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II. Trade and investment regime
(1) overview

1. Since the previous review of its trade policy in 1997, Paraguay has recorded no significant changes in its basic legal framework, although it has adopted a vast number of specific regulations.  The period under review was marked by different events which affected the country's Executive and Judiciary, highlighting the importance, for the stability of trade and the investment environment, of Paraguay's efforts to improve governance.
2. The continuing objective of Paraguay's trade policy is to ensure and increase the country's participation in international trade and so foster economic and social development.  Trade policy seeks to promote the development of competitive sectors through low and uniform tariff protection consistent with other economic policy instruments and in accordance with Paraguay's international commitments.  Trade negotiation policy is focused on opening up adjacent and extra-regional markets under a strategy geared towards expanding and diversifying international trade.  Paraguay views regional integration agreements as a complement to its own market-opening measures and to the opening up of multilateral markets.
3. Paraguay became a GATT Contracting Party in 1994 and is a founding member of the WTO.  It takes an active part in the WTO process and has put forward numerous proposals in the framework of the Doha Development Agenda (DDA), either individually or jointly with other Members.  Paraguay's main areas of concern are agriculture and special and differential treatment for landlocked developing countries with small and vulnerable economies.
4. Since the previous review, Paraguay has submitted a relatively large number of notifications to the WTO, some of which are still pending.  Paraguay has made fairly active use of the WTO dispute settlement mechanism, although not as a complainant or a defendant.  Since 1997, Paraguay has participated as a third party in 14 dispute settlement cases concerning 10 different matters, most of them involving agricultural products.
5. Paraguay is a founding member of MERCOSUR, which it sees as an instrument to overcome structural deficiencies.  Within this group, Paraguay has sought the adoption of measures to lessen asymmetries in the region.  The regional integration process has greatly contributed to Paraguay's trade development (see Chapters I and IV), and the form the customs union finally takes should have a significant impact on the development of the country's economy.  Paraguay also grants preferences, inter alia to MERCOSUR's associate members.
6. Paraguay participates in the Latin American Integration Association (LAIA), and has signed partial-scope agreements with all of its members.  Within LAIA, Paraguay has concluded economic complementarity agreements with Colombia, Ecuador, Mexico, Peru and Venezuela.  As part of MERCOSUR, Paraguay is negotiating preferential arrangements with a number of trading partners within and outside the Western Hemisphere.  Paraguayan exports receive GSP preferences in various markets.  Paraguay has also benefited from a variety of technical assistance activities organized within the framework of the WTO and other forums.
7. Paraguay's foreign investment regime is relatively open, without any restrictions on domestic or foreign private investment other than in certain sectors reserved for the State.  Paraguay seeks to enhance its investment environment through international arrangements, and has entered into numerous bilateral agreements on investment promotion and protection and on double taxation.  However, it has made limited use of commitments under the WTO General Agreement on Trade in Services to consolidate and improve the predictability of its investment regime (see Chapter IV).
(2) trade policy formulation and implementation

(i) Legal and institutional framework

8. Paraguay is a unitary republic, with a constitutional separation of executive, legislative and judicial powers.  Legislative power is vested in a bicameral Congress, composed of a 45-member Senate and an 80-member Chamber of Deputies.  Senators and deputies are elected simultaneously by universal suffrage for a five-year term, in elections coinciding with the presidential elections.
9. The Congress is empowered to debate, approve, amend, and repeal laws.  Draft laws may be introduced by members of the Congress, congressional committees or the Executive (i.e., the President as the head of the Government), upon popular initiative or on the request of the Supreme Court.
  The introduction of draft laws relating to the national budget, codes, international treaties, fiscal matters, the organization of State powers and those deriving from popular initiative cannot originate with congressional committees.  Draft laws become law after passing both chambers and on receiving the approval of the Executive.  The Executive may return a draft law to Congress on simple objection;  if the draft is again passed by Congress, the President has to approve and publish the law.
10. At the head of the judicial system is the Supreme Court of Justice, whose Constitutional Chamber has the power to declare legislation unconstitutional.  The nine members of the Supreme Court are nominated by the Council of Magistrates and appointed by the Senate with the approval of the Executive.  Sweeping changes were made in the composition of the Supreme Court in 2003, so as to strengthen the Paraguayan people's confidence in the judicial system.
11. Under the Constitution of 1992, governors of departments and departmental councils are elected directly for a five-year term, in elections coinciding with the presidential and congressional elections.
  Mayors and municipal councils are also elected every five years.
12. Executive power is in the hands of the President, who is elected by universal suffrage for a non-renewable five-year term.  In the event of absence or inability to act, the President is replaced by the Vice-President.  The Executive negotiates and signs international treaties, which are ratified by Congress.  The latest presidential election was held in April 2003 and the current President took office in August of that year.  The Executive was affected by various incidents in the period between the previous review of Paraguay's trade policy and the coming into office of the present administration.
13. The President appoints the Council of Ministers, which deliberates on matters of public interest, acting as an advisory body to the President, and reviews legislative proposals.  The Economic Cabinet is responsible for advising on and coordinating government economic policy;
  its task is to coordinate and decide any matter of a social, economic or financial nature that may be assigned to it or submitted for its consideration by the President of the Republic.  Specifically, the Economic Cabinet coordinates and decides on matters such as global and sectoral economic development programmes;  the criteria for establishing the national budget;  fiscal, tax and tariff policies and public utility tariffs;  public debt policy;  the National Monetary Programme;  and the bases for rationalizing the public sector.
14. The Ministry of Finance is in charge of fiscal policy, while the Central Bank of Paraguay handles monetary policy.  The Ministry of Industry and Trade (MIC) is responsible for defining, coordinating, implementing and monitoring trade policy affecting goods and services, and industrial policy.
15. The Ministry of Integration, formerly in charge of trade integration issues, has been dismantled since the 1997 trade policy review.  The Ministry's assets and human resources were transferred to the Ministry of External Relations, the Ministry of Industry and Trade and other central government bodies.

16. Partly government-owned institutions are involved in the framing and implementation of Paraguay's trade policy.  These include PROPARAGUAY, whose task is to promote exports and investment for the production of goods and services, and the Development Council of the Ministry of Industry and Trade,
 an advisory body comprising representatives of the private sector, whose function is to foster equitable and sustainable development.
17. Paraguay's representation in the MERCOSUR integration forums, whether at internal level or in en bloc negotiations with third markets, is structured, as far as the decision-making process is concerned, through the National Section of the Council of the Common Market (Ministerial body) and the National Section of the Common Market Group (Vice-ministerial body).  Both are comprised of full representatives and alternates from the Ministries of External Relations, Finance, Industry and Trade, and Agriculture and Livestock, and the Central Bank of Paraguay.
  The Ministry of External Relations is the official spokesperson for decisions adopted in the Council of the Common Market and the National Section of the Common Market Group.
18. Paraguay also participates in the MERCOSUR framework through national advisory bodies.  These include the National Trade and Integration Council (CONACIN), which comprises various entities representing Paraguay's public and private sectors and meets periodically for information and deliberation purposes before and after every major MERCOSUR meeting.  There are also the national sections of MERCOSUR's advisory bodies, namely the MERCOSUR Joint Parliamentary Commission, which is an organ representing the parliaments of the four States Parties, and the Economic and Social Advisory Forum (FCES), made up of representatives of the trade union, cooperative, academic and business sectors, which officially represents civil society in MERCOSUR.
(ii) Trade policy objectives and formulation

(a) General objectives

19. According to the authorities, the aim of Paraguay's trade policy and participation in various international trade negotiation forums is to continue to ensure and increase the country's participation in international trade and so foster economic and social development.  The objectives are to secure and expand markets for the country's export supply, to attract foreign direct investment for productive sectors, and to reap the benefits of cooperation and technical assistance programmes in order to achieve effective and equitable integration into international trade flows.
20. Paraguay's trade policy seeks to promote the development of competitive sectors through low and uniform tariff protection consistent with other economic policy instruments and in accordance with Paraguay's international commitments.  However, tariff policy is framed jointly by the MERCOSUR members, which explains the rise in Paraguay's MFN tariff during the review period (see Chapter III(2)(iv)).  Trade negotiation policy is focused on opening up of adjacent and extra-regional markets under a strategy geared towards expanding and diversifying international trade.
21. Paraguay views regional integration agreements as a complement to its own market-opening measures and to the opening up of multilateral markets.  The authorities regard Paraguay's participation in MERCOSUR as an important strategy for national trade policy.  They reported that, in MERCOSUR, Paraguay had promoted the adoption of more liberal trade orientations and the definition of a Common External Tariff (CET) consistent with such orientations.  They explained that these orientations were reflected in Paraguay's policy on customs tariffs applied (as an exception) at rates below MERCOSUR's agreed tariff levels, for example in the automotive sector.
(b) Specific and sectoral objectives

22. Although import substitution policies have played a limited role in the past, Paraguay now provides specific incentives for a number of sectors through the disperse structure of MERCOSUR's CET and national regimes that are not harmonized at regional level, such as the Automotive Regime (see Chapters III and IV).  The country's trade and industrial policies seek to increase productivity and value added;  to raise the volume of exports and diversify export supply;  to develop agro-industry under a stable macroeconomic policy;  to generate a proactive sectoral policy promoting strategic alliances;  to open foreign markets;  to capture foreign investment;  and to simplify export formalities.  Policies in support of agricultural and forest production have been introduced with a view to expanding agro-industry, strengthening tourism and developing small and medium-sized enterprises.
23. The Government and the private sector are working together on a National Export Plan, the objectives of which are to develop export supply that meets international standards;  to increase value added and diversify export supply;  and to identify market access opportunities, while encouraging domestic and international investment.  The National Export Plan is based on the concept of production chains and the streamlining of export formalities through a single export window facility.
24. Concerning MERCOSUR's Common External Tariff, there is considerable tariff dispersion under the agreed common trade policy, as well as tariff escalation leading to sector-specific incentives and providing higher effective protection for products at a higher level of processing and negative effective protection for certain other items.  Because the customs union has yet to be finalized, convergence to the CET has not been completed (see below).

(c) Trade laws and regulations

25. The provisions of international agreements ratified and published in the Official Gazette are implemented directly, superseding existing domestic legislation, and cannot be amended by subsequent domestic laws (that do not ratify other international agreements).  MERCOSUR decisions, directives and resolutions require legislative approval in spheres which are constitutionally within the sole purview of the Legislature, or where they amend existing legislation.  In cases where the subject-matter lies within the competence of the Executive, no legislative approval is required, but the texts must be published in the Official Bulletin of MERCOSUR, adopted by decree in Paraguay, and implemented after publication in the Official Gazette of Paraguay.
26. Subsequent international agreements take precedence over any existing international agreement.  The WTO Agreements ratified in 1994 (see below) thus prevail over the Treaty of Asunción, which established MERCOSUR in 1991, and all prior MERCOSUR rules.  The WTO Agreements also prevail over MERCOSUR rules subsequently adopted by Executive decree.
27. Paraguay has no basic trade law per se.  As detailed in Chapters III and IV, a number of trade- and investment-related laws, decrees and resolutions have been enacted since 1997.
  Some of the reforms seek to incorporate MERCOSUR provisions in domestic legislation.

(3) foreign investment regime

28. Paraguay's current investment policy aims to channel investments into human and physical capital (especially road and port infrastructure and related services), in order to support the country's new sustainable development model, which emphasizes agricultural and agro-industrial production, export growth, diversification, increased value added and promotion of a number of productive regions.  Paraguay hopes to attract more foreign and domestic investment by strengthening confidence in and the credibility of the Government, mainly by improving governance and the financial system, and by imposing fiscal and monetary discipline.

29. The principal laws governing foreign investment in Paraguay are Law No. 117/91, providing equal treatment for foreign and domestic investments;  Law No. 60/90, regulating fiscal incentives for domestic and foreign investment;  and Law No. 2.421/04, amending Law No. 60/90, on administrative restructuring and fiscal adjustment.  Chapter III(4)(iii) details the incentives granted under Law No. 60/90 and Law No. 2.421/04.
30. Paraguay's foreign investment regime is relatively open.  There are no restrictions on foreign investment and private investment in general, other than in sectors reserved for the State (see below).  Full repatriation of capital and profits and national treatment for foreign investors are guaranteed by Law No. 117/91, except as provided by other laws.
  The right of private ownership is guaranteed under the Constitution.  Expropriation is authorized solely for reasons deemed to be of public or social interest and is subject to indemnification, with the exception of non-productive landholdings targeted by agrarian reform, which are governed by the special provisions of Law No. 1.863/02.

31. Private-sector participation is restricted in areas reserved for the State, such as some specialized telecommunications services.
  Government measures aimed at opening up private investment opportunities through privatization were suspended in 2002, for "such time as may be necessary to restore transparency and the confidence of the population" (Chapter III(4)(iv)), while State entities were being reorganized and transformed.
  Domestic and foreign-owned firms are subject to the same registration requirements (Chapter III(4)(i)).
32. There are no prohibitions on Paraguayan investment outflows or restrictions on conversion or transfer of foreign currency.  Law No. 60/90 allows the repatriation of capital and profits and provides guarantees against inconvertibility.  Remittances abroad were subject to a 5 per cent tax at the end of 2004.
  The tax is due to increase to 15 per cent under Law No. 2.421/04.

33. The body responsible for investment promotion is PROPARAGUAY (General Directorate for Export and Investment Promotion), created in 1991 under the Ministry of External Relations.
  As regards investment promotion, PROPARAGUAY is in charge inter alia of promoting capital integration in Paraguay;  providing information on comparative advantages, guarantees and incentives for foreign investment;  supplying legal information on procedures and formalities for business establishment;  assisting investors with procedures and formalities;  and promoting the internationalization of Paraguayan enterprises.
34. The Investment Council is an advisory body (with private-sector representation) of the Ministry of Industry and Trade and the Ministry of Finance established by Law No. 60/90.  The Council is in charge of assessing investment projects;  maintaining a registry of applications for incentives and authorizing the granting thereof;  and advising, reporting and deciding on matters in this sphere.  In 2004, the Council approved projects for a value of G579.2 thousand million (around US$97 million), of which 33 per cent involved foreign investments (Table II.1).
Table II.1

Approved projects (Law No. 60/90)

	Year
	Number of enterprises
	Labour
	Value of investment 
(G thousand million)
	Foreign investment 
(G thousand million)

	1997
	434
	11,230
	1,159.1
	359.6

	1998
	299
	7,791
	1,522.6
	698.1

	1999
	252
	7,272
	1,475.2
	507.3

	2000
	181
	8,432
	776.2
	339.3

	2001
	140
	3,702
	1,433.5
	834.2

	2002
	128
	3,120
	949.1
	472.8

	2003
	103
	2,923
	1,365.4
	631.2

	2004
	80
	1,672
	579.2
	191.4


Source:
Ministry of Industry and Trade, Investment Council.

35. Paraguay has continued to improve the legal framework governing foreign investment guarantees through bilateral, regional and multilateral agreements.  It has signed numerous bilateral investment promotion and protection or investment-related agreements with its trading partners, including agreements with the following countries (year of entry into force in parentheses):  Argentina (1969), Austria (1999), Belgo-Luxembourg Economic Union (2004), Bolivia (2003), Brazil (1957), Chile (1997), Chinese Taipei (2001), Costa Rica (pending ratification), Cuba (2002), Czech Republic (2000), Ecuador (1995), El Salvador (1998), France (1980), Germany (1998), Hungary (1995), Italy (pending ratification), Korea (1993), Netherlands (1994), Peru (1994), Portugal (2001), Romania (1995), South Africa (1974), Spain (1996), Switzerland (1992), United Kingdom (1992 and 1997), United States (1993), Uruguay (1976), and Venezuela (pending ratification).
 

36. Paraguay also has double taxation agreements with the following countries (year of entry into force in parentheses):  Belgium (1987), Germany (1985) and Uruguay (1993) concerning air transport;  and Argentina (2000) and Chile (1995) concerning international air, river and road transport.
  Agreements with Brazil (on income tax) and Uruguay are pending ratification.
37. Paraguayan legislation allows international arbitration for the resolution of disputes between foreign investors and the Government.  All the investment agreements entered into by Paraguay give investors the choice between recourse to the domestic courts and international arbitration.  Investors that opt for the latter may choose between the International Centre for Settlement of Investment Disputes (ICSID) and ad hoc courts of arbitration established under the Arbitration Rules of the United Nations Commission on International Trade Law (UNCITRAL).  Paraguay is also party to the Inter-American Convention on International Commercial Arbitration, the Inter-American Convention on Extraterritorial Validity of Foreign Judgments and Arbitral Awards, and the World Bank's Multilateral Agency for Investment Guarantees (MIGA).  Since the previous review of its trade policy, Paraguay has ratified the Convention on the Recognition and Enforcement of Foreign Arbitral Awards (ratified on 7 October 1997).
38. MERCOSUR has common rules on investment from member and non-member countries;  these rules are not yet in force, however, pending ratification by some member countries.
  Disputes with MERCOSUR partners are resolved under the mechanism described in section (4)(ii)(a) below.  Paraguay's free trade agreements (as part of MERCOSUR) with Bolivia (in force since 1997) and Chile (in force since 1996) also contain provisions concerning investments.
(4) international relations

(i) World Trade Organization

39. Paraguay became a GATT Contracting Party on 6 January 1994, ratified the Marrakesh Agreement on 10 November 1994
 and became a founding member of the WTO on 1 January 1995.  It grants at least MFN treatment to all its trading partners.  Paraguay is not a party or an observer to the plurilateral agreements on Trade in Civil Aircraft and on Government Procurement or the Information Technology Agreement (ITA).  It has undertaken commitments under the General Agreement on Trade in Services (GATS) only on financial services and tourism (Chapter IV(5)).

40. Paraguay has made significant headway with respect to notifications since the previous review of its trade policy, having submitted a fairly large number notifications to the WTO (Table AII.1).  However, some notifications were still pending as at October 2004, for instance annual notifications concerning State trading enterprises (under the Understanding on the Interpretation of Article XVII of the GATT 1994), domestic support (under the Agreement on Agriculture), and import licensing procedures.

41. Paraguay made fairly active use of the WTO dispute settlement mechanism during the period under review.  Although it has not appeared as a complainant or a defendant, since 1997 Paraguay has participated as a third party in 14 dispute settlement cases involving 10 different matters.  A breakdown of cases by sector shows that Paraguay's involvement mostly relates to questions of market access for agricultural products, such as cotton
, preserved peaches
, wheat, wheat flour and edible vegetable oils
, poultry
, processed orange and grapefruit products
, sugar
, and biotech products
.  As a major cotton exporter, Paraguay has a direct interest in the cotton issue.  It has also participated in two non-agricultural cases, concerning footwear
 and the "drug arrangements"
.

42. Paraguay takes an active part in the WTO process and has put forward a number of proposals in the areas covered by the Doha Development Agenda, either individually or as part of MERCOSUR, the G-20 or the Cairns group, or together with other small and vulnerable economies.  It is firmly committed to the Doha Ministerial mandate.
  In the current round of negotiations, agriculture and special and differential treatment for small and vulnerable landlocked developing countries are Paraguay's main areas of concern.
43. Paraguay has indicated in a number of committee meetings that it sees the development of agriculture as instrumental in improving standards of living in the developing countries and LDCs.
  In September 2003, Paraguay, together with other G-20 members, submitted a framework proposal for the negotiations on agriculture.
  In a statement to the Committee on Agriculture in July 2003, Paraguay said that it remained determined to achieve the long-term objective of establishing a fair and market-oriented agricultural trading system and that in order to achieve that goal, trade imbalances and distortions should be remedied in the short-term.  As a landlocked developing country in which agricultural goods account for almost 80 per cent of total exports, Paraguay believes that due account should be taken of the concerns of developing countries.  As part of the Cairns group, Paraguay has suggested a formula to cover tariff peaks and tariff escalation.  It has also requested the prompt elimination of various types of subsidy and domestic support that distort trade and production.  Concerning the Special Safeguard, Paraguay is in favour of its elimination for the developed countries and supports a new special safeguard mechanism for the developing countries, such as the proposed Compensatory Special Safeguard.
  In Paraguay's view, food security and the need to protect the environment are the only non-trade concerns that should be covered in the current negotiations.

44. Regarding preferential schemes, Paraguay believes that tariff preferences for the developing countries should be in keeping with paragraph 3 of the Enabling Clause.  Special and differential treatment granted to some developing countries should not prove detrimental to others – or it should at least be ensured that other options, such as compensation, are available.  Paraguay has also requested the opening up of opportunities to create conditions conducive to the participation of small and vulnerable countries in international trade.  It is of the view that the developed countries and other Members that so wish should grant duty-free and quota-free market access on an autonomous basis for all products of interest from developing countries that are insufficiently integrated in the multilateral system and have few export products.

45. In preparation for the Cancún Ministerial Conference, Paraguay submitted a joint communication to the Trade Negotiations Committee, summarizing a number of key steps to be taken.
  These included the resolving of implementation-related issues and concerns and the strengthening of special and differential treatment for the developing countries;  the inclusion of agricultural negotiation modalities of interest to the developing countries;  and less than full reciprocity in non-agricultural market access negotiations.  A communication containing similar proposals with regard to the framework for the negotiation of tariff reductions on non-agricultural products was submitted by the MERCOSUR countries.
  Paraguay also supported the initiative by Benin, Burkina Faso, Chad and Mali seeking the elimination of cotton subsidies,
 as cotton is one of the main sources of employment and income in Paraguay's rural sector, especially on small-size farms.

46. Paraguay has made proposals on State trading enterprises (jointly with MERCOSUR, Bolivia, Chile and Colombia), and on export credits (with MERCOSUR, Bolivia, Chile, Costa Rica, Guatemala, India and Malaysia).
  It has also presented a joint proposal to the Negotiating Group on Rules on anti-dumping actions in the area of textiles and clothing.

47. Concerning services, Paraguay and other MERCOSUR countries have submitted a proposal to liberalize trade in services in sectors and modes of supply of export interest to the developing countries.
  The proposal identifies the use of economic needs tests as one of the most important barriers to international trade in services, and suggests that developed WTO Members eliminate these tests in sectors and modes of supply of export interest to the developing countries.  In a joint communication, Paraguay has proposed that autonomous liberalization in services by the developing countries be taken into account in the Doha Development Agenda (DDA) negotiations.
  In a communication concerning tourism services, Paraguay and other MERCOSUR countries have suggested that specific commitments be made without limitations in four subsectors, i.e., hotels and restaurants, travel agencies and tour operators services, tourist guides services, and "other".

48. In April 2003, Paraguay circulated its initial offer on services in the context of the DDA negotiations.

49. Paraguay has also made a proposal for the negotiations on improvement and clarifications of the Dispute Settlement Understanding, aimed at strengthening the rules designed to expedite procedures for the settlement of trade disputes and at promoting measures for the prompt and amicable resolution of disputes, in order to reduce the cost involved in dispute settlement procedures.

50. Jointly with other Members, Paraguay has presented a work programme on small and vulnerable economies and has co-sponsored proposals to address certain specific concerns and problems affecting the trade of small economies.
  These papers express concern about issues such as the erosion of preferences;  the additional burden for the developing countries of according reciprocal treatment in return for preferential treatment and making contributions that are not commensurate with their individual development, financial and trade needs;  the application of certain rules;  the implementation of sanitary and phytosanitary measures;  the lack of appropriate flexibility with respect to notifications;  and use of the dispute settlement system.
(ii) Preferential trade agreements

(a) Southern Common Market (MERCOSUR)

51. Together with Argentina, Brazil and Uruguay, Paraguay is a founding member of MERCOSUR, which was established in March 1991 under the Treaty of Asunción, with the objective of creating a common market and ensuring the free circulation of goods, services, capital and labour among member countries.
  Initially only an agreement within the LAIA framework, MERCOSUR acquired independent legal status in 1995;  since January 1997, membership has been open to other LAIA countries.  MERCOSUR's customs union, as yet incomplete, is moving towards common-market objectives.

52. MERCOSUR was first notified to the GATT in July 1992 under the Enabling Clause.
  Since February 1996, the WTO Committee on Regional Trade Agreements has been examining MERCOSUR in the light of the relevant provisions of the GATT 1994, including Article XXIV relating to customs unions and free-trade areas.  To date, the Working Party on MERCOSUR, established in May 1993, has reviewed the operation of the Treaty of Asunción in three meetings, the latest of which took place in May 1997.
  The MERCOSUR countries have supplied the WTO with information on numerous aspects of their institutional and legal frameworks.
  At its March 2004 meeting, the Committee on Regional Trade Agreements indicated that the MERCOSUR review should be completed at the latest by March 2005.

53. Paraguay sees MERCOSUR as a strategy to overcome the structural limitations inherent in the small size of its domestic market and the high cost of transport because of the country's landlocked situation.  Paraguay is a member of the Customs Union and therefore designs its trade policy in conjunction with its regional partners.
  It has accordingly supported the adoption of a low CET level in order to facilitate the structural adjustment of domestic industries and increase their competitiveness, following economic performance criteria.  The Government is also placing emphasis on the search for alternatives conducive to better integration in the regional economy.
54. In recent years, Paraguay's representatives in MERCOSUR's decision-making bodies have centred their efforts on developing measures to remedy and lessen asymmetries in the region.  Among the results achieved are the recognition of existing asymmetries in the region, as reflected in a number of Common Market Council decisions;
  trade preferences and special and differential treatment granted in MERCOSUR's external negotiations;  and political and social gains within MERCOSUR.

55. MERCOSUR's institutional structure, established under the 1994 Protocol of Ouro Preto (in force since December 1995), comprises, in hierarchical order:  The Council of the Common Market, bringing together the Ministers of Foreign Affairs and of the Economy, which meets at least once every six months and is responsible for matters relating to the consolidation of regional integration and fulfilment of the goals set forth in the Treaty of Asunción;  the Common Market Group, the executive body in charge of supervising the implementation of the Treaty of Asunción, which issues resolutions that are mandatory for the member countries, and meets in thematic working groups;  the MERCOSUR Trade Commission, which meets at least once a month and is responsible for implementing common trade policy instruments and handling matters relating to common trade policies, intra-MERCOSUR trade, and trade with third countries;  and the Joint Parliamentary Commission and the Economic and Social Advisory Forum, which are two advisory bodies.

56. The MERCOSUR bodies have undergone some institutional changes since the previous review of Paraguay's trade policy, with the establishment of MERCOSUR's Commission of Permanent Representatives (CRPM), for example, which is made up of representatives of the four member countries and a chairperson.
  As a subsidiary body of the Council of the Common Market, the CRPM has been entrusted with the mandate of assisting the Pro-Tempore Chairperson;  putting forward proposals regarding regional integration, external negotiations and the formation of the Common Market;  and strengthening economic, social and parliamentary relations within MERCOSUR.  Under the mandate received from the Council, the CRPM chairperson is empowered to represent MERCOSUR before third countries or international organizations regarding matters within his competence.  MERCOSUR's Administrative Secretariat has become a Technical Secretariat.

57. There have also been changes to the mechanism for the settlement of trade disputes.  The Brasilia Protocol has been replaced by the Protocol of Olivos, signed in 2002 and in effect since January 2004.  The new mechanism provides inter alia for freedom of choice of the competent forum (MERCOSUR or WTO);  the possibility of recourse to mediation by the Common Market Group;  and the creation of a review procedure.  The main innovation is the establishment of a Permanent Review Court of five arbitrators, which sits in Asunción.

58. Free circulation of trade within MERCOSUR was laid down in the Trade Liberalization Programme, under which virtually all barriers to trade among MERCOSUR members, concerning close to 95 per cent of intra-regional trade (excluding trade in products subject to the final adjustment regime, which does not include exceptions such as automobiles and sugar), were eliminated between June 1991 and 31 December 1994.  The adjustment regime agreed in August 1994 has led to the gradual phase-out of remaining tariffs on intra-regional trade.  Sensitive items were placed on separate adjustment lists and the changes gradually applied between 1 January 1995 and 31 December 1998, for Argentina and Brazil, and between 1 January 1996 and 31 December 1999 for Paraguay and Uruguay.  The adjustment regime remained in effect until 1999.

59. With the exception of the sugar and automotive sectors, Paraguay has removed customs duties on intra-regional trade since 1 January 2000.  As agreed, the intra-regional free circulation regime should have been extended progressively to adjust the sugar and automotive sectors to MERCOSUR rules, but specific dates for the integration of these sectors in the common trade policy have yet to be set.

60. Paraguay enjoys preferential rules of origin within MERCOSUR.
  The Rules of Origin regime remained in force until 2003, at which time a new regime was established.
  As an exception to the common discipline, and in order to confer originating status on Paraguayan products, the regional content requirement will be 40 per cent until 2008, 50 per cent up to 2014, and 60 per cent as of 2014 (see also Chapter III(2)(iii)). 

61. MERCOSUR has signed a Free Trade Agreement with Venezuela, Colombia, Ecuador and Peru, which provides for diagonal cumulation and under which Paraguay enjoys a separate rules of origin regime as a LAIA relatively less developed.

62. MERCOSUR's Common External Tariff has been in effect since January 1995 and, according to data provided by the authorities, covers approximately 50 per cent of Paraguay's imports from outside the region.  As originally foreseen, the CET should have been fully implemented by 2001 for Argentina and Brazil, and by 2006 for Paraguay and Uruguay.  In Paraguay's case, application of the CET would cause rates to converge upwards.  The CET rates may not be modified without the consent of all MERCOSUR members.
63. As explained in Chapter III(2)(iv), Paraguay applies a number of exceptions to the Common External Tariff, which are specified in the lists of exceptions to the CET.  These exceptions lead to discrepancies between CET tariff levels and Paraguay's applied levels.  For 80 per cent of tariff items, CET levels are the same as Paraguay's applied levels, with different rates applying on the remaining 20 per cent.  In this latter group of tariff lines, 4 per cent of tariffs exceed CET levels (mainly on textiles and made-up articles, computer goods, sugar, and auto parts) and 96 per cent are below the CET.

64. The MERCOSUR members have initiated a process of consolidation of the Customs Union, through the Agreement on the elimination of double charging of the CET and the distribution of customs revenue within MERCOSUR.
  This Agreement provides for originating status to be conferred on products imported from outside MERCOSUR that comply with the common tariff policy.  However, this remains conditional inter alia on interconnection of computerized customs management systems, the adoption of a MERCOSUR single customs document, the regional registers of offenders database (RIM), the implementation of common valuation rules, and the actual establishment of integrated border control areas.

65. In 2002, the Council of the Common Market adopted the WTO Agreements on Anti-Dumping and on Subsidies and Countervailing Measures with a view to their application in intra-regional trade.
  MERCOSUR also adopted trade defence reinforcement rules, which apply to intra-regional trade as a complement to the WTO rules.
  In 2003, the Council adopted a MERCOSUR Protocol on Government Procurement, which will enter into force once the Protocol has been ratified by two of the four members;  as at early 2005, it had not been ratified by any of the members.  The Protocol contains provisions on transparency in government procurement procedures and provides for asymmetry among member countries as regards national treatment and the most-favoured-nation clause.  The corresponding Regulations were adopted in December 2004.

66. In 1997, the MERCOSUR members signed the Protocol of Montevideo, which aims to liberalize trade in services over a ten-year period.  The Protocol has been ratified by Argentina and Uruguay and is in the process of being ratified by Brazil.  In Paraguay, it is currently being examined by the Senate Foreign Relations Committee.  Its entry into force is subject to ratification by at least three MERCOSUR members.  The structure of the Protocol is similar to that of the WTO General Agreement on Trade in Services and has four annexes, i.e., movement of natural persons, financial services, land and water transport services, and air transport services.  Concerning the regulation of services sectors, the Council of the Common Market has further stipulated that there will be no restrictions on market access and national treatment for services and service providers of a State Party where these have been liberalized and inscribed in the schedules of the other States Parties.  It has also been agreed to create a temporary "MERCOSUR visa" in order to facilitate the entry and stay of natural persons, and a framework agreement has been drawn up to facilitate the mutual recognition of professional licences.
67. The Ministers of the MERCOSUR countries meet periodically to coordinate their positions on trade and macroeconomic and sectoral policies and to adopt common stances in international forums.  Coordination is also being stepped up in non-economic spheres, because, in keeping with the objectives of a common market, MERCOSUR has a diversified programme which encompasses issues relating to the environment, justice, education and the free movement of labour.

68. As regards the coordination of macroeconomic policies, the Macroeconomic Assessment Group, comprising the Ministers of Finance and the Presidents of the Central Banks, was established in 2000.
  Its objectives include the harmonization of macroeconomic statistics;  the monthly publication of fiscal indicators;  the establishment of inflation, deficit and debt targets;  and the review of national legislation on finance and capital markets.  The goals established for the Group were confirmed in the Florianopolis Declaration of 15 December 2000, and this undertaking was reaffirmed as a long-term objective by the Ministers of the Economy and the Presidents of the Central Banks in December 2002.  According to the authorities, Paraguay is a regular participant in the Group's technical meetings.

69. On the external front, the MERCOSUR members have adopted common positions in renegotiating existing LAIA preferential agreements and in negotiating new agreements with partners in and outside the region.  In some instances, the so-called "four plus one" method (i.e., MERCOSUR members negotiating as a group with individual countries) has been used and, in this context, agreements have been concluded with South American countries, which thereby gained associate member status (see below).  The conclusion of agreements with Chile and Bolivia was communicated to the WTO Members in a LAIA Secretariat report to the Committee on Trade and Development, but no formal notification was made.
  There has been no formal notification of the agreements signed with Peru, Colombia, Venezuela, Ecuador and Mexico (see below).

(b) Latin American Integration Association (LAIA)

70. Paraguay is a member of the Latin American Integration Association (LAIA), established in 1980 by the Montevideo Treaty and replacing the Latin American Free Trade Association (LAFTA).  The long-term objective of the Montevideo Treaty is the gradual establishment of a Latin American common market.  The instruments used to attain LAIA objectives comprise two main categories of agreement:  regional-scope agreements, in which all the member countries participate according to their levels of development,
 and partial-scope agreements that bind only their signatories.  LAIA countries are classified in the following three categories:  more developed countries, countries at an intermediate level of development, and relatively less developed countries.  Paraguay has relatively less developed status.
71. Paraguay has entered into partial-scope agreements with all the LAIA members
 and has signed economic complementarity agreements (ECA) with Bolivia, Colombia, Ecuador, Mexico, Peru, Venezuela and Cuba.  Together with its MERCOSUR partners, Paraguay has renegotiated several bilateral agreements (known as patrimonio histórico, i.e., the fund of pre-existing agreements) into multilateral agreements.

72. ECA No. 35 for the establishment of a free-trade area between MERCOSUR and Chile came into force in 1996 and is of indefinite duration.  The Trade Liberalization Programme is being implemented according to the terms of the ECA.  Products included in the General Regime and Annex 1 (patrimonio histórico), covering 80 per cent of the tariff, receive 100 per cent preference.  The pace of tariff reduction is being maintained in accordance with the ECA.  For tariff headings that are considered sensitive, the reduction process will extend over periods of 10, 15 and 16 years, lasting up to 2006, 2011 and 2012, respectively.  However, a ten-year period has been set for a limited number of products, starting from the date of application stipulated by the Administrative Commission.  Sensitive items represent 20 per cent of the tariff.

73. ECA No. 36 for the establishment of a free-trade area between MERCOSUR and Bolivia entered into effect in 1997.  The Trade Liberalization Programme is being implemented according to the terms of the ECA.  Tariffs on products included in the general timetable and the timetable for patrimonio histórico products are being reduced over a period of 10 years up to 2006.  Longer tariff reduction periods, beginning in 2005 and ending in 2011, are provided for MERCOSUR countries in the timetables for sensitive products.  Bolivia's timetable for sensitive products establishes a tariff reduction period beginning in 2005 and ending in 2014.  Eighty-two per cent of tariff items are contained in the general timetable and the timetable for patrimonio histórico products, and the remaining 22 per cent are included in the timetables for sensitive products.  The 100 per cent tariff preference level is due to be achieved by 2006, except for products in Annexes 5 and 6 of the ECA, meaning that Paraguay will grant 100 per cent preference for 93 per cent of the tariff by 2006.  Paraguay's exceptions will remain in effect until 31 December 2010.  The Administrative Commission of the ECA is currently reviewing proposals to bring forward the general timetable and the timetable for sensitive products, with Brazil and Argentina providing differential treatment for Bolivia, and Uruguay, Paraguay and Bolivia granting reciprocal treatment.

74. ECA No. 58 between MERCOSUR and Peru was signed in August 2003.  It comprises general rules applicable to all the countries and bilateral appendices including bilateral tariff reduction timetables.  Paraguay and Peru have negotiated an eight-year general tariff reduction timetable and a 13-year timetable for sensitive products.  As at early 2005, the formalization process had not been completed because Uruguay had not yet concluded its bilateral negotiations.  Eighty per cent of tariff items are covered by the general timetable and the timetable for patrimonio histórico products, and the remaining 20 per cent are listed in the timetables for sensitive products.  Since ECA No. 58 is not yet in force, trade between Paraguay and Peru is governed by Partial-Scope Renegotiation Agreement No. 20, the validity of which has been extended until 31 March 2005.  This Agreement establishes fixed preferences.  Paraguay grants preferences ranging between 30 and 100 per cent for 90 items.

75. An Agreement for the establishment of a free-trade area between MERCOSUR and Colombia, Ecuador and Venezuela was signed in December 2003.  The Agreement comprises general rules and bilateral appendices for each of the countries.  Paraguay applies a 12-year general tariff reduction timetable for Colombia and Venezuela, while these countries have established a ten-year general tariff reduction timetable for Paraguay.  Paraguay and Ecuador have a general and an intermediate timetable, applying on a reciprocal basis and covering a ten- and a six-year period, respectively.  The timetables for sensitive products extend over a maximum period of 15 years.  The Agreement will be of indefinite duration.  As at early 2005, the formalization of the Agreement under LAIA had been completed, and the countries were in the process of incorporating it in their domestic legal systems.
76. In July 2002, MERCOSUR and Mexico signed a framework agreement for the gradual establishment of a free-trade area.  On that same date, MERCOSUR and Mexico signed a partial-scope agreement providing for free trade in the automotive sector following a transition period lasting up to 30 June 2011.  Paraguay has not incorporated these agreements in its domestic legislation.

77. Apart from granting tariff preferences, some of the LAIA agreements are aimed at fostering economic complementarity and developing economic co-operation among signatories.  Additionally, a Reciprocal Payments and Credit Agreement is intended to facilitate intra-regional transactions.  Paraguay uses the reciprocal payments system for its export and import operations, and central bank accounts are debited automatically once every four months.  Before the establishment of the WTO, LAIA's activity reports were submitted to the GATT.  LAIA submitted its latest report to the WTO in 1997.
 
(c) Other preferential trade agreements

78. MERCOSUR is using the "four-plus-one" method in a number of negotiations currently under way with countries outside the region.  Paraguay's position in these forums is dictated by a national policy which is first agreed on among the relevant institutions and then with Paraguay's MERCOSUR partners;  sometimes it is presented as a common MERCOSUR position.  It is customary practice before a bilateral or plurilateral meeting to hold a MERCOSUR coordination meeting, at which a common position is adopted, with the pro-tempore chairperson in office acting as coordinator and spokesperson for MERCOSUR.  On all these negotiating fronts, Paraguay, as a landlocked country with relatively less developed status, seeks market access through special and differential treatment.
79. Paraguay takes part in the negotiations for the establishment of the Free Trade Area of the Americas (FTAA), launched in December 1994 with a view to progressively removing barriers to trade in goods and services among 34 countries of the Western Hemisphere.  The negotiating process was due to be completed in January 2005 but more time was needed to finalize the negotiations.  The FTAA negotiations should resume in 2005.

80. MERCOSUR and the European Union are negotiating an interregional association agreement for the establishment of a political and economic association between the two regions, on the basis of the EU-MERCOSUR Interregional Framework Cooperation Agreement signed in December 1995.  The trade negotiations are being conducted in the Committee on Bi-regional Negotiations, in which Paraguay takes part as coordinator of the positions of the MERCOSUR members.  Since it was impossible to conclude the negotiations by the target deadline of October 2004, the parties have decided to resume negotiations at technical and political level in the course of 2005.
81. MERCOSUR and India signed a framework trade agreement in June 2003 (approved by CMC/DEC/09/03) with a view to negotiating an agreement on fixed preferences.  The agreement covers a specified universe of products comprising approximately 900 tariff headings, with preferential margins of 10 or 20 per cent and even 100 per cent for a limited number of products.  A preferential trade agreement between the countries was signed on 25 January 2004.  The negotiating process is scheduled for completion in the course of 2005.  This would be the very first agreement between MERCOSUR and a developing country outside the LAIA region.
82. MERCOSUR and South Africa signed a framework agreement in December 2000.  The main objective is the conclusion of a free trade agreement.  In 2003, the other four members of the South African Customs Union (Lesotho, Namibia, Swaziland and Botswana) joined the negotiations, with a view to framing an agreement on fixed preferences as the first step towards creating the conditions required for a free trade agreement.  The first stage involves establishing preferential margins for a limited number of products, based on an agreement on traditional trade disciplines such as rules of origin, safeguards and dispute settlement.
83. MERCOSUR and Egypt signed a framework agreement on 7 July 2004 (approved by CMC/DEC/16/04), along the same lines as those adopted in other extra-regional negotiations with developing countries, which are based on the establishment of an agreement on fixed preferences as the first step towards a free trade agreement.
84. Discussions have also begun on the possible conclusion of trade agreements with the Central American Integration System (SICA), the Caribbean Community (CARICOM), Mexico, China and Korea.

85. Additionally, Paraguay benefits from other trade-liberalizing preferential arrangements, such as the following three LAIA instruments:  the Market-Opening List, which establishes 100 per cent non-reciprocal preferences for relatively less economically developed countries, such as Paraguay;  bilateral partial-scope agreements;  and regional-scope agreements, which provide for special and differential treatment for countries with relatively less economically developed status.  Official export figures show that in recent years some 54 per cent of total exports were directed to MERCOSUR countries and 8 per cent to other LAIA countries;  thus for Paraguay, the LAIA preferential trade schemes (including MERCOSUR) cover approximately two thirds of total exports.  According to the authorities' calculations, the coverage of preferences varies considerably according to the trading partner, reaching 46 per cent for Paraguayan exports to Bolivia, for example, and exceeding 98 per cent of exports to MERCOSUR countries.

86. Paraguay benefits from the Generalized System of Preferences of Belarus, Bulgaria, Canada, the European Union, Japan, New Zealand, Norway, Russia, Switzerland and the United States.

(5) trade-related technical assistance

87. Within the WTO framework, technical assistance activities for Paraguay individually or as part of the region have increased from two in 1997 to 21 in 2004.  Since 1997, Paraguay has taken part or has been invited to participate in 76 WTO-organized technical cooperation activities.  These included a number of seminars and workshops, of which 55 were held at regional level.  Topics covered at regional level included a variety of issues such as agriculture, capacity building for trade negotiations, customs valuation, development (including special and differential treatment), dispute settlement, market access, trade facilitation, trade remedies, sanitary and phytosanitary measures (SPS), services negotiations and the GATS, technical barriers to trade (TBT), textiles and clothing, trade and competition policy, trade and environment, trade and investment, transparency in government procurement, and TRIPS.
88. To address certain priority issues more in depth, 11 national activities have taken place since 1997.  They included WTO technical missions (concerning customs valuation, the establishment of a WTO reference centre, and training);  national seminars (on issues such as the TBT and SPS Agreements, the GATS, the Trade Policy Review Mechanism, and trade remedies); and trade policy courses.  Paraguay has also participated in various conferences and global workshops on the WTO and in the regular Geneva-based trade policy courses.
89. In January 2005, Paraguay was designated as pilot country for Project 19 of the Standard and Trade Development Facility, a mechanism bringing together five international organizations, including the WTO, which supports developing countries seeking to implement international sanitary and phytosanitary standards.  Project 19 is specifically geared towards improving the circulation of sanitary and phytosanitary information, particularly between the public and the private sector, in order to enhance market access.

90. According to the authorities, Paraguay requires further technical assistance in training negotiators in the different trade negotiation areas and experts in charge of framing multilateral and regional trade agreement policies and implementation programmes.  To achieve that objective, the authorities believe that technical assistance is also needed in setting up the appropriate technological infrastructure.

91. Since 1997, Paraguay has received trade-related technical assistance from non-WTO sources as well.  On a bilateral basis, assistance has been provided by countries such as Canada, the United States, Japan, Norway, and EU Member States.  Activities were centred on issues such as business support services and institutions;  trade promotion strategy design and implementation;  market analysis and development;  trade financing;  trade mainstreaming in poverty reduction strategy papers (PRSP) and development plans;  TBT and SPS;  customs valuation;  regional trade agreements;  and trade-related training and competitiveness.
92. Trade-related assistance has also been provided by various international organizations such as the Inter-American Development Bank (on issues concerning business support;  the system for streamlining export formalities;  reform of the insurance sector;  support for the development of a public procurement policy;  the programme to strengthen the banks' supervisory authority;  support for international trade negotiations;  the national anti-corruption national plan;  economic and financial statistics;  and studies concerning the Asunción airport);  the International Monetary Fund (IMF) (on trade facilitation and in other areas of expertise);  the Organization of American States (OAS) through the Inter-American Agency for Cooperation and Development (IACD) (on issues such as the creation of productive employment);  the World Bank (pilot community development project);  and WIPO (on the TRIPS Agreement and facilitating its implementation).
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� CMC/DEC/54/04.


� CMC/DEC/13/02 and CMC/DEC/14/02.
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