication links with the leaders
of communities receiving remittances, in order to work injoint ventures where the Government would
supplement the investment made by the community in infrastructure.

100. Inthe case of a conflict regarding interconnection in telecommunications, the representative
said that SIGET would arbitrate between the parties. He added that the competition |aw would become
yet a further element to supplement the type of activity undertaken by SIGET in case of a dispute.
It was the Government' s intention that when the law on privatization of ANTEL was adopted, the law
on competition would simultaneously be applied.

101. Regarding the more permanent approach to financing social expenditure, he recognized that
theresources of privatization would of coursedry up and said that these shoul d be substituted by national
savings. He stressed that there was no other way in which socia expenditure could permanently be
financed than by increasing national savings and that the promotion of savings was part of the overall
development strategy.

102. He considered that the case of Bolivia deserved alot of attention on the part of international
investors and the international community. However, he considered that if the state held even one
share there might be a very strong temptation to go back to state intervention. He stressed that the
Sdvadorean Government wanted to avoid any temptation of this source, by placing dl bets on the market.

103. Inthis context, he added that El Salvador wanted to have a telecommunication system and
services sector were there was competition and where there were market forces that would solve any
disequilibrium that may arise.

104. In response to the second discussant's queries, he said that the new regulatory body SIGET
will ensure compliance with the rules. Regarding the new policy trends that the Government was to
elaborate, he said that the genera phil osophy was competition, competition and competition, and hence
the underlying philosophy under which SIGET would work was to apply the minimum amount of
regul ations and maximum amount of competition. The Government should not haveto provide SIGET
with any further policy lines. He explained that all of thiswas set out in their very liberal legisliation
on telecommunications and the law on eectricity. He added that market forces would have the regulatory
role and not the Government. Healso said that SIGET was an autonomous government body and that
thedirector of SIGET would be appointed by the President of the Republic for aperiod of seven years,
which did not necessarily coincide with the terms of office of the President. The appointed director
wouldthen becomeacivil servant and, after completion of histerm, thePresident in turn could nominate
the person that he believed was most appropriate.

(iii)  Trade liberalization and its effects

105. Regarding trade liberalization and its effects, the representative of El Salvador said that his
country' strade policy was mainly based on a coordinated Central American tariff-cutting programme,
intended to reduce domestic production costs, contribute to the development and the modernization
of the industria base, and make the country an attractive place for production activities. This trade
policy was considered essentid for diversifying the supply of exportables and broadening export markets.

106.  Along with the tariff cuts, El Salvador was promoting a national competitiveness programme
to enhance the overal competitiveness of firms so that they could export to the world market. The
am was to gain entry into new markets with new products. El Salvador's tariff-cutting programme
covered the wholetariff universe. However, there had been aneed to proceed with the cuts gradualy,
owing to the complexity of this process within the framework of Centra American integration. The
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authorities were looking at the best way to incorporate such sectors as textiles, clothing, sensitive
agricultural products and leather within the programme.

107.  The lowering of the tariff ceiling was scheduled to start in June 1997 and, by means of a
half-yearly 1 per cent reduction, to reach 15 per cent by July 1999 for most end-products produced
in Central America. The duty on capital goods was 1 per cent in November 1997. Raw materias
and inputs not produced in Central America, aswell asal capital goods, were expected to be duty-free
by 1 December 1996, provided the amendment to the Central American Agreement eliminating the
1 per cent tariff floor had entered into force by that time. At thetime of the review meeting, El Salvador
alone had deposited itsinstrument of ratification, but only two more Central American countriesneeded
to deposit theirs.

108.  Astothetariff quotas negotiated in the Uruguay Round, El Salvador still had not opened them
but adraft Executive Decree establishing amechanism to make the quotas avail ableto interested parties
had been prepared. This lega instrument was expected to be adopted shortly, in order to proceed
promptly with the opening of quotas. Withregardto sugar, it would bedifficult to undertakeaunilateral
reduction in duties until the subsidy schemes that distort world trade were completely dismantled.
El Salvador was thinking of opening tariff quotas with a non-quota duty rate of 55 per cent.

109. Inaddition, El Salvador was streamlining itstrading system with regard to the few, remaining
non-tariff barriers. The administrative and registration procedures that might impede tradewere being
reviewed, including among others, pharmaceuticals and saccharin and all the products mentioned in
Decree 647.

110.  Following its own vigorous programme of unilateral liberalization, El Salvador welcomed the
process of global trade liberalization, and was playing an active part in negotiations towards the Free
Trade Area of the Americas (FTAA) and in other bilateral negotiations with regional trading partners
and economic blocs. Undoubtedly, regional trade agreements could and should be compatible with
WTO rules, but they could also generate trade and investment distortions. In the case of NAFTA,
both of these phenomena had negative effects on El Salvador's textile and clothing sector.

111.  El Salvador was fostering competition by means of its trade liberalization programme and was
obtaining satisfactory results. It was, nonetheless, drafting a Free Competition Law to prevent and
penalize anti-competitive practices.

112.  Finaly, he emphasized that the Government of El Salvador was committed to securing full
observance of al of the Republic's laws. With the Intellectua Property Law, the Government was
engaged in combating any act that violated intellectual property rights. In this respect, he mentioned
the establishment of aspecia unit inthe Office of the Attorney-General to deal especially withviolations
of intellectual property rights. This unit, together with the Central Registry Unit and the National
Civilian Police, was carrying out an ongoing inspection of all trade and this had led to the confiscation
of nearly 48,000 music cassettesand 22,000 video tapes, and casesinwhich violations had been detected
had been brought before the courts. Full implementation of TRIPS would be automatic after the year
2000, asstipulated in the Agreement. He pointed out that medi caments wereincluded in the protection
afforded by the law for aterm of 15 years. In addition, work was being done on designing the lega
mechanisms needed to apply TRIPS provisionswhich would haveto beimplemented by the year 2000;
there included border measures which the Government regarded as very important to secure suitable
and effective protection of intellectual property rights. As far as civil and crimina pendties were
concerned, the relevant provisions would be distributed to interested delegations.

113.  The second discussant considered it to be very encouraging that a country like El Salvador,
which was looking at participating in the Free Trade Area of the Americas, was also willing to see
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those benefits extended through the multilateral system. She said that it was important that through
actions not just words countries showed that regionalism and multilateralism could really be
complementary and consistent. She noted the point made about trade deviation and the effects of the
NAFTA; those were some of the issues that needed to be looked at in the Committee on Regional
Trade Agreements, whenthey |ooked at the systemicissuesthat arisethroughregional tradeagreements.
She asked how the tenderswould be utilized for the administration of thetariff rate quotas, and whether
the authorities expected the system to actually ever function in practice and not just in theory.

114.  Therepresentativeof theUnited States sought information about the status of thejudicia reform
in the area of intellectua property and specifically about the efforts to handle more IPR cases
administratively and to ensure that seized merchandise was retained until the courts disposed of the
case.

115.  Inresponseto the question regarding the administration of tariff quotas, the representative of
El Salvador said that El Salvador felt that the most transparent and efficient way of managing tariff
guotas was by means of auctioning them at the Salvadorean commaodities exchange. He added that
this would aso promote the development of this institution, which was particularly beneficia for
producers whose profitability was trapped by intermediaries. He explained that producers would be
excluded from participating in these aucti ons and that the document i ssued by the commoditi es exchange
would only be valid for ayear; if the person that won the auction did not use it in that time period
the certificate would lose its validity.

116.  Regarding thequestion posed by thedelegate of the United Statesonintellectua property rights,
the representative said that his authorities would provide a full answer in writing.

(iv) Specific policy and sectoral questions

117.  Inresponseto questions regarding specific sectora policies, the representative of El Salvador
said that in 1995, the customs proceduresin El Salvador could had been described aslong, complicated
and not transparent. Since then, the Government of El Salvador had speeded up the pace of customs
reform, implementing the Central American Common Tariff Code and its National Regulations, which
entered into force in July 1996. The Code was founded on the principles of flexible and streamlined
customs procedures and customs services that were compatible with fluid devel opment of internationa
trade. This new legal framework had led to: (@) initiation of automatic customs procedures at the
country's principal customs posts, (b) authorization for self-assessment by the person making the
declaration on the customs clearance form (involving payment of the amount due at any bank, with
spot checks; (c) establishment of a spot-check mechanism for physical inspection of goods; and (d)
implementation of the domicile service for payment of import duties (" Domicile Customs") for various
kinds of goods. Therecent implementation of these measures would be supplemented by asingle centre
for import formalities and the eventual privatization of some customs services.

118. Hesaidthat, despitethefact that the Agreement on Implementation of Article V1l of the General
Agreement on Tariffsand Trade 1994 established afive-year transition period, work would start next
year at the Central American level on aregional instrument on customs valuation compatible with the
provisions of the Agreement. With referenceto valuation of second-hand vehicles, under Salvadorean
legidlation the prices used must be those indicated in specidized publications. Exceptionaly, in the
absence of information in those publications, the customs shall determine the value chiefly on price
data obtained in the country of origin for amode with identical or similar characteristics to the one
that was imported. He stated that El Salvador did not apply any system of pre-shipment inspection,
nor had it any plans to introduce such a system.
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119. Regarding the export régime and tax incentives he said that El Salvador did not consider that
its export promotion and support schemes constituted export subsidies. In 1995, the total amount of
the export promotion and support scheme had been 60 million colones (approximately US$7 million),
an amount to which it was difficult to object since it was de minimis. These incentives applied only
to non-traditiona exports outside Central America.

120. There were currently six free zones in El Salvador and 45 firms operated in the zones, more
than 80 per cent of them connected with the clothing sector. Four free zones were under construction,
but they were not expected to mark asignificant increasein thefirms connected with the clothing sector.
The Government's intention was to attract firms producing greater value-added goods, with modern
technology.

121. He pointed out that the current Central American regulations, like the earlier ones, did not
allow for the application of bilateral safeguard measures between Central American countries. Within
theregion there had been no caseleading to the application of safeguard measures sincethe early 1960s.
In applying global safeguard measures, El Salvador strictly complied with the WTO Agreement on
Safeguards, especialy with regard to non-discrimination between member countries of the Central
American Economic Integration Treaty and non-member countries. It should be noted that, to date,
there had been no case in El Salvador involving the initiation of an investigation procedure to apply
safeguard measures.

122.  El Savador considered that dumping and subsidies were unfair trade practices. The Central
American Regulations on Unfair Trade Practices simply established the procedures for application at
the nationa level, under standardized Central American legislation, of the provisions of the relevant
WTO Agreements, which were the law in El Salvador and were therefore applied automatically.
Anti-dumping and countervailing measures were actionable under Salvadorean law, up to the
Administrative Litigation Chamber of the Supreme Court of Justice (Sala de lo Contencioso
Administrativo de la Corte Suprema de Justicia). Therole of the CACM Secretariat (SIECA) in the
investigations to determinethe existence of unfair trade practiceswas clarified, SIECA would intervene
as stated in the Central American Regulations on Unfair Trade Practices"if the importing State Party
doesnotinitiatetheinvestigation" and " when adomesticindustry of aState Party other than theimporter
is affected, at the request of the Government concerned”. He pointed out that, under this procedure,
all theprovisions of therelevant WTO Agreement were applied. SIECA simply conducted therelevant
investigation and made the recommendation to the Council of Ministers responsible for Economic
Integration and Regional Development.

123.  Inrelationto standards hesaid that the Nationa Scienceand Technology Council (CONACYT)
was responsible for standardization, conformity assessment, and metrology. In formulating technical
standards and regulations, CONACY T collaborated with the relevant national bodies in elaborating,
adopting or adapting the relevant standards and regulations. El Salvador would soon be notifying its
acceptance of the Code of Good Practice annexed to the Agreement on Technical Barriersto Trade.
El Salvador wasnot aparty to the Plurilateral Agreement on Government Procurement. Thelegislation
regulating government procurement was scattered, since virtualy every autonomous agency had its
own regulations and minimum thresholds. Procurement by the Central Government came under the
Supplies Law, which required calls for tender over and above a particular amount. The intention was
to consolidate al these regulations in a single legal instrument governing procurement for the whole
public sector, including autonomous agencies, establishing a transparent, streamlined procedure and
guaranteeing equal opportunity for domestic and foreign bidders.

124.  The first discussant asked whether SIECA carried out anti-dumping investigations.
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125.  The second discussant asked whether thought had been given to using competition lawsto deal
with cases of unfair pricing in the Central America Common Market rather than using anti-dumping
measures.

126.  Therepresentative of the United States said that sinceanew |aw had been drafted on government
procurement and there was an effort to centralize policies, El Salvador could find itself in a position
to engage in discussionsin the WTO, ether through the plurilateral Government Procurement Agreement
or perhaps more broadly with respect to negotiations on transparency that he hoped would be initiated
after the Singapore Ministerial.

127.  The representative of El Salvador clarified the role of SIECA regarding anti-dumping
investigations. He said that the technical committee of SIECA communicated to the Government that
there was arequest from another member state calling on them to initiate an investigation against " x"
country or enterprise. However, if the Government of the country which received this notification
did not carry out such an investigation, then SIECA was enabled to carry out the investigation on its
own. In that event, SIECA would have to present the results of the investigation to the forum of the
Ministers in Charge of the Centra American Integration. That body, not SIECA, decided whether
or not measures should be taken to neutralize an unfair trade practice. However, up to the present,
there had been no cases where SIECA had been called upon to carry an investigation.

128.  Inresponseto the second discussant' squestion, therepresentative said that competition policies
could be used in dealing with unfair pricing in the Centra American Common Market (CACM) as
soon asasingle customs union was consolidated, and that the Central American countrieswereworking
towards this common goal.

129.  The representative took note of the comments made by the delegate of the United States on
government procurement; however, he considered that at present the most important thing was to
work on the national legislation and after its completion the authorities would give some thought as
to what course should be followed subsequently.

130.  Thefirst discussant asked whether it was possiblefor amember country of the CACM to make
arequest to SIECA that an anti-dumping investigation should not be carried out in a member country.

131.  In response the representative of El Salvador said that this was not possible.

132. Thedelegate of Japan asked whether different treatment was given to nationals and foreigners
in the insurance sector and whether this market was fully open or if there were any restrictions.

133.  Inresponsetherepresentative of El Salvador said that theinsurance sector wasnot bound among
El Salvador's services commitments in the Uruguay Round. El Salvador was presently working on
the legal framework that would govern the insurance sector. The drafting of alaw on insurance was
almost completed, and this new lega framework clarified the regulationsin the sector. He added that
this sector had been growing in a rather disorderly manner because there were no substantive rules
which determined the rules of the game; the new legislation would thus fill a very important gap in
the services sector in El Salvador. Heoffered to send acopy of thislegislation to the delegate of Japan,
as soon as it was adopted.
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VII.  CONCLUDING REMARKS BY THE CHAIRPERSON

134.  Over the past two days, the Trade Policy Review Body has conducted the first review of
El Salvador' stradepoliciesand practices. Theseremarks, madeon my ownresponsibility, areintended
to summarize the salient points of the discussion; they do not substitute for the Body's collective
evaluation and appreciation, which will be reflected in the minutes of the meeting.

135. The discussion developed under three main themes: (i) macroeconomic and structura
developments, including policiesrelating to foreign investment; (ii) tradeliberalization and its effects;
and (iii) specific policy and sectora questions.

136.  Apart from questions raised during the meeting, four participants submitted anumber of questions
inwriting. The representative of El Salvador provided extensive, substantive replies to the questions
and also undertook in some instances to provide further details in writing.

) M acroeconomic and structural devel opments, including policiesrelating to foreign investment

137.  Members commended the stabilization and structural adjustment programmes adopted by
El Sdvador since 1989, which had resulted in markedly increased economic growth and afdl in inflation.
They also welcomed the authorities plans to continue the longer term restructuring of the economy
through increasing investment in infrastructure and human capita. Members inquired about the
sustainability of macroeconomic performance, noting that inflation had increased dlightly in 1995.
They suggested that, if growth was to be maintained, further investment would be required in the
productive sector.

138.  Inthisconnection, members noted that both investment and savingsin El Salvador wererdatively
low and enquired about measuresto remedy the situation. Members a so asked how El Salvador aimed
to generate the resources required for its planned investments in infrastructure and human capital.

139.  Members noted the importance of remittances in financing the current account deficit and pointed
out the risks of relying on externa resources as a source of financing. In addition, the difficulty of
managing an economy in these conditions was emphasized: the monetary inflow resulting from
remittances could increase inflationary pressures and push up the real exchange rate, with harmful
effects on competitiveness.

140. Members welcomed the tax reform and privatization programmes undertaken by El Salvador;
these had both hel ped to reduce the fiscal deficit and contributed to economic restructuring. Members
noted that, with the simplification of the tax system, only afew taxes of genera application remained
inplace; these changes had increased tax yield and gone someway to reducing evasion. Nevertheless,
members asked how El Salvador would deal with the problem of tax evasion, given the importance
of the informal sector.

141. Members welcomed the liberaization of El Salvador's investment régime. However, some
concern was expressed about the possibility of discrimination remaining in registration procedures;
for instance, free convertibility of capital was not reflected in the Foreign Investment and Promotion
Law. Questions were aso raised on plans to establish a one-stop window for foreign investment,
whether there was any discrimination against the operation of foreign insurance companiesin El Salvador,
and whether there was a specific incentive programme to promote foreign investment.

142.  Inresponse, therepresentativeof El Salvador saidthat averagerea growthintheperiod 1992-95
was 6.7 per cent, but only 3.5t0 4 per centin 1996. Inflation was expectedtofall to9 per cent, lower
than the level in 1995; with the deepening of the reforms and afall in the cost of credit, it was hoped
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that growth would recover to 5 per cent in 1997. The challenge of macroeconomic management was
to ensure stability and maintain the confidence of foreign and domestic investors. Foreign remittances,
which had a number of benefits, also complicated economic management, generating inflationary
pressures and an appreciation of the exchange rate. In the short term, measures had to be taken to
sterilize the effect of inflows on the money supply, but the representative a so gave details of anumber
of structural measures aimed at neutralizing negative effects in the longer term and re-orienting flows
towards investment.

143.  Therepresentative outlined El Salvador' s privatization programme, covering telecommunications,
electricity, water, portsand airports, highwaysand pensions, and gave considerabledetail onthe planned
liberalization of the telecommunications sector. His Government was conscious that domestic savings
were insufficient to finance essential social and economic investment in human capital and physical
infrastructure. The Government wasre-directing resourcesto the socia sector, withtheam of reaching
50 per cent of public expenditure by 1999, and had received loans from the World Bank and IDB for
education and infrastructure development. Receiptsfrom privatization and the reform of pension funds
would also be used for these purposes.

144.  Therepresentative of El Salvador emphasized that there was no discrimination in the foreign
investment régime, but the speed of liberalization sometimes had been more rapid than the evolution
of thelegal framework. Therégimewasone of themost openintheworld; therewere no performance
requirements or exchange control restrictions, thus it was, in practice, open in al sectors. The only
exceptions applied to small-scale investments of less than US$23,000. He said that El Salvador's
economic and social development strategy was intended to attract foreign investment, and thus
complement national savingsand investment. A new investment law, intended for legislative approva
in the first quarter of 1997, would strengthen legal rights, including access to domestic courts and
domestic or foreign arbitration, promote transparency and simplify registration procedures, including
the elimination of prior authorization. In addition to existing governmenta institutions, a private
foundation, FUSADES, provided advisory servicesfor newinvestors. Hereassured Membersregarding
the security situation in the country. He clarified that advantages given to investment in free-zones,
to which export performance requirements applied, were not linked to the genera investment law.
In respect of insurance, which was not bound under GATS, a new legd framework was before the
L egidlative Assembly and details would be provided once this was adopted.

(i) Trade liberaization and effects

145. Membersrecognized that trade liberadization, together with the deregulation of domestic markets,
had been a key element in El Salvador's economic growth, although the trade to GDP ratio had not
yet recovered to 1980 levels. In addition, members noted the concentration of trade both in terms
of partners and in goods. Members asked whether exports currently benefiting from preferentid régimes
would be competitive without these preferences.

146. Membersnoted El Salvador' s participation in the Central American Common Market (CACM)
and inquired whether regional commitments had helped or hindered the process of trade liberalization
at the national level. In addition, members commended the active role that El Salvador was playing
in negotiations on the FTAA and asked about El Salvador's views on "global free trade".

147.  Members noted that El Salvador had substantially reduced tariffs and that al rates had been
bound, abeit at ceiling levels. Questionswere raised regarding the persistence of tariff escalation and
peaks in some sectors, aswell as the spread between applied and bound rates. Members asked if there
were plans to continue reducing tariffs for final goods and to reduce the WTO bound rates.
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148. Members commended El Sdvador's efforts to bring its nationd trade legidation into consistency
withtheWTO Agreements. However, it was noted that certain aspects of somelawswerestill outdated
and in need of reform. Some members al so asked about the implementation and enforcement of laws,
particularly in the area of intellectual property, while others asked when the draft Competition Law
would come into force and the effects that it might have on trade conditions.

149.  Inresponse, therepresentative of El Salvador said that trade policy was based on the coordinated
Centrd American tariff reduction programme, designed to reduce costs and contribute to the devel opment
and modernization of production. Thiswas essentia to diversify exportsand markets. To complement
this programme, El Salvador aso had aprogramme to increase national competitivenessin world markets.
The Government would implement these reforms in a comprehensive, progressive manner, and was
studying how best to incorporate sectors such as textiles, clothing, sensitive agricultural products and
leather into the reform programme. He provided information on the six-monthly tariff reductions planned
through to July 1999, when the ceiling would be reduced to 15 per cent for imports of most goods
produced in Central America, with duties on most other goods eliminated or reduced to very low levels.
However, at present it was not considered prudent to lower bound rates, given the vulnerability of
the external sector to remittances. Nevertheless, he stressed that El Salvador was also committed to
further improvement in its trade policy régime in the few areas where non-tariff measures remained,
including administrative and registration procedures for imports of pharmaceuticals and saccharin.

150.  The representative emphasized that El Salvador was in favour of worldwide free trade and
the strengthening of the multilateral system. It was participating actively in the FTAA aswell asin
other bilateral and regiona trade negotiations. They attached importance to the WTO-compatibility
of these agreements; however, they recognized that regional agreements could lead to trade and
investment diversion, as had happened in respect of textiles and clothing in the case of NAFTA.

151. Therepresentative said that El Salvador placed an extremely strong emphasis on strengthening
competition, including through trade liberalization. A new competition law was being developed to
prevent anti-competitive practices. His Government was actively pursuing any violation of the intellectua
property law through a special unit created for this purpose; he gave details of recent cases. Work
was underway to ensure that El Salvador would fully meet its TRIPS obligations by the year 2000,
as required, including in respect of border measures; details of civil and pena sanctions applicable
would be provided to Members.

(iii)  Specific policy and sectoral questions

152.  Members noted that, despite the efforts made to liberdize the import régime, import and customs
formalities were still cumbersome, lacked transparency and remained an obstacle to trade. Members
asked whether there were plans to simplify these requirements and to modernize customs. There was
a question on the time-frame for creating a one-stop window for import procedures.

153. Members commended the smplification of export procedures through the creation of the one-stop
window for export formalities. Onemember asked about the scopefor further simplification. Members
commented on the programmes in place to promote exports beyond Central America, including the
free zone régime and the duty drawback system. The growth of the free zones was noted and it was
inquired to what extent there had been arelocation of industry to thefreezones. Some Membersthought
that the duty drawback system could act as an export subsidy since, while tariffs were being progressively
reduced, the drawback was fixed at 6 per cent of the f.0.b. value of exports.

154.  Membersnoted theimportance of the agricultura sector inthe economy and the positive effects
of the reforms on its performance. However, some members referred to the negative impact of the
real appreciation of the currency on agricultural exports. 1naddition, one member asked whether there
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were plansto liberalize the sugar market. Several membersinquired about the administration of tariff
guotas and their notification to the WTO.

155.  Noting that the present system of customs valuation was based on the Brussels Definition of
Value (BDV), members urged that new legislation be made consistent with the WTO Agreement.
Members expressed their concern about alack of transparency in the award of Government contracts
and sought clarification on such procedures.

156.  Onemember commended El Salvador for having submitted itssafeguards|egislationfor review
by the Safeguards Committee; thisappeared to be consistent with WTO requirements. Another sought
clarification on the operation of anti-dumping duties and countervailing measures, including which
laws applied in these areas and the rdle of the CACM Secretariat in this regard.

157.  Somemembers considered that standards, sanitary and phytosanitary regulations could operate
as barriers to trade. One member noted that El Salvador had not submitted a Statement of
Implementation as required under the TBT Agreement.

158. In response, the representative of El Salvador said that, since 1995, the Government had
accelerated thereform and simplification of customs procedures, including through theimplementation
of the Central American Uniform Customs Code and its regulations, which had entered into force in
June 1996. These reforms would be complemented with a single window for imports and the
privatization of some customs services. Work had aready begun at the Centra American level to
bring customs valuation procedures into line with Article VII of GATT 1994 within the required
timeframe. No pre-shipment inspection mechanism applied.

159.  The representative said that El Salvador's export support and promotion schemes did not
constitute export subsidies. Tota support, amounting to some US$7 million in 1995, did not apply
to trade within Central America or to export of traditional products. There were six free zones in
El Salvador, with 45 firms, of which 80 per cent were involved in clothing production. Four more
zones were in construction; it was hoped they would attract operations with higher value added and
modern technology.

160. Therepresentative indicated that a draft law had been prepared to manage tariff quotas negotiated
in the Uruguay Round and it was hoped this would soon be approved. It was difficult to think about
unilaterd liberdization of sugar imports while so many subsidy schemes distorted world markets;
however, El Salvador was considering the opening of tariff quotas, with an out-of-quota rate of
55 per cent.

161. Centrd American legidlation did not provide for safeguards on intraregiona trade; WTO
rules were applied but there had been no such cases since the early 1960s. Dumping and subsidization
were covered by Central American legislation and the WTO Agreement, which was part of national
law. The representative clarified certain operationa aspects of the law, including the investigative
role played by the CACM Secretariat (SIECA).

162.  Therepresentative explained that the National Science and Technology Council (CONACYT)
was responsible for standards, the evauation of conformity, and metrology. The eaboration of standards
and regulations was coordinated with other agencies. El Salvador would shortly notify its acceptance
of the WTO Code of Good Conduct in this area.

163.  Finadly, the representative noted that El Salvador was not a member of the Government
Procurement Agreement. Almost all agencies had autonomy in this area, but the central Government
was obliged to cal for tenders when planned purchases exceeded a certain amount. It was planned
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to consolidate the various regulations in asingle law with the objective of increasing transparency and
guaranteeing equal treatment for nationa and foreign bids.

Ovedl

164. Dedegations welcomed El Salvador's wide-ranging structura reform programme of recent years,
including the significant stepstaken in tradeliberalization, fiscal reform and privatization. They noted
and encouraged El Salvador' sintention to continuethe processwith further reductionsin applied tariffs,
measures to bring about greater competition, modernization of customs procedures and further steps
to promote foreign investment.

165. A cautionary note was sounded on the need for diversification of exports, in relation to both
goods and markets. It was aso recognized that real exchange rate appreciation, fuelled in particular
by the high level of emigrants remittances, makes the task of export development more difficult.
Overall, it was emphasized that maintenance of the current export-led growth pattern will require a
continued strong commitment to trade liberalization, as well as sustained efforts to ensure a stable
macroeconomic environment.
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