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IV. trade policy by sector

(6) Introduction

1. Venezuela’s vast hydrocarbons resources have had a significant impact on the economy’s sectoral structure.  They have laid the foundations for the establishment of an industry that is a global leader in the extraction and refining of petroleum and natural gas.  The economy’s dependence on the hydrocarbons sector has become even more marked since Venezuela’s previous trade policy review in 1996.  In 2000, the production of petroleum and natural gas accounted for 22.1 per cent of GDP and refining for an additional 5.3 per cent; foreign sales of hydrocarbons generate around 80 per cent of total exports.  The sector is still largely controlled by the State, which in recent years has found it difficult to sustain the high rate of investment needed for petroleum projects.  New legislation has therefore been adopted to give greater opportunities for private sector participation.  Traditionally, the domestic price of hydrocarbons and their by-products has been below international market levels and this has benefited large sectors of the economy, including industry and final consumers, at the expense of potential distortions in the utilization of resources, particularly energy.

2. The existence of a leader sector such as the extraction and refining of hydrocarbons has had a profound effect on the development of almost all other economic activities in Venezuela.  Activities geared to the domestic market have seen the cost of their non-energy imports rise, for example, capital and labour costs, and have to compete with a leader sector that is able to pay higher prices for them.  In addition, activities whose products or services compete directly with imports in the domestic market or with foreign products in international markets have had to cope with an appreciating exchange rate due to the abundant inflows of foreign currency generated by hydrocarbons exports.

3. The impact of the loss of competitiveness has been felt by the manufacturing sector in particular, but has also spread to agriculture and agroindustry.  The latter sector’s share of GDP has fallen and its international trade shows a substantial deficit, despite the relatively high levels of nominal protection, including the application of variable duties.  Venezuela also supports farmers through implicit transfers by fixing reference prices and giving subsidies for irrigation water and loans on preferential terms.

4. Manufacturing production (excluding oil refining) fell by 12.7 per cent in real terms between 1995 and 2000.  This was largely due to the sector’s heavy dependence on the domestic market and the erosion of its international competitiveness.  The average tariff on manufactures is around 12 per cent, with considerably higher tariffs on motor vehicles, textiles and clothing, footwear and electrical appliances.  Other trade instruments applied in the manufacturing sector include anti-dumping duties, which benefit the iron and steel industry in particular.

5. Partly as a result of the preponderance of  the hydrocarbons industry, the services sector is proportionately small, accounting for less than half of the GDP.  Since the last Review, Venezuela has made considerable progress in liberalizing services.  In 2001, 62 of the 72 banks operating in Venezuela were private, and 15 of them (accounting for over 60 per cent of the market) were foreign banks.  During the same year, new banking and insurance legislation was introduced and has led to greater liberalization of banking and insurance activities and a clearer regulatory framework.  Following the substantial rise in interest rates during the first months of 2002, some banking institutions have seen a deterioration in certain financial indicators, such as defaulting on loans.  Nevertheless, the cover rate increased when all the new capital requirements in the 2001 Banking Law came into effect.  In September 2002, a ruling by the Supreme Court suspended the application of the 2001 Law on Insurance and Reinsurance Companies pending a review of its constitutionality.

6. In 2000, Venezuela autonomously liberalized its telecommunications market completely with the adoption of a new Telecommunications Law that abolished the basic telephone monopoly of the firm CANTV.  In 2001, new legislation on maritime and air transport was adopted.  Even though both these activities have to a large extent opened up to foreign participation, some restrictions still remain.  In the maritime transport sector, cabotage is not open to foreign operators;  foreign vessels have free access to cargo for foreign trade purposes subject to the principle of reciprocity.  In the air transport sector, domestic air services are reserved for Venezuelan companies.

(7) Agricultural sector

(i) Features

7. Primary agriculture (including fishing) accounts for less than 5 per cent of GDP (Table 1.1) and employs around 10 per cent of the labour force.  In 2002, farms were entirely privately owned;  the State supports the sector through a number of policies that include domestic support measures and export incentives, and also by fixing the price of imports through the Andean Community Price Band System.

8. The major activity in primary agriculture is livestock farming.  In 2001, livestock activities (including milk production) amounted to 47.6 per cent of agricultural production, crop production to 40.6 per cent and fisheries to 5.8 per cent, the remainder being taken up by other activities such as agricultural services.  Animal products include in particular bovine cattle and poultry and, to a lesser extent, milk production.  Crops include:  cereals, especially rice, maize and sorghum;  oilseeds such as palm oilseeds;  certain grains, fruit and vegetables, especially tomatoes;  coffee;  and sugar cane.

9. Venezuela’s trade in agricultural and agroindustrial products is limited and shows a serious shortfall.  Exports of agricultural products and the food industry accounted for 2 per cent (US$494.7 million) of total exports in 2001.  The major export products are tobacco and fruit and, to a lesser extent, coffee, cacao, sugar, cotton and edible oils.  Imports of agricultural and food industry products amounted to 18.6 per cent of total imports, for a figure of US$2,104.6 million.

(ii) Institutional and legal framework

10. Up to 1999, the body responsible for developing and implementing agricultural policy and for administering the legal framework for the agricultural sector was the Ministry of Agriculture and Livestock (Ministerio de Agricultura y Cría);  in 1999, its competence and responsibilities were handed over to the Office of the Vice-Minister for Agriculture in the Ministry of Production and Trade (Ministerio de Producción y Comercio) (MPC), and since the beginning of 2002 they have been transferred to the Ministry of Agriculture and Land (Ministerio de Agricultura y Tierras) (MAT).

11. The ultimate objective of agricultural policy is rural development and the resulting improvement in the living standards of the rural population.  It is hoped that this will generate jobs  and higher incomes, and will also ensure food security, the sustainable management of the environment and natural resources.  This objective is set out in Article 305 of the National Constitution, which provides that the State shall promote sustainable agriculture as the strategic basis for integral rural development, thereby assuring the population’s food security.

12. As regards agricultural policy, the Government has supported infrastructural works such as irrigation systems and development and sanitation works, and has provided agricultural production with support services through strategic alliances between the Agricultural Supply and Services Corporation (Corporación de Abastecimiento y Servicios Agrícolas) (CASA), which is a MAT body, private institutions and producers’ associations, and the Strategic Food Programme (Programa de Alimentos Estratégicos)  (PROAL).  Another important component of agricultural policy is the channelling of credit to the agricultural sector, in particular to small farmers.

13. In 2001, the Government passed new legislation on agriculture and fisheries.  The main legislative modifications affecting the agricultural sector are to be found in the Decree with the Status and Force of Law on Land and Agricultural Development (Land Law, Decree No.1.546 of 9 November 2001).
  The authorities indicated that the objective of the Land Law is to lay down the bases for integral and sustainable rural development, abolishing large estates (latifundio), conserving biodiversity, ensuring food security and effective enforcement of the right to environmental and agricultural protection for present and future generations.

14. The Land Law introduces changes in the way all the land intended for agricultural food production is used.  One of the principal objectives of the Law is to allocate land defined as being for “agricultural use” to any person of Venezuelan nationality capable of undertaking agricultural work.  The land may be allocated on a permanent basis.  Another objective is to increase the agricultural sector’s productivity by penalizing under-utilization or low yields on the land.  This is enforced by imposing a tax at a rate that increases in reverse proportion to the land’s yield:  the lower the yield on a piece of land in comparison with the national average, the higher tax rate applied to the taxable base.

15. The Land Law set up a number of agricultural institutions, for example, the National Land Institute (Instituto Nacional de Tierras) (INT), the National Rural Development Institute (Instituto Nacional de Desarrollo Rural), and the Venezuelan Agricultural Corporation (Corporación Venezolana Agraria), all of which come under the MAT.  The INT’s mission is to administer, redistribute and regularize the ownership of land within rural areas.  The owners of agricultural land must be listed in the INT’s Land Register and must request certification of the type of farm (productive, improvable or idle) showing the surface area, the quality of the land and what is produced.  The  certificate for productive farms is valid for two years from the date of issue and is renewable.  The Land Law authorizes the INT to take over or expropriate land declared to be idle or uncultivated, whether public or private, when this is “necessary for the sustainable organization of agricultural land”, or which exceeds certain limits on surface area fixed in accordance with the quality of the land.
  The Law provides a number of procedures for amicable negotiation for the disposal of land but, if a negotiated settlement is unsuccessful, the INT would be authorized to initiate an expropriation procedure.  In mid-2002, the Land Law was being evaluated by the Legislative Branch and, depending on the outcome of this evaluation, amendments that are in the national interest will be discussed.

16. In June 2002, the INT was putting in place its legal, organizational and operational structure.  In the interim, the Institute’s Governing Board and its President are collaborating with a technical working group composed of the board responsible for winding up the National Agricultural Institute, officials from the Ministry of Agriculture and Land and the National Rural Development Institute in order to implement some of the programmes established in the Decree Law.

(iii) Measures at the border

17. Levels of protection in the agricultural sector are higher than in the manufacturing sector, even without taking account of the impact of the Andean Price Band System (SAFP).  In 2001, the average MFN tariff in the agricultural sector (WTO definition), based on in-quota tariff rates, was 14.6 per cent (15.6 per cent if the customs service tax is included), compared with an average tariff of 12 per cent.  Tariffs are above the average for dairy products (19.6 per cent), beverages (19.2 per cent), fisheries products (18.2 per cent), coffee, cacao and sugar (17 per cent).  If variable duties are taken into account, the levels are higher still.

18. Pursuant to its minimum access commitment under the Agreement on Agriculture, Venezuela adopted a mechanism for administering tariff quotas for yellow maize and sorghum in 1997 and for a further 15 agricultural products in 2000.  Consequently, although the Agreement on Agriculture in principle allows Venezuela to impose quotas for 62 of the four, six, or ten-digit headings in the NANDINA (128 eight-digit subheadings in Venezuela’s tariff), in practice quotas are only administered through import licences for 17 headings corresponding to 70 eight-digit NANDINA subheadings.  All these products are also subject to variable duties under the Andean Price Band System (SAFP), although there is no formal link between Venezuela’s commitments on quotas and the SAFP.

19. Until the end of 1999, the Ministry of Agriculture and Livestock was responsible for licensing.  From November 1999 until the end of 2001, the MPC took over the responsibility, and then the Directorate General of Agricultural Marketing in the Ministry of Agriculture and Land at the end of 2001.  Licences are valid for three months.  Quotas are allocated on the basis of previous imports.  Traditional importers (those who have imported during the previous two years) are given 90 per cent of the quotas, and the remaining 10 per cent is distributed among new importers.  Imports from countries belonging to the Andean Community are not covered by the quota system.

20. The ad valorem tariffs imposed on products subject to quotas are usually 15 or 20 per cent, well below the 40 per cent bound rate for in-quota imports.  By applying the SAFP variable duties mechanism, it is possible to add or subtract a margin from the tariff applied, as explained in Chapter III;  in the former case, the tariff rates could exceed 100 per cent, although, pursuant to Decision 430, the Andean countries limit the total tariff to the levels bound under the WTO.  In Venezuela’s case, the authorities have pointed out that the tariff applied does not exceed the in-quota binding (Schedule 1-B of Concessions).

(iv) Domestic support measures

21. In 1998, the Aggregate Measurement of Support (AMS) notified to the WTO amounted to US$210.6 million, around 6 per cent of agricultural GDP.  The total AMS was considerably lower than the AMS commitment for that year of US$1,235.04 million.
  The bulk of the AMS consists of implicit transfers resulting from the setting of minimum prices;  support is also provided in the form of irrigation water subsidies.  In 1998, over half the AMS went to a single product, namely, white maize (corn).  In previous years, rice, sorghum and yellow maize were also mentioned as AMS recipients.

22. Venezuela also imposes measures exempt from the reduction commitment, classified either as “Green Box” measures, or as measures under development programmes and covered by the principle of special and differential treatment for developing countries.  In 1996, the value of “Green Box” measures increased substantially but has declined slightly since then:  in 1998, the total was US$588.1 million.  The majority of the support is in the form of food aid under a number of programmes such as the Cereals Voucher Programme (Programa de Bono de Cereales), the Dairy Products Grant Programme (Programa de Beca Láctea), and the Mother and Infant Food Programme (Programa Alimentario Materno Infantil).

23. In addition, aid under development programmes, including subsidized credit to the agricultural sector (see the description of programmes below), fell from US$224.1 million in 1995 to US$46.8 million in 1998.

24. In 1998, the Producer Subsidy Equivalent (PSE) calculated for Venezuela by the Andean Community amounted to US$284.9 million, equivalent to 24.8 per cent of total production.  The entire subsidy was in the form of price support:  support for inputs showed a negative contribution to the PSE.  The main beneficiaries were milk, sugar, rice, and white maize (corn) (Table IV.1).

25. The Andean Community also calculates an effective PSE, taking into account the effective real exchange rate so as to eliminate the impact of exchange rate distortions on the transfers.  In Venezuela’s case, the effective PSE is regularly below the nominal one and in 1997 and 1998 was in fact negative, which implies that exchange rate distortions led to transfers from the agricultural sector to the rest of the economy.  The Global Support Indicator, an estimate that is an alternative to the PSE, only takes into account explicit or implicit transfers that distort production and trade; and it amounted to US$257.6 million in 1998.

26. Up to 1999, subsidized credit for agricultural activities was granted through the Agricultural Credit Fund (Fondo de Crédito Agropecuario) (FCA) and the Agricultural and Livestock Credit Institute (Instituto de Crédito Agricola y Pecuario) (ICAP), but since 2000 it has been granted through the National Fund for Agricultural, Livestock, Fisheries, Forestry and Related Development (Fondo Nacional de Desarrollo Agricola, Pecuario, Pesquero, Forestal y Afines) (FONDAPFA), which is attached to the Ministry of Finance and has taken over the activities of the former two bodies.  The FCA granted farmers loans at an interest rate equivalent to 90 per cent of the average market rate offered by the six major banks
 and these were included in Venezuela’s notifications to the WTO as “Green Box” measures.  The ICAP received funds from the FCA and channelled them to small producers in the form of operating capital and for the purchase of capital goods at a subsidized interest rate (7 per cent in 1998), plus a 3 per cent fee for technical services.

Table IV.1

Producer  subsidy equivalent, 1995-1998

(US$ millions)


1995
1996
1997
1998

Product/Total PSE
233.5
143.4
103.8
284.9

Cotton
- 10.4
-21.7
-14.5
-3.7

Rice
53.9
58.9
28.3
70.6

Sugar
-24.2
-48.0
-24.2
58.3

Cacao
0.7
02.2
-2.0
1.0

Coffee
-28.8
-61.5
-33.2
-39.4

Milk
93.7
44.1
79.0
163.4

Yellow maize
30.4
20.1
30.5
4.7

White maize (corn)
96.3
149.0
54.7
39.9

Palm 
28.2
1.2
-1.9
-7.7

Sorghum
24.1
23.7
17.6
2.4

Soyabean
8.5
5.7
1.0
1.6

Wheat
11.9
5.4
10.0
15.9

Effective PSE
--
32.3
-201.7
-172.3

IGA
293.6
182.8
216.0
257.6

--
Not available.

Source:
Andean Community, Agricultural Policy and Agricultural Support in Andean Community Countries 1998-1999  (Políticas agrícolas y el apoyo a la agricultura en los países de la Comunidad Andina 1998-1999), document SGdt.102, 27 September 2000.

27. The FONDAPFA was established under Decree No.420 of 21 October 1999 for the promotion and financing of projects to develop agricultural, livestock, fisheries and forestry production and productivity.  Under Decree No.1.435 of 18 September 2001, published in Official Gazette No. 37.317 of 5 November 2001, it became the FONDAFA.  This Fund acts as a second-tier bank for the agricultural sector, providing subsidized credit through private and public banking institutions.  The FONDAFA also promotes and finances special agricultural development programmes and social programmes.

28. During the first seven months of 2002, the FONDAFA distributed credits equivalent to Bs 49.5 billion (US$35.4 million at the September 2002 exchange rate) of the Bs 73 billion (US$52.1 million) approved for the same period.  Over half of this amount went to the Special Social Finance Programme (Programa Especial de Financiamiento de Carácter Social) for the purpose of supporting producers, in particular through the financing of sugar cane and maize.  The remainder went to programmes for the cofinancing of agricultural production with regional funds or, through financial institutions, to programmes to maintain or rehabilitate crops, or to administer programmes for the purchase of equipment from Brazil and China.

29. Credits granted by the FONDAFA have an interest rate amounting to 80 per cent of the interest rate applied by Venezuela’s six major banks, but 7 per cent is withheld.  Interest is paid on the entire credit;  when added to the amount withheld, the interest substantially increases the cost of credit and this would explain the under-utilization of the Fund’s resources in previous years, when the withholding rate was even higher (10 per cent).
  In 2001, the authorities looked at the possibility of remedying this distortion and adjusted the proportion withheld so that it should not affect the financing rate.  In addition, they eased the financing terms, by adapting them to the producer’s profile.

30. There is also an agricultural portfolio under an agreement between the MAT and the Venezuelan Banking Association (Asociación Bancaria de Venezuela) (BCV).  Since 2000, this programme has been governed by the Agricultural Credit Law.  It provides that MAT should agree with the commercial and general banks and other financing institutions to reserve a minimum percentage of the loan portfolio for the agricultural sector;  this has been around 10 per cent of the gross loan portfolio over the past three years.  The credit programme under the Agricultural Credit Law replaced BCV’s programme, which set the agricultural rate at 85 per cent of the average commercial rate applied by Venezuela’s six major banks.  The new Law provides that the interest rate to be paid by farmers shall be 80 per cent of the weighted average interest rate applied by the six leading general banks in Venezuela, if the latter rate is lower or equal to 20 per cent per annum;  if the weighted rate exceeds 20 per cent, the excess is deducted from the 80 per cent in order to determine the new figure.

31. Loans granted under the agricultural portfolio can be used for production, storage, processing and transport carried out directly by agricultural producers, as well as for the direct purchase of inputs, technical assistance, and capital goods.  The Executive is empowered to establish priorities for the allocation of credit.  In 2000, the total credit granted was Bs 513,000 million (US$756.6 million).  In 2001, the figure was Bs 845,000 million (US$1,169 million).

32. Agricultural activities are not subject to payment of income tax:  exemption from this tax amounted to US$23.4 million in 1998, according to Venezuela’s notification to the WTO.
  Agricultural and agroindustrial enterprises also benefit from a corporation tax reduction equivalent to 10 per cent of the amount of new investment made up until 2004.

(v) Export subsidies

33. Export subsidies have been granted for several products, but only in relatively small amounts, and these have been notified to the WTO annually.  In 1998, the latest year notified by Venezuela, export subsidies totalled US$7.5 million.  For all the beneficiary products, subsidies in 1998 were below the annual levels of commitment under the Agreement on Agriculture (Table IV.2).  Exports of coffee, cacao, bananas and other fruits received the major share of these subsidies.  The volume of exports benefiting from subsidies has also consistently been below the commitments under the Agreement on Agriculture;  their share of total exports of such products is limited, with the exception of some products such as coffee, for which subsidized exports accounted for 30 per cent of the total in 1998.  All the subsidies granted are in the form of direct export subsidies.  Aid to the coffee and cacao sectors declined up to 2000, when the National Coffee Fund (Fondo Nacional del Café) (Foncafé) and the National Cacao Fund (Fondo Nacional del Cacao) (Foncacao) were abolished.

Table IV.2

Export subsidies, outlay by major product and annual commitments under the WTO Agreement on Agriculture, 1996-1998

(US$ thousands)

NANDINA
Subsidized products
Payments 
Annual levels of commitment, 1998 



1996
1997
1998


0511.99
Products of animal origin:  other
577.0
1.3
50.3
610.99

0702.00
Chilled fresh tomatoes
310.2
39.7
53.7
378.5

0703.10
Onions and shallots 
191.6
16.2
83.8
188.5

0803.00
Fresh or dried bananas or plantains
2,384.7
595.4
1,530.8
2,355.6

0804.30
Pineapples
52.9
5.8
61.3
61.8

0804.50
Guavas, mangoes and mangosteens
954.8
95.6
352.2
1,.335.2

0804.40
Avocados
20.5
37.3
19.3
213.5

0805.10
Oranges
111.9
18.2
243.7
465.6

0805.20
Mandarins
86.05
5.4
10.1
85.5

0805.30
Lemons
106.10
5.0
96.4
101.2

0807.10
Melons and watermelons
438.9
144.3
80.2
1,024.2

0807.20
Papayas
33.10
6.5
18.8
137.4

0901.11
Coffee, not roasted or decaffeinated
12,303.3
900.8
1,170.2
11,692.1

1211.90
Other plants and parts of plants
112.7
8.8
71.9
109.6

1801.00.10
Raw cocoa beans 
2,276.3
439.4
1,572.4
4,054.6


Total
22,045.9
4,362.1
7,499.4
n.a.

n.a.
Not applicable.

Source:
WTO documents G/AG/N/VEN/8, G/AG/N/VEN/15 and G/AG/N/VEN/21 of 15 October 1997, 25 May 1999, and 22 June 2001 respectively.

(8) Fisheries

34. Trade in fisheries products shows a surplus.  In 2000, exports of fisheries products amounted to US$154 million, while imports amounted to US$39.9 million.  Investment in fishing activities and aquaculture is exempt from the Tax on Capital Assets (Impuesto a los Activos Empresariales).

35. Until 2001, the Autonomous Fisheries and Aquaculture Resources Service (Servicio Autónomo de los Recursos Pesqueros y Acuicolas) (SARPA), initially attached to the Ministry of Agriculture and Livestock and then under the MPC from 1999 onwards, was responsible for fisheries policy.  The Fisheries and Aquaculture Law, Decree No.1.524 of 3 November 2001, established the National Fisheries and Aquaculture Institute (Instituto Nacional de la Pesca y Acuacultura) (INAPESCA), an autonomous body attached to the Ministry of Agriculture and Land (MAT), and it was decided that the responsibilities of the SARPA should gradually be terminated.
  INAPESCA started operations on 1 March 2002 and is responsible for providing the MAT with support for the preparation and formulation of development plans, fisheries and aquaculture policies, as well as for implementing these policies.  It is also responsible for granting permits, licences, concessions and the approval required for fishing, aquaculture and related activities, and for authorizing the catching and extraction of hydrobiological resources.  INAPESCA has competence for determining and applying the fees for the services rendered and for the various authorizations granted and, together with the Ministry of Foreign Relations, it participates in international trade negotiations on fisheries products, as well as promoting the conclusion of fisheries and aquaculture agreements and treaties with other countries.

36. As a general rule, fishing within Venezuela’s Exclusive Economic Zone is restricted to Venezuelan vessels listed in the Venezuelan Naval Register.  Exceptionally, however, foreign ships may be authorized to fish in the Exclusive Economic Zone under regional or subregional agreements.  The Fisheries Law gives traditional small-scale fishermen the exclusive right to exploit fisheries resources in rivers and other continental waters and within six miles of the coastline.  This exclusive right also applies to the ten miles surrounding the islands.

37. Fishing or aquaculture permits are obtained from INAPESCA.  Fishing permits are given to fishing boats, which may be small-scale or industrial vessels.  Small-scale permits are valid for five years and are renewable; industrial licences for fishing tuna and for line fishing are valid for ten years, whereas those for trawling are valid for three years.  Commercial permits allow the catching of permitted species in the specified zones and seasons and are valid for a renewable term of one year.  Permits for processing and marketing must be obtained for each operation, in other words, for purchasing, transporting, processing, importing or exporting fisheries or aquaculture products or by-products.

(9) Mining (other than hydrocarbons)

(i) Features and market access

38. Venezuela’s principal mining products are iron, bauxite, coal, diamonds and gold.  In 2001, the estimated value of mining production was Bs 858,386 million (US$1,186.2 million at the average exchange rate for 2001), compared with the 2000 figure of Bs 609,671 (US$896.7 million at the average exchange rate in 2000).  The revenue generated by mining taxes in 2001 was estimated at Bs 10,227 million (US$14.1 million).  Although its share of GDP is only 0.9 per cent, the mining sector generates a large amount of export revenue.  According to the information provided by the authorities, in 2001, coal exports amounted to US$250 million, while iron ore exports were US$91 million.

39. There is relatively little tariff protection in the mining sector and it is considerably lower than the overall average tariff.  The median tariff on mining products was only 5.5 per cent in 2001.  The majority of products are subject to a tariff rate of 5 per cent.

40. Prospecting and exploitation rights are not restricted on grounds of nationality, but a legal representative domiciled in Venezuela is required.  A concession or authorization is needed to extract minerals.  Although private participation is not excluded, the State occupies a leading place in the non-oil mining sector, notably through the Venezuelan Guayana Corporation (Corporación Venezolana de Guayana) (CVG).  The CVG is an autonomous institute with its own assets and is independent of the national treasury;  it is responsible for creating and coordinating State enterprises in the Guayana region and for promoting and implementing the region’s industrial development.

41. Coal is mainly mined by Carbones de Guasare, S.A. (90 per cent of the total) and Carbones La Guajira, both of which are joint ventures with the participation of CARBOZULIA, a subsidiary of Petróleos de Venezuela S.A.   Three firms holding concessions from Carbones del Suroeste, C.A. (COOPEMIN, CARBONES ARENALES and CARBOIANCA) mine a small amount of coal.  Coal production in 2001 was 7.9 million tonnes (Table IV.3), amounting to Bs 223,742 million at market prices (US$309.2 million).

Table IV.3

Mining  (excluding hydrocarbons), 1996-2001

(millions of tonnes)


Volume of production 


1996
1997
1998
1999
2000
2001

Iron ore
18.5
18.5
16.6
14.1
17.4
17.1

Coal
4.0
5.3 
6.5 
6.6
7.8
7.9

Bauxite
..
5.0
4.8
4.2
4.4
4.2

Gold (tonnes)
11.7
22.3
6.8
5.9
7.03
8.2

..
Not available

Source:
Ministry of Energy and Mines.
42. The State enterprise CVG-Ferrominera de Orinoco, a subsidiary of the CVG, is currently responsible for mining and marketing iron ore.  In 2001, the estimated volume of iron ore produced was around 17.1 million tonnes, with estimated sales of 17.1 million tonnes, of which 59.7 went to the domestic market and 40.2 per cent to foreign markets.  The main iron ore deposits are in the Guayana region.  CVG BAUXILUM is responsible for exploiting bauxite, with a production capacity of around 6 million tonnes a year.  The production mainly goes to the domestic aluminium industry and amounted to 4.2 million tonnes in 2001.

43. In 2001, gold production was estimated at 8,174 kg., amounting to Bs 38,630 million (US$56.4 million), of which two thirds are produced by small-scale producers, treated as small enterprises under the 1999 Mining Law (see below), and one third by CVG MINERVEN, a CVG enterprise.  Production of diamonds amounted to 168,128 carats in 2001 and is in the hands of small-scale producers.  The estimated value of diamond production was Bs 5,803 million (US$8 million) in 2001.

(ii) Institutional and legal framework

44. Mining policy is drawn up and implemented by the Office of the Vice-Minister for Mining in the Ministry of Energy and Mining (MEM).  Policy on non-metallic minerals is determined and implemented by the various states, unless they have no legislation, in which case the MEM assumes responsibility.  The strategic guidelines for the mineral sector in 2000 and 2001 were aimed at the following:  restructuring and strengthening the sector;  revising the policy on granting concessions so as to establish a computerized system;  encouraging exploration and prospecting;  diversifying mining exports so as to strengthen competitive capacity in international markets;  and promoting private domestic and foreign investment.

45. Decree No.295 of 5 September 1999 (Decree having the Status and Force of Law on Mining), published in the Official Gazette of 28 September 1999, regulates the exercise of mining activities in Venezuela.  It states that mines and mineral deposits of any kind on Venezuelan territory belong to the Republic and it gives the Government, through the MEM, the responsibility for drawing up plans for the exploration and development of mining resources.  The 1999 Law repeals the previous Law of 28 December 1944.

46. The 1999 Mining Law provides that mining resources may be explored, exploited and developed in five ways:  directly by the Government;  through concessions for exploration and subsequent exploitation;  permits for small-scale mining;  mining associations;  or small-scale mining.  Concessions are deemed to be immovable property.  Mining rights are limited in time and apply within specified geographical areas.  Any Venezuelan or foreign natural or legal person domiciled in Venezuela may obtain mining rights.  Foreign enterprises must have a legal representative domiciled in Venezuela.  Mining concessions take the form of an Operating Certificate valid for 20 years and renewable.  Operating permits are only granted for small-scale mining and give a precarious right (for example, they are not deemed to be immovable property).

47. Owners of mining rights have to pay a surface tax for each hectare authorized as of the fourth year after the granting of the respective right, as well as an exploitation tax.  The latter is applicable once extraction of the mineral has started, in cash or in kind.  The MEM may decide to lower the taxable rate applied to the majority of minerals.  The Government, mainly through the SENIAT, is empowered to grant owners of mining rights total or partial exemption from payment of import duties on goods deemed to be essential for the various phases of mining activity if the goods are not produced in Venezuela.

(10) Hydrocarbons

(i) Features

48.  The petroleum sector is the backbone of Venezuela’s economy.  Petroleum revenue earned by the Venezuelan Petroleum Company (Petróleos de Venezuela, S.A.) (PDVSA) amounted to US$53,234 million in 2000.  The preliminary figures for 2001 show that earnings were US$46,250 million.  Because the industry is capital intensive and despite its major contribution to GDP, the direct impact on employment is considerably less and reasonably cyclical, fluctuating with the price of crude oil.  In 2000, Venezuela’s petroleum reserves were 77,658 million barrels (not including the Orinoco Belt), corresponding to 67.5 years of production at the current pace, and gas reserves were 25,474 million cubic feet, representing 100.7 years of production.

Table IV.4

Petroleum activities, 1995-2000


1995
1996
1997
1998
1999
2000

Bs  millions

Value of petroleum activities 
2,367,190
7,778,329
8,755,039
6,422,505
9,916,209
18,688,206


Petroleum and natural gas
1,979,387 
6,332,690 
7,002,229 
5,030,042
7,972,304
15,493,599


Refining
387,803 
1,445,639 
1,752,810
1,392,463
1,943,905
3,194,607

US$ millions

Value of exports
13,862
18,660
18,301
12,134
16,697
27,885

Revenue
26,173
34,189
37,140
26,659
32,648
53,234

Investment 
5,301
5,388
5,905
5,241
4,207
4,296

Profits
3,373
4,382
4,505
663
2,828
7,354

Percentage

Percentage of GDP
24.6
26.5
27.3
27.8
27.4
27.4

Petroleum and natural gas
19.8
21.5
22.2
22.6
21.8
22.1

Refining
4.8
5.1
5.1
5.2
5.6
5.3

Percentage of value of exports 
66.5
73.5
72.4
63.4
75.3
77.8

Employment in the petroleum sector (percentage of the working population)
0.50
0.48
0.43
0.42
0.37
0.37

Capacity

Production  (thousands of barrels/day)
3,179
3,416
3,761
3,822
3,560
3,582

Refining (thousands of barrels/day)
2,438
2,440
2,821
3,096
3,096
3,098

Petrochemical production (millions of tonnes)
2.5
5.3
5.3
5.6
5.9
5.9

Production

Crude petroleum (thousands of barrels)
1,021,365
1,088,850
1,153,400
1,215,120
1,116,705
1,151,436

Refined products (thousands of barrels)
378,850
404,503
424,269
428,437
424,915
440,624

Petrochemical production (crude, thousands of barrels)
4,058
4,404
4,365
4,294
4,022
3,907

Natural gas (thousands of cubic feet)
232,788
240,377
248,343
258,847
227,836
252,973

Orimulsion (sales, thousands of tonnes)
3,560
4,173
4,027
3,604
5,102
6,235

Price received (US$ millions)

Crude petroleum
13.93
17.44
15.09
9.38
15.35
24.94

Refined products
17.14
20.82
19.57
13.73
17.57
28.57

Reserves

Petroleum (millions of barrels)
66,329
72,667
74,931
76,108
76,852
77,658

Natural gas (millions of cubic feet)
24,794
24,714
25,147
25,321
25,345
25,474

Source:
Prepared by the WTO on the basis of information from MEM and PDVSA.
49. In 2000, production of petroleum and natural gas accounted for 22.1 per cent of GDP and refining for a further 5.3 per cent, making the sector’s total contribution to GDP 27.4 per cent (Table IV.4).  Production capacity was some 3.58 million barrels/day and refining capacity around 3.1 million.  Output was 1,151 million barrels (3.05 barrels/day), equivalent to around 4 per cent of global production and 10 per cent of OPEC output.  Production of refined products was 440 million barrels (1.24 million barrels/day).  Gas production was 253 million cubic feet.  Production of Orimulsion amounted to 6,235 tonnes, almost double the figure for 1995.
  Provisional figures for 2001, which include the Orinoco Belt, indicate petroleum production capacity of 3.99 million barrels/day.

50. Venezuela is the world’s fourth largest exporter of crude oil and the third largest within the Organization of Petroleum Exporting Countries (OPEC) after Saudi Arabia and Iran in terms of value.  According to PDVSA, total exports of petroleum and gas amounted to US$27,885 million in 2000 (US$17,525 million for the first three quarters of 2001), corresponding to over 80 per cent of Venezuela’s total exports of goods.  The market for Venezuelan crude oil is mainly the United States, Central America and the Caribbean and, to a lesser extent, the rest of Latin America, mainly because the cost of transport to these markets is lower than to other parts of the world and there are Venezuelan refineries in several Western Hemisphere countries.

51. Petroleum production in value terms has fluctuated significantly in recent years, reflecting the rise and fall in the price of crude oil.  Earnings from petroleum and exports fell sharply between 1997 and 1998, followed by a slight increase in 1999 and a much bigger one in 2000.  Venezuela’s average export price reached US$26.28/barrel in 2000 (slightly above the price generally received), which represented an increase of US$10.24/barrel in comparison with 1999.  Venezuela benefited from higher petroleum prices in 2000, although they fell subsequently following the OPEC's decision, taken at Conference 109 in March 2000, to increase its overall production.  Venezuela’s petroleum quota within OPEC was 2,497,000 barrels/day on 1 January 2002, corresponding to 11.5 per cent of OPEC’s total production.

52. The petroleum industry is mainly in the hands of the State sector and generated 96 per cent of the sector’s GDP in 2000.  The State sector is also responsible for all refining activities.  Exploration and industrialization of natural gas are open to the private sector, which participates in the petroleum industry through operating agreements and strategic partnerships.  These two systems also apply to production of crude petroleum.  There are 33 production agreements which, taken together, yielded 160.1 million barrels of petroleum in 2000, i.e. 13.9 per cent of total production.  There are also two strategic partnerships (Cerro Negro and Petrozuata), which produced 56 million barrels (4.9 per cent of the total) in 2000.

53. In 2000, investment in prospecting and developing deposits and other areas by Petróleos de Venezuela S.A. amounted to a total of US$4,296 million compared with US$5,900 million in 1997.  Investment decisions were affected by the low petroleum prices at the end of 1997 and 1998, but the price increase in 2000 did not lead to a substantial increase in investment, even though the upward trend continued in 2000 when prices recovered.  The majority of investment comes from public sources in Venezuela.  Foreign direct investment in this sector is limited, amounting to US$627.7 million in hydrocarbons during the period 1993-2000 and US$137.5 million in petrochemicals (Table IV.5).  In 2000, the largest amount of investment, in order of importance, came from the United States, the Netherlands, Panama and the Cayman Islands.

Table IV.5

Foreign direct investment in the hydrocarbons and petrochemicals sector, 1993-2000

(US$ millions)

Sector
1993
1994
1995
1996
1997
1998
1999
2000
Total

Hydrocarbons
43.2
77.7
35.6
110.7
85.4
78.7
191.7
4.7
627.7

Natural gas 






0.8
0.0
0.8

Petrochemicals 
88.2
17.6
5.8
2.0
2.4
12.3
9.1
0.1
137.5

Total
131.4
95.3
41.4
112.7
87.8
91.0
201.6
4.8
766.0

Source:
Ministry of Energy and Mines.

54. As mentioned in the Secretariat report for the previous Review, many of Venezuela’s hydrocarbons resources are obtained at low cost and a large part of domestic industry has developed on the assumption that this advantage will be translated into a supply of inputs at a price below the international market price.  In a number of large production chains, for example, aluminium and petrochemicals production, the Venezuelan market structure allows input prices to be set below the world market price.  Consequently, the 344,000 barrels of refined products distributed domestically by PDSVA every day in 2000 were sold at an average price of US$8.54/barrel, whereas the average price for exports of Venezuelan crude petroleum was US$25.91/barrel.
  Between 1997 and 2000, the price of 95 octane gasoline remained constant at Bs 75.11 (about US$0.11) per litre, despite a cumulative inflation rate of over 100 per cent over the same period.

55. Venezuela participates actively in OPEC.  In 2000, it proposed that the Organization adopt a floating band mechanism for the OPEC basket’s average price  ranging from US$22 to 28/barrel so that it could be adjusted by increasing or reducing production.  The idea is that the floating band helps to stabilize the oil market.  Venezuela plays an essential role in the international market for petroleum as it is one of the few exporting countries outside the Middle East that has spare production capacity.  As part of OPEC’s efforts to support and stabilize world oil prices, Venezuela has adjusted its level of production, which has been subject to relatively marked variations over the past two years. 

56. Under the General Agreement on Trade in Services (GATS), Venezuela exempted petroleum-related services from MFN treatment in agreements with Germany, France, Brazil and Central American and Caribbean countries which grant preferences for the distribution and marketing of petroleum and petroleum products, and also for advisory services and the exchange of technology.

57. Venezuela has signed energy cooperation agreements for the supply of petroleum with several countries.  Under the Programme for Energy Cooperation with the Countries of Central America and the Caribbean (San José Pact), signed on 3 August 1980 in San José, Costa Rica, and subsequently renewed through annual Declarations, Mexico and Venezuela supply 160,000 barrels of crude oil and petroleum products (80,000 per country) to Barbados, Belize, Costa Rica, Dominican Republic, El Salvador, Guatemala, Haiti, Honduras, Jamaica, Nicaragua and Panama.  In 2000, the Caracas Energy Cooperation Agreement with Caribbean countries and the Integral Cooperation Convention between Venezuela and Cuba were signed (Chapter II(4)(vii)).  Memorandums of Understanding and Energy Cooperation Programmes have also been concluded with Colombia, India, Mexico, Nigeria and the United Kingdom.

(ii) Institutional and legal framework

(c) Petroleum

58. The MEM is responsible for mining and petroleum policy.  It regulates, develops and follows up policy, planning, implementation and supervision of the Executive’s activities in respect of mines, hydrocarbons and energy in general.  The Ministry’s scope of competence includes the development, utilization and control of non-renewable natural resources and other energy resources, as well as of the mining, electricity, petroleum and petrochemical industries.  MEM  is also responsible for undertaking market surveys and analysing and fixing prices for petroleum products.

59. Supervision of Petróleos de Venezuela S.A. (PDVSA) is yet another of the MEM’s responsibilities.  PDVSA is an energy corporation established in 1976 and wholly owned by the State.  It is active in the hydrocarbons sector, including gas, Orimulsion, coal and petrochemicals.  It has a number of subsidiaries in Venezuela and has holdings in enterprises involved in oil refining, distribution and marketing in Caribbean countries and in Germany, Belgium, Sweden, United Kingdom and United States.  In the latter country, the PDSVA owns the CITGO Petroleum Corporation and 50 per cent of the PDV Midwest Refining Company.  PDVSA is one the major exporters of gasoline to the United States.

60. A new Hydrocarbons Law was adopted in 2001 (Decree No.1.510 of 2 November 2001).  This Decree, having force of law, regulates all matters related to the exploration, exploitation, refining, industrialization, transport, storage, marketing, and conservation of hydrocarbons, as well as matters relating to refined products and works needed to implement these activities.  The 2001 Law repealed the Hydrocarbons Law of 13 March 1943, and some other previous provisions.  It also provides that the allocation of petroleum revenue calculated on the basis of the royalties provided in the Hydrocarbons Law of 13 March 1943 should continue to be calculated on the same basis (see below).  Activities relating to gaseous hydrocarbons are governed by the Gaseous Hydrocarbons Law.  The authorities indicated that it had been decided to have two coexisting basic laws because their purposes and the situations regulated in each require different treatment as gas is a resource whose exploitation and marketing have their own specificities.

61. Based on the principles laid down in the 1999 Constitution, the Hydrocarbons Law provides that hydrocarbon deposits belong to the Republic, are publicly owned goods and are thus inalienable and indefeasible.  The Law declares that hydrocarbons activities are in the public interest and are primarily for the purpose of national development and collective benefit, and that they must be carried out having regard to defence, national use of resources and environmental conservation.

62. The exercise of primary activities (exploration, extraction, recovery, initial transport and storage) must be conducted by the State, either directly by the Government or through enterprises wholly owned by the State.  Such activities may also be carried out by joint enterprises in which the State’s share exceeds 50 per cent of the equity.  Enterprises engaged in primary activities (operating enterprises) are authorized to operate within the geographical areas defined by the MEM.  The establishment of joint enterprises and the conditions governing the conduct of primary activities must be approved by the National Assembly:  the Law provides that the maximum lifetime of such enterprises is 25 years, which may be renewed for a further period not exceeding 15 years.

63. The Law gives the State sole competence for existing refineries, as well as their future extension and improvement, and for the principal transport of petroleum products and gas.  New refining activities and marketing, however, are open to the private sector.  New refineries must correspond to a national plan for their establishment and operation and must be related to projects approved by the MEM.  Their main purpose must be the modernization of processes for the use and production of clean fuels.  A licence from the MEM is required in order to exercise refining activities.  Refining licences may be transferred, subject to the MEM’s approval;  they may also be cancelled by a decision by the MEM or compulsorily transferred to the State, subject to payment.  In order to obtain a licence, the particular advantages accruing to Venezuela must be indicated.  Licences are valid for a maximum of 25 years, renewable for a further maximum period of 15 years.

64. Enterprises engaged in refining hydrocarbons must be registered with the MEM, as must natural or legal persons wishing to supply, store, transport, distribute or sell such products.  The building, modification, extension, destruction or dismantling of plants, facilities, installations or equipment used for the domestic sale of hydrocarbons by-products require a prior authorization from the MEM.

65. The Hydrocarbons Law of 2001 provides that the MEM may fix the price of hydrocarbons by-products in the domestic market and may adopt measures to guarantee supply.  Prices may be fixed by means of bands or any other mechanism.

The 2001 Law increases the royalties payable for petroleum production, providing that the State has the right to a royalty of 30 per cent of the volume of hydrocarbons extracted from any deposit, compared with a royalty of 16 ⅔ per cent under the previous Law.  The Executive is empowered to lower the royalty temporarily to 20 per cent for mature oilfields or for extra-heavy oil extracted from the Orinoco Belt if it is shown that these cannot be economically exploited on the basis of a 30 per cent royalty.  As regards projects for bitumen mixtures from the Orinoco Belt, the royalty may be temporarily reduced from 30 to a minimum of 16 ⅔ per cent.  Royalties are generally paid at market prices.  In addition to being subject to royalties, the Income Tax Law of 12 September 1999 made petroleum production subject to the ISRL at a rate of 67.7 per cent up to 2001.  The increase in the royalty was accompanied by a reduction in the rate of income tax to 50 per cent in order to maintain the average national fiscal share of the past 24 years, namely 54 per cent.

66. The 2001 Hydrocarbons Law also provides for the payment of a Special Consumption Tax (Impuesto de Consumo Propio), a Surface Area Tax (Impuesto Superficial) and a General Consumption Tax (Impuesto al Consumo General).  The Special Consumption Tax is imposed on Venezuelan hydrocarbons used as inputs.  It amounts to 10 per cent of the value of each cubic metre of products derived from the hydrocarbons produced and consumed as fuel in the operations of enterprises in the petroleum sector, calculated on the basis of the final consumer price.  The General Consumption Tax is paid by the consumer and applies to each litre of products derived from hydrocarbons sold on the domestic market.  The rate ranges from 30 to 50 per cent of the price paid by the final consumer and is fixed annually in the Finance Law.  It was set at 30 per cent for 2002 financial year.  The Surface Area Tax applies to those parts of concessions that are not being exploited and it increases over time.  It corresponds to 100 tax units for each square kilometre or fraction thereof for each year it is not exploited, increasing by 2 per cent over the first five years and then 5 per cent over the following years.

67. The Income Tax Law granted a tax reduction of 8 per cent of the amount of new investment by taxpayers engaged in the exploitation of hydrocarbons and related activities such as refining and transport.  An additional reduction of 4 per cent is granted on the cost of new investment in the following:  exploration, drilling, secondary recovery of hydrocarbons, development, conservation and storage of gas.  In 2002, a 10 per cent reduction in income tax was granted on the amount of investment in assets, programmes and activities for the conservation, protection and improvement of the environment, rehabilitation of areas used for the exploration and exploitation of hydrocarbons and gas in zones under the control of the production unit.

68. Pursuant to the 2000 Law on Special Economic Allocations for States Derived from Mining and Hydrocarbons, the states and the Federal District receive a minimum of 25 per cent of the payments received as taxes on hydrocarbons and mining, after deduction of the percentage corresponding to the transfer from Central Government.  States that have hydrocarbons in their territory receive 70 per cent of this amount and the remaining 30 per cent is distributed among the other states and the Federal District.

(d) Natural gas

69. Decree No. 310 of 12 September 1999 or the Gaseous Hydrocarbons Law regulates the exploitation of gas in Venezuela.
  Gaseous hydrocarbon deposits are owned by the State.  The exploration and exploitation of deposits, the recovery, storage and use of both non-associated gas from such exploitations and gas associated with petroleum or other fossil fuels, as well as the processing, industrialization, transport, distribution, domestic and foreign trade relating to such gases may be exercised by both public enterprises and the private sector, with or without State participation.  Activities to be carried out by Venezuelan or foreign private persons require a licence or permit, as appropriate.  The Law states that activities related to the transport and distribution of gas for public consumption are a public service.

70. The maximum period of validity of licences for exploration and exploitation of pure gas is 35 years, renewable for a period not exceeding 30 years if so agreed by the parties.  The renewal must be requested five years prior to the expiry of the licence.  The Law allows a maximum period of five years for exploration and compliance with the respective programmes.  For activities other than exploration and exploitation, a permit from the MEM is required.  Projects for the industrialization of gaseous hydrocarbons must be listed in the MEM Register.

71. The purpose of the National Gas Board (Ente Nacional del Gas) (ENAGAS), established in 1999 under the MEM, is to promote the sector’s development and competition at all transport and distribution stages of the gaseous hydrocarbons industry, as well as to assist the coordination and protection of such activities.  The MEM fixes the price of gaseous hydrocarbons ex production and processing plants (purchase price for gas).  ENAGAS draws up the bases for determining rates applicable to final consumers, which are then jointly fixed by the MEM and the MPC.  These rates are calculated by adding the purchase price of gas, the cost of transport and of distribution.  Although they are not fixed, transport and distribution costs are determined according to the principles laid down by the MEM, which include operating and maintenance costs, taxes, depreciation, amortization of investment, and also a profit margin similar to that in other activities with a comparable degree of risk.

72. Although the MEM, through ENAGAS, is responsible for the overall regulation of the gas service, the Municipal Regime Law allows municipalities to distribute and sell gas and electricity to people within their area of competence.  On 7 November 2001, in order to define the competence of the municipal and national authorities, the Decree having Force of Law on the Harmonization of National and Municipal Public Authority for Providing Gas Distribution Services for Domestic Purposes and Electricity was enacted.

73. Gas production, like petroleum production, is subject to the payment of royalties.  The State has the right to a minimum share of 20 per cent in the form of royalties for the volume of gaseous hydrocarbons extracted from any deposit and not reinjected.  The amount of the royalty serves as a parameter for the bidding process. 

(iii) Activities related to the petroleum sector

(a)
Refined products

74. Venezuela has a large national refining industry composed of six petroleum refineries in Venezuela, all belonging to the PDVSA.  The latter’s total refining capacity at the global level increased by 27 per cent between 1995 and 2000, when it was equivalent to 3.1 million barrels/day.  Venezuela has also been pursuing a policy of acquiring shares in foreign refineries.  The volume of crude oil processed in 2000 was 1,079.4 million barrels/day on average.  In 2000, 379.9 million barrels of refined products were produced and 290.2 million barrels were exported, of which 47 per cent went to the United States and 42 per cent to Latin American countries.

75. PDVSA is one of the world’s leading enterprises in terms of refining capacity and, in addition to the Venezuelan refineries, it owns five refineries in the United States, where it has a large shareholding in three other refineries.  It has a long-term lease on the refinery on the island of Curaçao and a shareholding in nine refineries in Europe (Belgium, Germany, Sweden and the United Kingdom).  The processing capacity of all the refineries in which the PDSVA is involved amounted to 3.1 million barrels/day in 2000;  total refining capacity in Venezuela is 1.3 million barrels/day.  Gasoline for automobiles and diesel fuel account for over one third of PDVSA’s output of refined products in Venezuela.  The production of light distillates accounts for the major share of distilled products.

76. A MEM resolution declares that the Executive deems the supply, storage, transport, distribution and sale of hydrocarbons by-products intended for domestic public consumption to be a public service.  The MEM is authorized to fix the price of hydrocarbons by-products and to adopt measures to guarantee supply.

(d) Petrochemicals

77. Venezuela has a well-developed petrochemicals industry that mainly uses natural gas as a fuel and raw material, although it also uses imported inputs.  Industries in this sector account for 11 per cent of the value added of manufacturing as a whole.  The production and marketing of petrochemicals on domestic and foreign markets is undertaken by Petroquímica de Venezuela, S.A. (PEQUIVEN), a State-owned enterprise that is a subsidiary of PDVSA, and a group of private enterprises.  Production by PEQUIVEN and the joint enterprises was 11.3 million tonnes in 2001.  Of the total output, 65 per cent was for the domestic market;  exports amounted to US$755 million in 2001, with 3.9 million tonnes of petrochemicals being sold on world markets.

78. The tariff applicable to petrochemicals ranges from 5 to 15 per cent, with inputs generally being subject to the 5 per cent tariff, the majority of intermediate goods to the 10 per cent rate, and finished products (mainly plastic resins) to the 15 per cent tariff.  Some consumer goods such as soap and perfume pay a tariff of 20 per cent.  Between 1994 and 1999, anti-dumping duties were imposed on polystyrene imported from the United States.  In 2000, definitive anti-dumping duties were also imposed on imports from the United States of polyvinyl chloride in suspension and emulsion (11.7 and 127.9 per cent respectively).

79. The Law Promoting the Development of Petrochemical, Carbochemical and Related Activities (Official Gazette No.36.537 of 11 September 1998) regulates the petrochemicals sector. PDVSA, through PEQUIVEN, centralizes and implements the measures taken by the Venezuelan State in respect of petrochemicals, carbochemicals and related products,.  The Law authorizes PEQUIVEN to undertake any type of commercial activity, including the issue of shares, for up to 49 per cent of its equity.  The revenue derived from such operations is invested in expansion, development and strengthening of the petrochemicals industry.

(11) Non-petroleum manufacturing activities

(i) Features and market access

80. In 2001, non-petroleum manufacturing accounted for 14.3 per cent of GDP;  some 88 per cent of such activities were undertaken by the private sector and 12 per cent by the public sector.  With the exception of petroleum refining, the petrochemicals industry and the processing of agricultural commodities, the main industries are transport equipment, other chemicals, iron and steel, plastics, glassware, ceramics, and other metal products.  Manufacturing shrank during the major part of the past decade, falling by 12.7 per cent in real terms between 1995 and 2000, bringing its share of GDP down by 2.3 percentage points.  The authorities pointed out that the industry’s negative performance is due to the contraction of the domestic market, illegal trade and smuggling, as well as unfair trade practices such as subsidies and dumping.  Manufacturing is mainly intended for the domestic market or other countries in the Andean region.

81. In 2001, the average tariff applicable to manufactures (ISIC classification) was 12.1 per cent, while the average tariff applicable to non-agricultural products (WTO definition), excluding petroleum, was 11.6 per cent.  The only tariff peaks in the sector (35 per cent) apply to imports of light vehicles.  The sectors with the highest tariffs include textiles and clothing, with average rates of around 20 per cent, followed by plastics, soap and toilet articles, footwear, furniture and electrical appliances, with rates of over 18 per cent (Table AIV.manuf.).  Imports of chemicals, pharmaceuticals, fertilizers, cement, industrial machinery, office equipment, aircraft, musical and scientific instruments are subject to average tariffs of less than 8 per cent.

82. Anti-dumping duties are applied to a number of industrial products, mainly iron and steel products, but also to footwear, locks and padlocks, and syringes (Chapter III(2)(vi)(a)).  Investigations have been initiated into safeguard measures for iron and steel products, tyres and paper, but by mid-2002 no duties or quantitative restrictions for safeguards purposes had been applied.

(ii) General policy framework

83. The MPC has the main responsibility for formulating industrial policy, even though other ministries are also involved, for example, the MEM, depending on the industrial sector concerned.  The concept of “industrial chains” has been introduced into the elaboration of industrial policy.  This concept implies the participation of all the links in a production chain when defining public policy.  The authorities explained that the concept of industrial chains does not mean that the Government selects “winning sectors”, but it is an initiative whereby activities that are usually rivals and have traditionally had opposing interests combine to promote the adoption of measures designed to enhance competitiveness.

84. The Government’s industrial policy also has the objective of boosting industrial development in states where the industrial density is low or in areas of special interest, as well as encouraging industrial decentralization by promoting the axes of development supported by the State (for example Orinoco – Apure, western and eastern axes) and stimulating an increase in the national value added of products manufactured in Venezuela, irrespective of the country of origin of the capital of the manufacturing or supplying enterprises.  It is also deemed essential to strengthen small and medium industry through partnerships, strategic alliances and the development of their technological and innovative capacity.  Other industrial policy aspects recently developed include the preparation by the MPC, together with the private sector, of three strategic plans for the export of plastics, motor vehicles and aluminium, as well as the Project to Rehabilitate Industrial Parks, which, according to the MPC, involves investment of Bs 5,200 million (US$7.4 million) for the rehabilitation of 10 industrial parks.

85. The 1999 Income Tax (ISLR) Law grants an income tax reduction of 10 per cent of the amount of new investment made during the five years following the Law’s entry into force for the purpose of effectively increasing production capacity or for new enterprises in the industrial sector, inter alia.  Decree No.963 of 27 August 2000, published in Official Gazette No.37.034 of 12 September 2000, provides for exemption from income tax (ISLR) for manufacturing during a period of five years as of September 2000 in five states (Amazonas, Apure, Delta Amacuro, Sucre and Trujillo), and in 36 industrial parks in a further 17 states in Venezuela.
  The exemption is included in the Industrial Strategic Plan (Plan Estratégico Industrial) designed to promote the creation and preservation of jobs by encouraging enterprises to set up in economically depressed areas.

86. In order to be eligible for this exemption, an enterprise must:  be a manufacturing SME (with a maximum of five employees and annual earnings not exceeding 100,000 tax units);  not belong to any “primary” production system (mining, agriculture, livestock farming, marketing, inter alia);  be listed in the register kept by the SENIAT;  allocate 100 per cent of the amount of the tax payable to verifiable improvements in the area of research or scientific or technological development or to capital goods.  Decree No.963 remains in effect until December 2008.  Nevertheless, the authorities explained that, as of September 2002, the Decree was being amended and, until now, no enterprises had been able to benefit from its application because no regulations had been adopted.  Consequently, the SENIAT had been unable to establish the register and no mechanisms had been put in place in order to be able to verify that the tax exempted was being used for the activities provided in the Law.

87. Another important component of industrial policy is the granting of credit to small and medium enterprises, mainly through the Industrial Credit Fund (Fondo de Crédito Industrial) (FONCREI), which comes under the MPC.  The FONCREI grants loans on preferential terms for the purchase of tangible and intangible assets and working capital.  The loan must be used to finance investment projects for the establishment, extension or modernization of the manufacturing industry.  The maximum credit granted by the FONCREI to each enterprise or group of enterprises is Bs 2,000 million or up to 70 per cent of the total investment, for periods of up to 15 years, including a three-year grace period.  The maximum interest rate is 90 per cent of the weighted average interest rate applied by Venezuela’s six major banks.  Only Venezuelan enterprises are eligible for FONCREI funds.  In 2000, the amounts disbursed by the FONCREI amounted to Bs 10,292.5 million (US$15.2 million), 35 per cent higher than the amount granted in 1999.  Of these funds, 97 per cent were granted to small and medium enterprises.

88. In 2001, the Venezuelan Economic and Social Development Bank (Banco de Desarrollo Económico y Social de Venezuela) (BANDES) established a Production Investment and Social Development Programme (Programme de Inversión Productiva y Desarrollo Social) in order to help in financing projects not covered by traditional banks.  Venezuelan small and medium enterprises in the industrial sector are also eligible for preferential credit through the National Mutual Guarantee Company for Medium and Small Industry (Sociedad Nacional de Garantías Recíprocas para la Mediana y Pequeña Industria) (SOGAMPI).  An enterprise must be classified as a SMI before it can belong to the SOGAMPI in accordance with the parameters laid down in the Law on the Promotion and Development of Small and Medium Industry (Ley para la Promoción y Desarrollo de la Pequeña y Mediana Industria) (Chapter III(4)(ii)).  The National Mutual Guarantee Fund for Small and Medium Industry (Fondo Nacional de Garantías Recíprocas para la PYME) (FONPYME), set up in 2001, serves as collateral for the guarantees provided by enterprises belonging to the SOGAMPI.  The Venezuelan Industrial Bank (Banco Industrial de Venezuela) grants short and medium-term financing for production, marketing, transport, storage and other operations by the industrial sector.  The Sovereign People’s Bank (Banco del Pueblo Soberano) grants credit to microenterprises.

(iii) Main manufacturing activities

(c) Iron and steel and aluminium industries

89. Venezuela has a large iron and steel industry with substantial export capacity.  The main products manufactured are iron, steel, ferro-alloys and aluminium.  Exports of iron and steel products and aluminium amounted to US$453.8 million in 2000.  Imports were approximately US$819.2 million during the same year.  The major steel producer is SIDOR, which was privatized in 1997 and is also Venezuela’s leading private exporter.

90. These imports were subject to an average tariff of 8.2 per cent in 2001, below the national average tariff, with rates that ranged from 0 to 15 per cent.  The majority benefit from exemption from duty, and the highest tariffs were applied to imports of certain types of wire and tubing, whereas laminated steel products were usually imported at a tariff of 10 per cent.  In 2002, the tariffs applied to a group of iron and steel products increased to the levels bound in the WTO (up to 35 per cent).  The authorities explained that this increase was authorized by the Andean Community.

91. Venezuela’s iron and steel industry has suffered the impact of Venezuela’s weak economic situation in recent years and has found it difficult to meet foreign competition.  The authorities indicated that the problems posed by foreign competition were due to the fact that the industry had been affected by a sharp rise in imports under conditions that they considered to be unfair competition.  The main Venezuelan producers have accumulated losses and debts.  The crisis in the iron and steel sector has led to demands for protection.  In this connection, a number of anti-dumping investigations against imports of iron and steel products have been initiated and in general they have led to adoption of temporary or definitive duties (see Chapter III (anti-dumping)).  Furthermore, Venezuelan producers, acting on behalf of the Andean production sector, requested the initiation of anti-dumping investigations at the Andean Community level into imports of steel rods from Russia, Kazakhstan, and Ukraine into the Andean Community as a whole, and into Ecuadorian imports of flat steel products.  In both cases, definitive duties were imposed.  Venezuela’s iron and steel companies have also requested the initiation of investigations on safeguard measures at the domestic market level (see Chapter III (safeguards)).

92. The production of aluminium is another important activity in Venezuela due to abundant bauxite and energy resources.  Exports of aluminium amounted to US$794 million in 2000, corresponding to 14.9 per cent of non-petroleum exports.  Aluminium production is controlled by enterprises administered by the Venezuelan Guayana Corporation (CVG) through Aluminio del Caroní S.A. (ALCASA) and Venezolana de Aluminio C.A. (VENALUM).  ALCASA is 92 per cent State-owned and has an operating capacity of 210,000 tonnes/year of primary aluminium and 60,000 tonnes/year of laminated products.  VENALUM is a joint enterprise and is the major aluminium producing plant in Venezuela, with operating capacity of 430,000 tonnes/year.  VENALUM and ALCASA export some three-quarters of their production.

(d) Automobiles

93. Venezuela’s automobile policy is coordinated with Colombia and Ecuador pursuant to the commitments undertaken under the Cartagena Agreement.  Andean subregional production is protected by high tariffs and tariff escalation.  This is due to a Community sectoral policy that includes a special customs regime for assembly and tariffs of 35 per cent for light vehicles, 15 per cent for heavy vehicles, and 5, 10 or 15 per cent for automobile spare parts.  In 2001, the average tariff for motor vehicles was 14.5 per cent.  Automobile products are subject to the Andean Community’s requirements of origin.  Since the last Review of trade policy in 1996, incentives and local content requirements have been abolished.

94. The vehicle assembly industry is composed of nine subsidiaries of leading manufacturers of automobiles and other vehicles.  The output of passenger vehicles (category 1) was 124,663 units in 2001, a 43 per cent increase over 2000.  Total exports by the assembly industry amounted to US$225.9 million in 2000.  In the same year, imports amounted to US$1,503.6 million.

95. During the five-year period from 1994 to 1999, Venezuela’s automobile industry benefited from the conclusion of the Industrial Complementarity Agreement with Colombia and Ecuador on the automobile sector, which led to an increase in exports to Colombia and Ecuador that offset the slowdown in sales on the Venezuelan market.  On 16 September 1999, Colombia, Ecuador and Venezuela signed a new Complementarity Agreement on the automobile sector, which entered into force on 1 January 2000 for a renewable period of ten years.  The new Agreement abolishes the provisions on subregional content in local production, which are replaced by compliance with a special origin requirement so that vehicles assembled by Andean manufacturers may have free access to the subregional market.  The new Agreement keeps the 35 per cent CET for light vehicles with a maximum capacity of 16 passengers and vehicles with a maximum load of 4.5 tonnes.   Vehicles that exceed this maximum capacity are subject to a CET of 15 per cent in Colombia and Venezuela and 10 per cent in Ecuador.  The Agreement also establishes a mechanism for waiving import duties for assembly companies to allow them to incorporate subregional and imported materials so that the vehicle manufactured may circulate in the subregion free of duty, subject to compliance with the origin requirement.

96. At the end of 1999, the automobile industry also benefited from the 2000 Family Vehicle Programme (Programa Vehículo Familiar).  The Programme is implemented by means of an agreement between Venezuela, represented by the SENIAT, the assembly companies (General Motors Venezolana C.A., Ford Motor de Venezuela S.A., and MMC Automotriz S.A.), Fabricantes Venezolanos de Autopartes (FAVENPA), and the Venezuelan Banking Association, for an initial period of five years.  The purpose of the Programme is to boost the automobile sector through VAT exemption for the purchase of vehicles at reduced prices and on preferential terms.  The Banking Association undertook to contribute to the financing programme for the purchase of family motor vehicles an amount of up to Bs 75,000 million (some US$125 million, at the 1999 average exchange rate);  to finance up to 70 per cent of the selling price;  to grant a financing period of less than 36 months;  and to apply a maximum variable interest rate of 90 per cent of the weighted average rate of interest applied by general and commercial banks.

97. To be eligible for the programme, vehicles must meet the following requirements:  have a capacity of 1,000 to 1,600 cc.;  use unleaded fuel and a catalytic converter;  have minimum efficiency of 12 km. per litre;  not be equipped with de luxe accessories or air conditioning;  have a guarantee of one year or 30,000 km.;  and their price must be within a range originally fixed at Bs 4 to 5.5 million (around US$6,500 to 9,000 in 1999), adjustable monthly.  Vehicles must also meet a requirement on Venezuelan or Andean origin, i.e. their minimum national content must be at least 16-24 per cent.  In practice, in addition to the Venezuelan assembly industries mentioned above, two Colombian assembly companies also benefit from the Programme.  The MPC estimates that sales under the Programme accounted for 25 per cent of total sales.  In 2002, the MPC extended the programme to public transport vehicles and light goods vehicles (less than 8.5 tonnes).

(12) Electricity

98. Venezuela has a fairly high rate of electrification:  over 94 per cent of the population has electricity.  Venezuela currently has 18,906 MW of operating capacity at various power stations, mainly in the Caroní River basin.  The Government estimates that, by 2003, a further 2,200 MW will be added by the public sector and 600 MW by the private sector.

99. Electricity production, including electricity generated by hydroelectric resources, accounts for 1.9 per cent of GDP.  The value added of these activities is around 89 per cent for the public sector (11 firms) and 11 per cent for the private sector (8 firms).  The major producer of electricity is Electrificación de Caroní (EDELCA), which provides almost three quarters of the total.  The majority of firms engage in the generation, transmission and distribution of electricity;  some, however, are only involved in distribution.

100. Guidelines for electricity policy are the responsibility of the Ministry of Energy and Mines, through the Vice Ministry of Energy.  Regulation of the sector comes within the competence of the National Electric Power Commission (Comisión Nacional de Energía Eléctrica), whose activities are financed through special annual contributions by users amounting to up to 1.5 per cent of their electricity bills.

101. The Electricity Service Law of 31 December 2001 (Special Official Gazette No. 5.568) provides that the State shall promote private participation in electricity services, but, subject to regulation, it permits monopolies when free competition does not guarantee an efficient service on economic terms.
  The Law give the State exclusive competence for hydroelectricity generation in the Caroní, Paragua and Caura river basins.

102. The Law set up a wholesale electricity market subject to free competition for the purpose of transactions involving power lots and electricity.  The National Electric Power Commission has yet to determine the principles, methodology and models governing the fixing of buying and selling prices within this wholesale market.  The MEM assumed the responsibilities of the Commission up to August 2002.  The function of the National Electricity System Management Centre (Centro Nacional de Gestión de Sistema Eléctrico) established by the 1999 Electricity Law is to centralize management and administer the wholesale market for electricity.  Electricity distribution is open to the private sector subject to a concession for a particular area.  Generation and specialized marketing are also open to the private sector, subject to an authorization from the National Electric Power Commission.  Transmission requires a concession from the MEM.  A concession is also required for any new power lines, for the extension or modification of existing transmission facilities and the connection of transmission facilities belonging to independent systems.  Concessions are granted for a maximum period of 30 years as of the date of signature of the contract and are renewable for up to 20 years.

103. Electricity rates are fixed by the MEM and the MPC.  The Law allows subsidies to be granted to low-income residential users, financed through contributions by other users, budgetary contributions or payments by generating companies.  Such subsidies may not exceed 20 per cent of the cost of the service and must be reduced by up to five percentage points every two years.  For large users (those consuming over 5 MW), the price is agreed mutually with the generating companies under a financial contract, so there may be differences among the rates paid by various users.

104. The privatization of electricity service enterprises was already envisaged in 1991, but by 2002 it had not been implemented, with the exception of the firm Servicio Eléctrico de Nueva Esparta (SENECA), which was privatized in 1998.  The plan to sell 51 per cent of the shares in Venezuelan Electric Power (Energía Eléctrica de Venezuela) (ENELVEN) in February 2001 was not implemented and shares in ENELVEN and Eastern Coast Electric Power (Energía Eléctrica de la Costa Oriental) (ENELCO) were placed in trust with BANDES, which will be responsible for their privatization.
  It was also decided to sign agreements on transitional distribution concessions for ENELVEN and ENELCO.  Privatization is considered to be particularly important for the future development of Venezuela’s electricity sector, which needs substantial resources in order to expand.  In recent years, the low levels of investment by the sector’s State-owned enterprises and the lack of national capital for investment have led to the postponement of projects to expand generation, transmission and distribution facilities.  With the exception of EDELCA, it is considered that the financial situation of the other State-owned enterprises in the sector does not allow them to undertake a vast investment programme.

105. In 2001, a system to interconnect electric power between Venezuela and Brazil came into operation in order to supply power to areas in the south of Bolívar State in Venezuela and the Brazilian city of Boa Vista.  The interconnection system is covered by a bilateral agreement on the supply and sale of power to Brazil, which was originally signed in April 1997 between EDELCA and the Brazilian firm ELECTRONORTE.  The project includes the construction of a 480 km. electricity transmission system to convey power from the Macagua II hydroelectric plant to consumer destinations in the north of Brazil.  The agreement provides for the supply of Venezuelan electricity to Brazil over a period of 20 years at a rate of US$26 MW/hour for the first ten years and US$28 MW/hour for the remaining ten years, indexed on the United States CPI.  In addition, in order to offset the total investment in constructing the system, Brazil undertook to make 20 half-yearly payments of US$4.5 million, irrespective of the amount of electricity consumed, as well as US$800,000 annually for operating and maintenance costs.

(13) Services

(i) Introduction

106. Services play an important role in Venezuela’s economy;  nevertheless, due to the size of the petroleum sector, their share of GDP is lower than in other countries of the region.  In 2001, services other than those supplied by the Government accounted for 35.9 per cent of GDP;  if public sector services are included, the figure rises to 43.7 per cent (Table I.1).  The State’s share is significant:  services supplied by the Government amount to 20 per cent of the total.

107. In terms of value added, the principal activities are trade, Government services, transport, and services to enterprises.  Venezuela has a large external trade deficit in services:  in 2000, exports amounted to US$1,237 million, against imports of US$4,255 million.

(ii) GATS commitments

108. Under the General Agreement on Trade in Services (GATS), Venezuela undertook specific commitments relating to sectors in several of the major services categories, including services to enterprises, communications, construction and engineering, financial services, tourism and transport.  The commitments covered a wide range of subsectors.  Commitments on transport are limited to maritime transport and auxiliary services (Table AIV.serv). In general, Venezuela’s schedule of commitments imposes limitations on market access or national treatment for cross-border supply, consumption abroad and commercial presence.  As regards the presence of physical persons, neither market access nor national treatment were bound, with the exception of the provision under horizontal commitments.

109. Regarding horizontal commitments under the GATS, Venezuela did not bind unlimited market access for all the sectors in its schedule.  The only exception to this general limitation concerns the temporary presence of certain categories of natural persons (administrative staff, managers and executives, specialists and suppliers of services), subject to certain specific restrictions, for example, residence for one year (renewable), the requirement that 90 per cent of a firm’s staff should be Venezuelan nationals, and that the total remuneration paid to foreigners should not exceed 20 per cent of the overall total.

110. The List of Article II Exemptions (MFN) under the GATS contains reservations, for example, the requirement of reciprocity for an indefinite period in order to provide some professional services in Venezuela that are governed by special laws (physicians, engineers, attorneys, architects, veterinary surgeons, pharmacists, economists).  Other exemptions concern preferences such as those granted under bilateral agreements on distribution and marketing services for petroleum and its by-products, consultancy and exchange of technology.  Other exemptions concern national treatment for cinematographic works co-produced with Argentina, Brazil, Colombia, Cuba, Dominican Republic, Ecuador, Italy, Mexico, Nicaragua, Panama, Peru and Spain (indefinite) and Chile (for a renewable period of ten years).

111. In its schedule of commitments, Venezuela reserved the right to impose a reciprocity requirement, until 2005, for banking and insurance in respect of access by foreign capital through holdings in existing institutions, the opening of branches or the establishment of new service suppliers.  The authorities explained that this reservation had not been applied.  In the maritime transport sector, access to cargo transported by sea in connection with Venezuela’s foreign trade is subject to a reciprocity requirement.  An exchange of diplomatic notes between the United States and Venezuela gives shippers from each country the right of access to transport of cargo reserved to the other country provided that it is carried on ships belonging to that particular shipper or chartered by it, with the exception of cargo for the Venezuelan Ministry of Defence or the United States Department of Defense.

(iii) Financial services

112. Financial services accounted for around 1.5 per cent of GDP in 2000 and 1.1 per cent in 2001.  At the end of 2001, there were 72 banking institutions and 52 suppliers of insurance in Venezuela, as well as other financial institutions.  The private sector is the main provider of financial services.  Over the past decade, following the adoption of new legislation on banks and other financial institutions, the level of foreign participation in the banking sector has grown significantly and has led to a consolidation of banking institutions.  The Superintendency of Banks and Other Financial Institutions (Superintendencia de Bancos y Otras Instituciones Financieras (SUDEBAN) is responsible for the inspection, supervision, regulation and control of banks and other financial institutions.

113. Under the GATS, Venezuela participated in the negotiation of the Fifth Protocol and undertook specific commitments with regard to the following financial services:  (i) banks and credit institutions;  (ii) foreign exchange houses;  (iii) collective investment entities (mutual funds, risk capital and property funds), capital markets;  (iv) securities funds;  (v) mutual fund management companies;  (vi) investment consultancy services;  (vii) securities brokerage;  (viii) insurance and reinsurance.  For Venezuela, the Fifth Protocol entered into force on 1 March 1999.  In general, Venezuela has reserved the right to impose restrictions on foreign participation in certain activities.
  Market access for foreign financial institutions that are up to 100 per cent foreign owned has been bound, subject to certain conditions, as has cross-border supply of reinsurance services;  national treatment in respect of commercial presence for all financial institutions covered by the offer has been bound without restrictions.

(d) Banking

General features
114. In 2001, 72 banking institutions were operating in Venezuela, of which 62 were private and ten public, seven of them governed by special laws.  The Law draws a distinction between general banks, authorized to conduct any type of operation, including international transactions, and commercial banks, as well as other specialized financial institutions (mortgage banks, investment banks, financial leasing firms, monetary market funds, foreign exchange houses;  the new Law also covers development banks, second-tier banks, savings and loan institutions, and cross-border exchange operators).  At the end of 2001, there were 19 general banks, all of which were private, and 20 commercial banks, of which 19 were private.

115. Since the last Review in 1996, there has been an opening up and consolidation of the banking sector.  Following the reform of operations by foreign banks under the 1994 Law, the number of branches of foreign banks in Venezuela and their market share have increased significantly.  In 2001, there were 15 foreign banks.  Of the five major banks, whose combined market share is 61 per cent, three are general banks with foreign capital (Provincial, de Venezuela, and Caracas), two are general banks with Venezuelan capital (Mercantil and Unibanca, resulting from the merger of Banesco and Banco Unión in 2002).  The total share of foreign banks in the general and commercial banking sector was 46.4 per cent in 2001 (39.7 per cent in 2002);  the share of Venezuelan private banks was 47 per cent (53.1 per cent in 2002), whereas the share of the State-owned general and commercial banks was 6.6 per cent (7.2 per cent in 2002).  In 2002, the total number of banks fell to 58 as a result of the accelerated consolidation at the beginning of the year.  This compares with a figure of 127 banking institutions at the time of the first Review.  Likewise, the share of foreign banks has increased from 22.7 per cent to 39.7 per cent and the State banks’ share has fallen from 26.5 per cent to 7.2 per cent since the first Review.

116. There are seven State banks governed by special laws in Venezuela and their operations cover specific activities.  They are;  the Venezuelan Industrial Bank (Banco Industrial de Venezuela) (BIV);  the National Savings and Loan Bank (Banco Nacional de Ahorro y Préstamo) (BANAP);  the People’s Municipal Credit Institute (Instituto Municipal Crédito Popular) (IMCP);  the Foreign Trade Bank (Banco de Comercio Exterior) (BANCOEX);  the Women’s Development Bank (Banco de Desarrollo de la Mujer);  the Sovereign People’s Bank (Banco de Pueblo Soberano, C.A.) and the Venezuelan Economic and Social Development Bank (Banco de Desarrollo Económico y Social de Venezuela) (BANDES), which finance public and private infrastructure and innovation projects, the transfer of technology and technological development (Chapter III(3)(2)(b)).

117. Following the rise in interest rates in early 2002, some financial institutions saw a decline in their portfolios as defaults on loans became more common.
  Banking has also been affected by the channelling of some credit to preferential credit programmes.  The cover rate nevertheless increased as all the new capital requirements under the 2001 Banking Law came into effect.  In mid-2002, the authorities were discussing the situation of the BIV and reviewing possible courses of action.

Institutional and legal framework
118. The Superintendency of Banks and Other Financial Institutions (SUDEBAN), attached to the Ministry of Finance, has legal personality and its own assets and, it is responsible for inspecting, supervising, monitoring, regulating and controlling banks and other financial institutions, including the banks governed by special laws, with the exception of the Sovereign People’s Bank C.A. and the Women’s Development Bank C.A.  SUDEBAN’s inspection, supervision and monitoring powers were extended under the new General Law on Banks and Other Financial Institutions, enacted in 2001, which allows the SUDEBAN to conduct inspections whenever it deems necessary.

119. The General Law on Banks and Other Financial Institutions (Decree No. 1526 with the Status and Force of Law Amending the General Law on Banks and Other Financial Institutions of 3 November 2001) regulates the activities of the banking and financial system in Venezuela.
  This Law repeals the General Law on Banks and Other Financial Institutions (Decree-Law No. 3228 of 29 November 1993).  The number of specialized financial institutions and enterprises regulated by SUDEBAN was extended under the new General Law to include development banks, second-tier banks, savings and loan institutions, cross-border foreign exchange operators, reciprocal guarantee firms and national reciprocal guarantee funds.  In addition, Decree No. 1550 with the Status and Force of Law on Risk Capital Funds and Companies of 2001 ordered SUDEBAN to authorize the establishment of this type of risk capital company, and to supervise, control, monitor, inspect and regulate them.  The new Law also provides that mutual guarantee companies and mutual reciprocal guarantee funds, as well as municipal credit institutions and enterprises, should be supervised by SUDEBAN.

120. The General Law on Banks determines the minimum capital requirements for each type of institution:  Bs 40 billion for universal banks;  Bs 16 billion for commercial, development and second-tier banks;  Bs 10 billion for investment banks;  Bs 8 billion for savings and loan institutions;  and Bs billion for financial leasing or money market funds.  Regional banks are subject to capital requirements which, for each category of bank, are usually 50 per cent of the amount specified for non-regional institutions.
  Banks and other financial institutions must also maintain assets amounting to no less than 12 per cent of their capital.  The minimum requirements increased by more than 1,000 per cent compared with the 1994 Law and banks had to comply with them by 30 June 2002.

121. The 2001 Law provides that general banks, commercial banks and savings and loan institutions must allocate resources for granting microcredits (credits for the microfinancial and microenterprise system), with an initial figure of 1 per cent of the capital in their loan portfolio at the close of the previous six-month financial period, rising to 3 per cent over two years.  The Law also lays down certain restrictions and prohibitions concerning the activities of various financial categories and institutions.  For example, general banks may not grant commercial credits for periods exceeding three years or acquire (retain) more than 20 (10) per cent of the equity of an enterprise, unless the latter engages in operations related or similar to banking.  Commercial banks are subject to similar restrictions.  Investment banks may not grant loans for periods exceeding seven years:  investment or second-tier banks for periods exceeding ten years.

122. The 2001 Law also covers the National Savings and Loan Bank (Banco Nacional de Ahorro y Préstamo), whose task is to act as the State’s intermediary for managing and channelling resources to be used to develop housing and to guarantee the repayment of mortgages.  The Bank was previously governed by a separate special law and not the General Law on Banks and Other Financial Institutions.

123. The establishment, transfer or closure of banks, as well as the transfer abroad of subsidiaries of general or commercial banks established in Venezuela is subject to authorization by SUDEBAN.  Operating permits are granted within three months of SUDEBAN receiving a request.  Financial institutions and foreign exchange houses must take the form of public limited companies, shares must be nominal and of the same category, not convertible to bearer shares, and there must be a minimum of ten shareholders.  An authorization from SUDEBAN is also required for any transfer of shares that would entail the purchaser, or natural or legal persons related to them, holding 10 per cent or more of the equity or voting power in the shareholders’ meeting.  Shareholders with over 10 per cent of the capital must obtain an authorization for the purchase of shares exceeding or equal to 5 per cent of equity or voting power within a period of six months.

124. In addition to an authorization from SUDEBAN, the establishment of banks or other financial institutions owned by foreign banks or investors, or the establishment of subsidiaries of foreign banks or financial institutions in Venezuela requires the approval of the Central Bank of Venezuela (BCV), which is final.  Venezuelan capital holdings in the foreign banking system may not exceed 20 per cent of the equity of the foreign institution or 20 per cent of the assets of the commercial or general bank concerned.  In all cases, both types of operation must be authorized by SUDEBAN.

125. The General Law on Banks and Other Financial Institutions provides for the establishment of a special contribution to the financing of SUDEBAN’s operations, amounting to an average of between 0.4 and 0.6 per thousand of the institution’s shares corresponding to the previous half-year financial period.  The precise amount of the contribution is set by the SUDEBAN Board.

126. The General Law on Banks and Other Financial Institutions exempts banks and other financial institutions from the regulations on arrears and bankruptcy provided in the Commercial Code and replaces them with a special regime.  This regime includes administrative measures and, if these are not implemented or are ineffective, special transfer, nationalization, intervention, rehabilitation or liquidation measures are imposed.  SUDEBAN is authorized to order and coordinate the application of such measures after hearing the views of the BCV and the High Council, which are decisive.  The Deposit Guarantee and Banking Protection Fund (Fondo de Garantía de Depósitos y Protección Bancaria) (FOGADE) is an autonomous body with its own assets attached to the Ministry of Finance and its principal task is to ensure deposit guarantee payment and to establish the system for the administration of assets obtained from liquidation proceedings through trust fund agreements with non-financial enterprises.  The new General Law on Banks and Other Financial Institutions no longer allows the FOGADE to provide institutions in difficulty with additional financing.

127. Bank deposits in bolivars by the public within Venezuela and made out to a particular person, demand deposits, savings, fixed-term deposits, savings certificates, fixed-term deposit certificates and bonds, are guaranteed up to an amount of Bs 10 million.  Registered investment in money market funds, capitalization securities and other securities or nominal financial instruments approved by the FOGADE are also guaranteed in the same amount.

128. The principal task of the National Banking Council (Consejo Bancario Nacional), composed of a representative of each of the banks and financial institutions governed by the General Law on Banks and Other Financial Institutions or by special laws, with the sole exception of the BCV, is to analyse Venezuela’s economic and banking situation and to transmit relevant reports and recommendations to SUDEBAN and the BCV.
  The National Banking Council is also responsible for drawing up guidelines on rates for services to clients and for informing SUDEBAN of any cases of failure to comply with banking practices.  The High Council, composed of the Minister for Finance, the President of the BCV, the President of the FOGADE, the Superintendent of Banks and Other Financial Institutions, and an Executive Director appointed by the President of the Republic, is responsible for giving an opinion on authorizations, cancellation or suspension of authorizations to operate, modification of the minimum capital required, nationalization of or intervention in banks and other financial institutions.

129. The Law Partially Amending the Law on Credit for the Agricultural Sector of 9 November 2001 provides that the Venezuelan Banking Association (ABV) should conclude agreements with the MAT on an annual basis for the allocation to the agricultural sector of a negotiated percentage of funds at preferential rates of interest.  During the first month of each year, the Executive fixes the minimum percentage of the loan portfolios which each commercial or general bank must allocate to the agricultural sector (under no circumstances to exceed 30 per cent of the portfolio), following a recommendation from SUDEBAN.  This minimum percentage is used as the basis for negotiation.  If no agreement is reached, the Executive may determine the percentage.  The Law also provides that the Executive should set an interest rate for this proportion of loans intended for the agricultural sector that is equal to or less than the average of the lowest corporate rates of Venezuela’s six major commercial banks.  On 31 December 2001, banks were required to allocate 15 per cent of their loan portfolio to the agricultural sector, with the possibility of allocating less if it could be shown that there was little demand.  According to information provided by SUDEBAN, the percentage of the agricultural portfolio actually allocated was 8.71 per cent of the total credit granted by the banks;  the average interest rate was 28.86 per cent.

(e) Insurance

130. The Insurance Superintendency (Superintendencia de Seguros) is an autonomous technical body, without legal personality, attached to the Ministry of Finance and responsible for supervising insurance activities in Venezuela.  It keeps registers of insurance and reinsurance companies established in Venezuela, foreign reinsurance companies, insurers, insurance and reinsurance brokers, premium financing enterprises, insurance auxiliaries of external auditors, actuaries, the texts of policies, foreign investment rates, arbitrators, and organized communities and public organizations.

131. At the end of 2001, the insurance sector comprised 52 companies, of which ten controlled over 60 per cent of the market, while the leading 20 companies controlled 84 per cent.  All insurance companies operating in Venezuela are public limited companies set up in Venezuela.  Net premiums paid to insurance companies operating in the Venezuelan market amounted to Bs 1.5 and Bs 1.9 million in 2000 and 2001 respectively.

132. Insurance, reinsurance and brokerage companies operating in Venezuela must be in possession of a licence to operate issued by the Insurance Superintendency, as must insurers, sole agents, insurance brokers, insurance and reinsurance brokerage companies.  In general terms, the insurance market is open to the commercial presence of foreign suppliers of insurance services only if a company has been set up in Venezuela or shares in companies established in Venezuela have been purchased.  Foreign companies may not set up branches or subsidiaries in Venezuela.  In the reinsurance or reinsurance brokerage market, the establishment of branches or agencies is allowed (see below).  Cross-border trade is prohibited, except in the case of reinsurance activities.  Under integration agreements, other forms of foreign investment in insurance and reinsurance may be allowed.  Insurance companies must have a governing board comprising a minimum of five members, at least one-third of whom must have had a minimum of five years’ experience in insurance, and at least half of the members must be Venezuelan nationals domiciled in Venezuela.

133. Decree No. 1.545 of 9 November 2001, Law on Insurance and Reinsurance Companies, governed the insurance sector as at mid-2002.
  This new Law repealed the Law on Insurance and Reinsurance Companies published in the special edition of the Official Gazette of the Republic of Venezuela No. 4865 of 8 March 1995.  Following the adoption of the new Law, insurance and reinsurance companies operating in Venezuela were requested to submit an adjustment plan and were given a period of two years following the Law’s entry into force to meet the requirements on building up technical reserves.  In September 2002, a ruling by the Supreme Court suspended the application of the 2001 Law on Insurance and Reinsurance Companies pending a review of its constitutionality.  The authorities indicated that, for administrative purposes, the repealed Law of 1995 was being applied while the status of Decree No. 1.545 was being clarified.

134. The new Insurance Law extends the powers of the Insurance Superintendency and authorizes it to adopt preventive measures.  The Superintendency is empowered to carry out overall consolidated regulation, inspection, monitoring, supervision, control and overseeing tasks for this economic sector, whether or not the members concerned are domiciled in Venezuela.  The Law has increased the number of representatives belonging to the National Insurance Council (Consejo Nacional de Seguros), composed of representatives of insurance, reinsurance and brokerage companies, sole agents and insurance brokers, the persons insured and insurance auxiliaries.

135. The purchase of shares in insurance and reinsurance companies amounting to 20 per cent or more of their equity must be approved by the Insurance Superintendency, unless the purchase is made on the Stock Exchange.  With the exception of reinsurance or unless the Executive provides otherwise, insurance operations with foreign entities not authorized to provide insurance in Venezuela are prohibited if the risk is situated in Venezuela.

136. In order to operate in Venezuela, insurance and insurance brokerage companies must take the form of public limited companies and possess a minimum capital of 100,001 tax units for general and life insurance, and 200,000 tax units if they had been authorized to operate in general and life insurance concurrently prior to the entry into force of the Decree Law, or 1,500 tax units in the case of insurance brokerage companies.  This minimum level of capital is readjusted every two years.

137. Reinsurance companies established and domiciled abroad may set up branches in Venezuela provided that they can prove that they are duly authorized to carry out operations in their country of origin, that they have assets of not less than US$10 million, and there are no obstacles to the free convertibility of currency.  In order to obtain and retain a licence to operate as a reinsurance company in Venezuela, the company must be in the form of a public limited company with a minimum capital of 250,000 tax units, which is readjusted every two years.  Reinsurance brokerage companies not domiciled in Venezuela may also have branches and/or agencies for the purpose of accepting reinsurance risks.  Apart from these cases, foreign investment in insurance may be allowed in the form of purchase of shares in insurance, reinsurance, insurance or reinsurance brokerage companies established in Venezuela or through the establishment of an insurance, reinsurance, insurance or reinsurance brokerage company.  The Insurance Law provides that the terms of integration agreements allow other forms of foreign investment in insurance or reinsurance.

138. Decree Law No. 1545 of 2001 on Insurance defined the scope of insurance company operations: licences are only given to operate either in the area of life insurance or in one or more branches of non-life insurance.  Although companies already operating in both areas could continue their activities, in order to keep their licence, they have to adjust their minimum capital to the amount required by the Decree Law.  Insurance companies may conduct reinsurance operations in those areas in which they are authorized to conduct insurance operations;  they may also conduct bond and surety operations, management and trust fund operations, carry out orders, commissions and other confidential instructions.  Reinsurance companies cannot undertake insurance operations.

139. The rates applied by insurance companies must be approved in advance by the Insurance Superintendency.  Rates proposed to the Superintendency must take into account an estimate of the risk premium itself, the brokerage fee, operating costs and expected profits.

140. A special contribution to the functioning of the Insurance Superintendency is imposed, ranging between 0.20 and 1.5 per cent of the total net premiums paid, revenue received as commission in the case of brokerage companies, and earnings from interest on the financing granted to policyholders when premiums are financed.
  The amount of the special contribution is fixed by the Minister for Finance each year following a proposal by the Insurance Superintendent.

141. The Decree Law on Insurance establishes what is called “Solidarity Insurance”:  insurance companies must allocate a percentage of their portfolio to provide insurance for natural persons whose income does not exceed two minimum wages for the purpose of protecting them against risks such as dental expenses, funeral expenses and personal accidents.  This percentage is 1 per cent of the total premiums paid at the close of the previous financial year and rises to 2 per cent within two years.  The annual premiums under these policies may not exceed 50 per cent of the minimum wage.  Insurance companies may not refuse to write insurance policies if the person concerned meets the terms of the policy.  In September 2002, no information was available concerning the implementation of “Solidarity Insurance”.

142. Under the extended negotiations on financial services within the GATS, Venezuela undertook specific commitments regarding three insurance services:  (i) life insurance and non-life insurance;  (ii) reinsurance;  and (iii) insurance and reinsurance brokerage.
  Regarding market access, Venezuela did not bind cross-border supply or consumption abroad of life insurance or non-life insurance, nor insurance or reinsurance brokerage.  The Executive, where it deems appropriate, may request reciprocity for Venezuelan capital from the countries of origin of the foreign capital participating in the Venezuelan insurance system sector.  As regards reinsurance, the Ministry of Finance’s power to prohibit reinsurance operations with certain companies was listed as a limitation on market access.  The authorities indicated, however, that the Decree Law on Insurance does not give the Ministry of Finance this power.

143. For insurance, reinsurance, and insurance and reinsurance brokerage, the commercial presence of foreign suppliers is limited under a ban on the establishment of branches of foreign enterprises or agencies.  Foreign suppliers of reinsurance may have permanent offices in Venezuela, subject to authorization by the Insurance Superintendency, in order to provide reinsurance.  For these three activities, authorizations on establishment are subject to possible reciprocity requirements.  The authorities pointed out, however, that, in practice, under the Constitution, foreign investment is subject to the same requirements as national investment so the Decree Law on Insurance does not require reciprocity for foreign investment in the Venezuelan insurance sector.

144. Venezuela bound national treatment for foreign enterprises in the commercial presence mode of supply with no limitations on insurance services and insurance brokerage.

(f) Other financial institutions

145. Venezuela’s financial system includes a number of other institutions such as savings banks, foreign exchange houses and guarantee funds inter alia.  The National Securities Commission (Comisión National de Valores) (CNV), which has legal personality and its own assets, is attached to the Ministry of Finance and is responsible for promoting, regulating, monitoring and supervising the capital market.  The CNV keeps a National Register of Securities.  The Law on the Capital Market, published in Official Gazette No. 36.565 of 22 October 1998, regulates public sale of securities, with the exception of public debt and credit instruments.  Collective investment entities such as mutual funds, risk capital and property funds must be in the form of commercial corporations and be in possession of an authorization from the CNV in order to operate.

146. Stock exchanges must be established as public limited companies and be authorized by the CNV.  Their initial capital must not be less than Bs 200 million.  No prior authorization is required to purchase shares on the stock exchange, but transactions involving shares in banks must be notified to SUDEBAN.  The Caracas Stock Exchange (Bolsa de Valores de Caracas) (BVC) was founded in 1947 and is a private body with 63 members, the majority of which are brokerage companies.  Since 1999, there has been an Integrated Electronic Stock Market System (Sistema Integrado Bursátil Electrónico) (SIBE).  At the end of August 2002, 58 enterprises were listed on the BCV, with total capitalization of Bs 4.99 billion (US$3,532.6 million).

147. During the first half of 2002, public offerings of shares authorized by the CNV increased by 115.5 per cent compared with the same period in 2001, notably as a result of the increase in capital imposed on financial institutions by SUDEBAN and the merger of a number of banking institutions.  The issue of commercial papers fell by 51.7 per cent over the same period, leading the CNV to issue new regulations on the issue and public offer of such instruments so as to ease the requirements for their authorization.  In order to develop the capital market, the CNV drew up Rules on the Public Offer of Shares, published in Official Gazette No. 37.523 of 8 September 2002.

148. In 2002, Venezuela’s public debt bonds were traded on the BVC.  The 2005 and 2006 VEBONOS are for three and a half or four years and yield interest paid quarterly.  The authorities indicated that these bonds had helped to boost the BVC.

149. The Agricultural Products Stock Exchange (Bolsa de Valores de Productas Agrícolas) (BOLPRIAVEN) has operated since 1999 and it deals with the negotiation of contracts for the sale of products, inputs and services of agricultural origin or intended for agriculture.  Twelve agricultural sectors are currently listed on the BOLPRIAVEN (rice, sugar, cacao, coffee, bovine and pig meat carcasses, organic fertilizers, live bovine animals and pigs, maize, cheese and sorghum).  The authorities indicated that it was intended to add a further 60 products to the BOLPRIAVEN in the short term.  During the first seven months of 2002, trading on the BOLPRIAVEN amounted to Bs 157,498 million (some US$112 million at the September 2002 exchange rate), an increase of 23 per cent, in current bolivars, compared with the transactions recorded during the same period in 2001.

150. Collective investment entities, like mutual funds, are regulated by the Law on Collective Investment Entities, Official Gazette No. 36.027 of 22 August 1996.  These entities are supervised by the CNV.  In the first half of 2002, the assets of mutual funds amounted to Bs 173,474 million (US$124 million at the September 2002 exchange rate), and they had an annual rate of return of 9.9 per cent, less than the inflation rate.

151. The Law on Securities Banks (Cajas de Valores), published in Official Gazette No. 36.020 of 13 August 1996, regulates the supply of services relating to the deposit, safe-keeping, transfer, compensation and settlement of publicly traded securities.  The Law on the Capital Market allows the CNV to create and control securities banks and provides that in each city where there is a stock exchange only one such bank may be established.  They must take the form of  public limited companies and be set up and domiciled in Venezuela.  The Venezuelan Securities Bank (Caja Venezolana de Valores), established in 1992 on the initiative of the BVC, started to operate in 1996.  Any transaction in the BVC is recorded in a securities account kept by the Venezuelan Securities Bank.

(iv) Telecommunications

(c) Overview

152. Telecommunications accounted for around 4.5 per cent of the non-petroleum GDP in 2001.  The sector’s share of GDP has been increasing over the past five years, and in 2001, the sector grew by 13 per cent.  The telecommunications sector’s impact on the rest of the economy has also become more marked.  Since the last Review, the monopolies enjoyed by the Venezuelan Telephone Company (Compañia Anónima de Teléfonos de Venezuela) (CANTV) came to an end following the conclusion of the limited competition phase.  The basic telephone services market (local, national and international long-distance) has been liberalized as a result of the commitments undertaken during the Uruguay Round (going beyond them).  Within the liberalized operational framework, the number of mobile telephone subscribers increased sharply between 1996 and 2001.  The rate of penetration (teledensity) of mobile telephones increased from 2.24 per cent in 1996 to 26.28 per cent in 2001, with a total of almost 6.5 million subscribers, which is significantly higher than the rate of penetration of fixed and rural telephones, namely, 11.07 per cent in 2001.  The number of Internet subscribers has also increased considerably (Table IV.6).

153. Under the new Law on Telecommunications and following the termination of CANTV’s monopoly, administrative licences have been granted.  At the end of 2001, CONATEL had granted six licences for fixed telephony (and two of the licensed enterprises began operations in 2001), 13 for long-distance telephony (eight for international calls and five for national calls), 18 for frequency modulation sound broadcasting, 24 for subscriber broadcasting, 23 for Internet operations, 36 for terrestrial mobile radio communications, 15 for transport, and one for the establishment and operation of networks.  Some operators were licensed to provide several services.

154. Two operators provide cellular telephone services with national coverage:  TELCEL and MOVILNET (a subsidiary of CANTV) and three with regional coverage:  DIGICEL, DIGITEL and INFONET.  TELCEL has 50 per cent of the market and MOVILNET some 38 per cent;  the rest is shared by the other three companies.  In the other telecommunications sectors, licences have been issued for the establishment and operation of networks and for the supply of telecommunications services to over 3,000 private enterprises that provide various services such as paging, value added and satellite services, circuit-switched data transmission, consolidated links, community relay stations, traditional radiocommunications, rural telecommunications, private telecommunications networks, subscriber broadcasting, and other value added services.

Table IV.6

Main indicators in the telecommunications sector, 1996-2001

Heading
1996
1997
1998
1999
2000
2001

Basic telephony



Investment (US$ millions)a
238
336
423
336
315
229

Operational revenue (US$ millions)
1.106
1.792
1.683
1.812
1.911
2,436

Subscribers
2,666,845
2,803,977
2,517,220
2,470,756
2,520,586
2,692,773

Teledensity (%, including rural tel.)
11.9
12.3
10.8
10.4
10.5
11.1

Digitalization of the network (%)
59.3
62.0
66.0
69.0
80.0
80,0

Public telephones
56,409
70,012
75,097
80,033
86,546
90,927

Operating companies
1
1
1
1
3
3

Rural telephony







Investment (US$ millions)
..
24
14
11
..
..

Subscribers
0
0
0
0
15,380
33,660

Operating companies
0
3
3
3
3
3

Mobile telephony







Investment (US$ millions)
116
146
543
528
483
470

Operational revenue (US$ millions)
534
662
1,021
1,520
1,850
1,745

Subscribers
499,116
374,875
2,009,757
3,784,735
5,447,172
6,472,284

Teledensity (%)
2.2
4.8
8.6
16.0
22.5
26.3

Operating companies
2
2
2
3
4
5

Internet services




Investment (US$ millions)
4
173
54
62
29
..

Subscribers
..
..
161,122
272,000
273,537
339,868

Concessions and permits
7
13
8
7
13
18

Subscriber television 




Investment (US$ millions)
1.4
1.6
1.6
1.2
..
..

Subscribers
200,000
400,000
600,000
600,000
778,904
977,044

Penetration per 100 households
4.4
8.3
12.4
12..2
15.4
18.6

Major operating companies (including cable companies)
3
3
3
3
35
35 

..
Not available.

a
The estimated investment applies to CANTV.

Note: 
Investment by rural telephone companies is included under mobile telephony.
Source:
CONATEL.

155. Venezuela participated in the extended negotiations on basic telecommunications in the WTO and undertook commitments in schedules under the Fourth Protocol, which supplement the original GATS commitments.  Venezuela’s commitments affect several basic telecommunications and value added services and provide that market access or national treatment for cross-border supply, consumption abroad and commercial presence would not be subject to limitations as of 27 November 2000.
  As an additional commitment, Venezuela also adopted the Reference Paper on telecommunications, which contains provisions on safeguarding competition (including rules on anti-competitive cross-subsidies), interconnection guarantees, transparency and regulations on impartial general services, and makes it mandatory to establish an independent regulator.  As regards fixed local telephone services, their supply in the commercial presence mode was bound without any limitations as of 27 November 2000, when the limited competition phase ended.  As a limitation on market access, Venezuela included in its schedule of commitments the requirement that authorization must be obtained before setting up and operating any telecommunications service in Venezuela, as well as the requirement that operators should be resident in Venezuela, and a ban on the use of call-back systems.

General and regulatory framework

156. Venezuela’s Constitution provides that telecommunications activities should be open to the private sector, but the State retains the power to regulate, supervise and control the sector.  The Constitution also provides that the State has competence over the postal services system and the electromagnetic spectrum.

157. The Ministry of Infrastructure is responsible for telecommunications and hence responsible for drawing up policies, plans and general regulations applicable to the sector.  The main guidelines for policy in this sector are to be found in the National Telecommunications Plan (Plan Nacional de Telecomunicaciones).  The National Telecommunications Commission (Comisión Nacional de Telecomunicaciones) (CONATEL), attached to the Ministry of Infrastructure, is responsible for regulating the telecommunications sector.  The Telecommunications Law of 2000 gives this competence to CONATEL.  The latter was established pursuant to Decree No. 1.826 of 5 September 1991, under which it became an independent body with legal personality and its own assets, and technical, financial, organizational and administrative autonomy.  CONATEL’s strategic objectives include promoting the development and efficiency of the supply of telecommunications services, efficient planning and administration for the allocation of limited resources, and formulating policies to strengthen the sector and enhance its active participation at the international level, thereby fostering its development.

158. The General Telecommunications Law of 12 June 2000, published in Official Gazette No. 36.970 of the same date, lays down the legal framework for the general regulation of telecommunications and the radio spectrum.  The establishment and operation of telecommunications networks and the supply of telecommunications services are deemed to be activities of public interest and require administrative authorization.  A concession is required to use and operate the radio spectrum.  Licences and concessions are only granted to persons domiciled in Venezuela.  As they are deemed to be services of public interest, the Law provides that telecommunications services may be subject to quality standards and special minimum uniform coverage criteria, as well as to the supply of services on preferential terms and at preferential prices to schools, universities, libraries and public social centres.  Foreign investment in telecommunications is only restricted in respect of sound broadcasting and open television services.

159. Telecommunications licences may be for general or specific purposes, for sound broadcasting or open television, public service community or amateur sound broadcasting, or open television on a non-profit-making basis.  Their duration may not exceed 25 years, renewable for further 25-year periods.  No additional authorization is required to provide services deemed to be additional to those identified in the licence, with the exception of Internet services.  CONATEL must take a decision on licence applications within 45 days of receipt of the request.

160. There are three types of concession for the use of the radio spectrum:  broadcasting;  general;  associated orbital resources and parts of the radio spectrum.  The duration of a concession is up to 25 years, depending on its type, and it may be renewed.  In general, those parts of the radio spectrum that have considerable economic value and are for mass use, inter alia, according to the provisions of the Law, are subject to bidding, except in the case of concessions for broadcasting and open television, for use by public bodies, or where the part of the spectrum has little economic value, in which case they are attributed directly.  Before the beginning of each calendar year, CONATEL determines the available bands or sub-bands in the radio spectrum that will be open to bidding.  The procedure for granting concessions under the bidding process is composed of a first classification of bids and a selection stage, the latter according to the rules of an auction or “beauty contest”.  During the auction, bidding by price may only include bids that are at least 2 per cent over the best price offered up until then.  The economic resources generated by auctions go directly to the National Treasury, after deduction of CONATEL’s expenses incurred during the process.  As at September 2002, all concessions had been granted under the auction mechanism.

161. CONATEL keeps a National Telecommunications Register (Registro Nacional de Telecomunicaciones) (RNT), which lists the attribution and allocation of radio spectrum frequencies, the licences for the operation of telecommunications systems or services, and the allocation of other resources.  This information is available for consultation by telecommunications operators, organizations and the public at large.

162. The 2000 Telecommunications Law reduced the tax imposed on telecommunications.  The supply of sound broadcasting or open television services for profit is subject to a tax of 1 per cent of the operator’s gross revenue earned from operation of the service concerned.  Operators who provide any other telecommunications service for profit are subject to a tax of 2.3 per cent of their gross revenue earned from the operation of such services.  Telecommunications service operators must also pay a special contribution amounting to 0.5 per cent of their gross revenue to CONATEL, in addition to a 1 per cent contribution to the Universal Service Fund (Fondo de Servicio Universal) (FSU), and a contribution of 0.5 per cent to the Telecommunications Research and Development Fund (Fondo de Investigación y Desarrollo de la Telecomunicaciones) (Fidetel).  This tax regime came into effect on 1 January 2001.  The special contribution will gradually be applied to broadcasting and open television operators, and in 2002 it amounted to 0.2 per cent of gross revenue.  Until 2005, companies operating cellular mobile telephone services are subject to an additional special tax calculated on the basis of their annual gross revenue earned from that activity, which was 3.5 per cent in 2002 and is gradually decreased.

163. Operators which exploit or use the radio spectrum must also pay an annual fee for administration and control amounting to 0.5 per cent of their gross revenue, and suppliers of sound broadcasting and open television services pay a tax not exceeding 0.2 per cent of their gross revenue earned from the operation of such services;  50 per cent of the amount collected under these two taxes is transferred to the National Treasury and the remainder is administered by CONATEL.

164. The supply of universal telecommunications services is guaranteed by the State.  CONATEL is therefore obliged to set as one of its priorities the supply of services intended gradually to meet the universal service obligation, ensuring inter alia, that everyone can be connected to a fixed public telephone network, and there is a sufficient number of public telephones, and there is general access to the Internet.  The universal service is guaranteed through the Universal Service Fund (FSU), whose purpose is to subsidize the infrastructural costs involved in compliance with the universal service obligations.  Universal service obligations are attributed through an open selection process to the operator that seeks the lowest amount from the FSU.  The FSU’s resources come from contributions by operators of telecommunications services for profit, with the exception of suppliers of sound broadcasting or open television services;  the contributions amount to 1 per cent of the operator’s gross revenue from the services covered by the authorization.  As at September 2002, the FSU’s resources had not been utilized.

165. The purpose of the Telecommunications Research and Development Fund, part of the Ministry of Science and Technology, is to ensure the funding of research and development in the telecommunications sector.

166. At least 15 days prior to their entry into effect, operators of telecommunications services must transmit to CONATEL and also publish in the most widely read newspaper in the geographical area where they operate the maximum rates for the services they supply to users.  Suppliers of telecommunications services may fix their prices freely, except in the case of services provided as a universal service obligation.  In the latter case, the operator concerned must without delay submit its proposed minimum and maximum rates to CONATEL for its consideration.

167. Where one or more companies occupy a dominant position due to the existence of a cartel, monopoly, oligopoly or other form of market domination, CONATEL may determine the minimum and maximum rates applicable to the companies concerned, following a recommendation by Pro-competencia.  In this connection, the Regulations on Opening Up Public Telephone Services (Decree No. 1.095 of 24 November 2000, published in Official Gazette No. 37.085 of the same date) establishes that CONATEL is responsible for fixing the rates for local fixed telephone services, national and international long-distance services, rural telecommunications and basic telephone services provided through public terminals for a minimum period of two years as of 28 November 2000 or until Pro-competencia determines the existence of effective competition in any of the markets whose rates are regulated and which justify their deregulation.  In mid-2002, CONATEL regulated the rates for local fixed telephone, national and international long-distance services provided by CANTV;  the rates for rural telecommunications services provided by the companies INFONET, DIGITEL and DIGICEL;  and the rates for basic telephone services provided through public terminals.

168. Cross subsidies among the various services provided by the same supplier are prohibited, as are subsidies between services supplied to companies that are branches, subsidiaries or related to each other.

169. Matters relating to trade practices and restrictions on competition are transmitted to Pro-competencia, which must take a decision within a period not exceeding 45 days.  No natural or legal person or group of persons may obtain a concession or control more than one broadcasting or open television station on the same frequency band in each locality.  The conclusion of a merger agreement between telecommunications operating companies, the total or partial purchase of such companies by other operators, as well as their conversion or the establishment of subsidiaries, require approval by the CONATEL, subject to a favourable opinion by Pro-competencia.

(v) Transport

170. The Ministry of Infrastructure is responsible for regulating, formulating and following up policy, and for planning and implementing activities in the transport sector, whether by water, air or land.  It is also responsible for policy relating to ports, quays, airports and passenger terminals in general.  In some cases, the Ministry must coordinate with the states and municipalities.

171. Venezuela has a deficit in foreign trade in transport services:  in 2000, exports amounted to US$363 million, against imports totalling US$1,640 million.

(d) Maritime transport and ports

172. Maritime transport is extremely important to Venezuela because almost all its foreign trade (with the exception of trade with neighbouring countries) is by sea.  Venezuela is a signatory to the United Nations Convention on a Code of Conduct for Liner Conferences, as well as number of conventions administered by the International Maritime Organization.  It has signed maritime transport agreements with Colombia and Mexico under the framework of the Group of Three.  Decision 314 of the Commission of the Cartagena Agreement establishes the principle of free access to maritime cargo on a reciprocal basis for subregional trade, but this right does not apply to national cabotage.

173. Venezuela’s maritime transport policy is designed to develop maritime trade and enhance the protection afforded to goods, persons and the environment, respecting international maritime transport standards.  Venezuela therefore considers it necessary to apply a strategy that “endeavours to exert control over shipping by the Port Authority in order to prevent the entry of ships that do not meet internationally established standards”.
  In order to adapt and harmonize Venezuela’s maritime transport regulations  with international standards, therefore, in July 2000, the National Merchant Fleet Rehabilitation Law was enacted;  it includes fiscal incentives to encourage shipowners to register their vessels in Venezuela.

174. Decree No. 1.380 with the Status and Force of Law on Shipping and Related Activities of 30 August 2001 sets out the administrative regime for shipping.
  The Decree applies to Venezuelan shipping activities as a whole, including the merchant marine, the Navy, water transport of goods and persons, water sports, fishing, tourism, recreation, and research.  The Law also applies to activities related to national shipping, for example:  shipbuilding, maintenance, repair, modification  and breaking up of ships;  port and marina activities, inter alia.  Maritime transport legislation and its enforcement are coordinated with other Andean Community countries through the Andean Committee of Water Transport Authorities (Comité Andino de Autoridades de Transporte Acuático) (CAATA).  Strategy for any multilateral negotiations on maritime transport is coordinated at the Andean subregional level.

175. The authority for matters relating to water, which has regulated the sector since 2002 according to the terms of the Law, is the National Aquatic Areas Institute (Instituto Nacional de los Espacios Acuáticos) (INEA).  The INEA was established under Decree No. 1.437 of 30 August 2001 (Decree with the Status and Force of Law on Aquatic and Island Areas);  it is an independent body with legal status and its own assets, attached to the Ministry of Infrastructure.  It is responsible for implementing and supervising maritime transport policy and the ports system and, for this purpose, it has to plan, supervise and monitor all activities relating to operations by ships of any nationality, all naval industry activities, as well as related services and activities.  It is also responsible for authorizing the construction or modification of infrastructural works and for bringing legal proceedings.  Port authorities carry out the policies and guidelines issued by the INEA and, within their area of competence, supervise the registration of vessels.  The National Commission for the Facilitation of the Ship-Port System (Comisión Nacional para la Facilitación del Sistema Buque-Puerto), chaired by the President of the INEA, is responsible for implementing action taken to facilitate international maritime traffic.

176. The General Law on Maritime and Related Activities centralized the registration of ships by establishing a Venezuelan Naval Register (Registro Naval Venezolano) (RENAVE), which is kept the INEA.  The following vessels may be listed in the RENAVE:  vessels owned by Venezuelan citizens or Venezuelan legal persons established and domiciled in Venezuela;  vessels belonging to foreign investors established and domiciled in Venezuela;  foreign-registered vessels leased or chartered by Venezuelan nationals for a period of one year or more, or given to the aforementioned natural or legal persons under a financial leasing arrangement;  vessels built in Venezuelan shipyards, irrespective of the owner’s nationality.  After a vessel has been registered, it is given a Navigating Licence (Patente de Navegación) if its gross tonnage is 150 gross tonnage units or more.  This Licence provides accreditation that the vessel is a Venezuelan ship, and is valid for five years.  Vessels whose gross tonnage is less than 150 tonnage units are given a Navigating Licence issued by the competent port authority, which is valid for two years.

177. The authorities indicated that the establishment of the RENAVE is intended to increase the gross tonnage registered in Venezuela.  They also stated that, after the new regulations entered into force, the gross tonnage registered in the RENAVE increased.
 This is partly due to the fact that listing in the RENAVE gives tax and operating benefits, as well as the possibility of access to cargo restricted to Venezuelan shipping.  It also opens up the possibility of receiving financing and subsidies through the Aquatic Areas Development Fund (Fondo de Desarrollo de los Espacios Acuáticos), established by the Law on Aquatic and Island Areas in order to finance projects to develop the national fleet and related activities.

178. Vessels listed in RENAVE which are engaged in international transport operations in Venezuelan ports benefit from a 10 per cent reduction in port and quay charges.  In addition, they only have to pay this tax once each calendar year, whereas foreign vessels must pay the tax each time they utilize the National Marine Navigation Support System (Sistema Nacional de Ayudas a la Navegación Acuática) (SNANA).  Other incentives include permanent exemption from the Tax on Capital Assets and from VAT on temporary or permanent import of vessels.  The Law also gives those who earn revenue from merchant marine activities or shipyards an income tax (ISRL) reduction amounting to 75 per cent of the amount of new investment in the purchase or lease of new vessels or navigation equipment, new maritime security technology, and vocational training of their employees.

179. Maritime transport activities are partly open to foreign vessels, subject to limitations.  Cabotage is not open to foreign operators unless, exceptionally, the lack of available national tonnage can be proven.  For foreign vessels, free access to cargo is restricted to transport for foreign trade purposes and is subject to the principle of reciprocity.

180. Pilot, tug, and berthing services are public services and may be subject to the granting of a concession;  they are supervised, monitored and controlled by the INEA.  Merchant marine activities, fishing and water sports are subject to the issue of licences or permits.  The supply of nautical map services, oceanographic, underwater and hydrographic services,  nautical publications, hydrographic surveying and any related activity must be authorized by the Aquatic Areas Authority.  Concessions are issued for ten years and may be renewed.  Utilization of a pilot is mandatory for navigation and manoeuvring in any area of water determined in the relevant regulation.  Pilot services are public services supplied by individuals under a concession regime.  Licences to operate as a pilot are only granted to Venezuelan nationals certified by the INEA.

181. The INEA proposes fees for marine-related services.  For commercial vessels, navigation fees are determined according to the vessel’s gross tonnage.  The principle of national treatment does not apply to the payment of such charges and navigation fees.  Vessels listed in the RENAVE pay 50 per cent of the fee stipulated for the use of pilot services and 50 per cent of navigation fees.  This percentage may be applied to foreign-registered vessels, but only on the basis of reciprocity.  The same applies to fees for tug and berthing services.

182. Vessels belonging to public authorities and companies in which the State has a holding must be built, repaired, modified or broken down in shipyards, boatyards, floating or dry docks or workshops listed in the RENAVE, open to Venezuelan and foreign companies.  In June 2002, 45 shipyards were registered.  Vessels listed in the RENAVE and owned by individuals benefiting from the incentives provided in the law must maintain their vessels in Venezuelan installations.

183. The INEA is responsible for planning and controlling port activities.  Ports are owned by the Federal Government and administered by the states;  some of them are managed as commercial companies, whereas others are the subject of concessions given to private firms.  In Venezuela, the national ports system is composed of nine multipurpose public ports which handle the majority of general cargo entering and leaving Venezuela:  Puerto Cabello, La Guaira, Maracaibo, Guanta, Guaranao, Carúpano, Puerto Sucre, El Guamache and La Ceiba.  The first four of these handle 90 per cent of cargo other than petroleum, iron and bauxite.  There are seven mineral ore ports on the Orinoco River which also handle general cargo:  Palúa, Puerto Ordaz, Sidor Matanzas, BAUXILUM-Matanzas, VENALUM, ALCASA and BAUXILUM-El Jobal.  Petroleum and its by-products are exported through special terminals managed by the PDVSA.  By law, registration in the Register of Port Service Enterprises is required in order to supply port services.

184. Decree No. 1.436 of 30 August 2001 or the General Ports Law, published in Official Gazette No. 37.292 of 27 September 2001, lays down the guiding principles for the port regime.  The Law declares that port activities are of public interest and entrusts the State with supervising and controlling all maritime, river and lake ports and port facilities, and with regulating, developing and following up policies on ports and port facilities.  The Law also provides, however, that private initiative should be encouraged through strategic alliances with operators of public ports and that ports may be managed and operated by the private sector through operating concessions or authorizations.

185. Operating concessions are required for the building, operation, management or maintenance of ports of local interest, ports used for fishing, sporting activities or scientific research, and authorizations must be obtained for building, operating, maintaining and managing quays, wharves, or landing stages of local or special interest.  If the operator is a public authority or a State enterprise, it is given an authorization.  Concessions, authorizations and permits are granted by the National Aquatic Areas Institute for a maximum renewable period of 40 years and are subject to the payment of progressive fees which range from 4 to 15 per cent of gross revenue.

186. Venezuela has exempted maritime freight transport services from the MFN treatment provided under Article II of the GATS for an indefinite period;  this exemption is in line with the reciprocity requirement imposed on Venezuela by Decision 314 of the Commission of the Cartagena Agreement and is reflected in the General Law on Marine and Related Activities.  Venezuela undertook specific commitments under the GATS solely in respect of maritime cargo services, cargo and handling and storage services and, as far as market access and national treatment are concerned, it undertook not to impose limitations on consumption abroad or commercial presence.  It has not, however, undertaken to accept the presence of natural persons, except in the cases indicated in the section on horizontal measures;  nor has it undertaken to authorize cross-border supply.

(e) Air transport

187. In 2001, 4.46 million passengers were carried on domestic routes.  International traffic amounted to 3.79 million passengers, 25 per cent of whom were carried by Venezuelan companies and 75 per cent by foreign companies.  Venezuelan airlines transported a total of 3.74 million kg. of freight, which corresponds to almost 4 per cent of the freight traffic market.  Foreign airlines transported 92.87 million kg., slightly over 90 per cent of total air freight on international routes.

188. Venezuela has 95 domestic airports and 235 authorized airfields.  Twenty-four of the airports take scheduled commercial flights.  Venezuela’s international airports are:  Maiquetía, Valencia, Maracaibo, Barquisimeto, Barcelona, Coro, Porlamar, San Antonio del Táchira, Puerto Ordaz, Maturín and Josefa Camejos (Punto Fijo, Falcón State).  The Federal State owns the airports, which are managed by the various states with the exception of three private airports.  The major international airport is the Simón Bolívar International Airport at Maiquetía (Vargas State), 30 km. from Caracas.  This airport is managed by the Maiquetía International Airport Autonomous Institute (Instituto Autónomo Aeropuerto Internacional de Maiquetía) (IAAIM), attached to the Ministry of Infrastructure.  The Simón Bolívar Airport has a capacity of 8.5 million passengers/year.

189. Five airlines with Venezuelan capital operate scheduled international flights:  Aeropostal, Aero Servicio del Carabobo (ASERCA), AVENSA, Santa Bárbara Airlines and Servivensa.  The airline VIASA was privatized in 1991 and also flew international routes, but it was wound up in 1997.  Aeropostal, founded in 1929 as a company with foreign capital, was subsequently nationalized and ceased operations from 1994 to 1996, when it was fully privatized and bought by the Alas Corporation of Venezuela which is wholly Venezuelan-owned.  Aeropostal flies to 12 international destinations:  Aruba, Barbados, Bogota, Curaçao, Guayaquil, Havana, Lima, Port of Spain, Miami, Orlando, Santo Domingo and Madrid (a codeshare with the Spanish company Air Europa).  ASERCA flies to Aruba, Punta Cana and Santo Domingo.  AVENSA flies to Madrid and Servivensa goes to Bogota, Lima, Miami and Quito.  The major airlines serving domestic routes are AVIOR, Santa Bárbara Airlines, Laser, LAI, Aeroejecutivos, RUTACA and Aerotuy LTA.

190. Decree No. 1.946 of 18 September 2001 (Civil Aviation Law), published in Official Gazette No. 37.293 of 9 September 2001, regulates civil aviation, which includes all activities relating to the supply of air transport services for passengers, baggage, freight and mail, as well as the use of civil aircraft for scientific, exhibition, advertising, industrial, agricultural, health, sports, educational and tourism purposes;  all matters relating to works and operation of the aeronautical infrastructure, routes, services and other activities in the air transport industry.

191. The Ministry of Infrastructure, through the Directorate General of Air Transport (Dirección General de Transporte Aéreo) has responsibility for civil aviation matters and hence for determining policies and general guidelines to be applied in the aeronautical sector;  building public airfields; conserving and maintaining runways, taxi-ways and other places used to park aircraft in public airfields for public use.  Venezuela’s permanent objectives in the civil aviation sector are to promote the development of the aeronautical industry, ensure the development of commercial aviation operations within a framework of competition, and boost the growth and modernization of Venezuela’s fleet of aircraft.  Air carriers coordinate their positions through the Venezuelan Chamber of Air Transport Companies (Cámara Venezolana de Empresas de Transporte Aéreo) (CVETA).
192. The National Civil Aviation Institute (Instituto Nacional de Aviación Civil), established by the 2001 Law, is the body responsible for air traffic control and support services, regulating, supervising, controlling, inspecting and approving all civil aeronautical activities, either directly or by granting concessions to technical organizations.  The Institute assumes responsibility in part for some of the tasks attributed to the Ministry of Infrastructure’s Directorate General of Air Transport.  It is an autonomous body attached to the Ministry of Infrastructure, with legal personality and its own assets.  The Institute is responsible for proposing national aviation policy to the Ministry of Infrastructure and for implementing it, as well as for concluding aviation agreements of a technical or commercial nature in cooperation with the Ministry of Foreign Relations and for ensuring that they are enforced.  It is also empowered to issue technical standards concerning operational safety and is responsible for the airports and airfields regime and their infrastructure.

193. The supply of air transport services for passengers, baggage, freight or mail is subject to a concession granted by the National Civil Aviation Institute.  An administrative authorization (licence) is required for the supply of other civil aviation services.  A licence issued by the Institute is also required for the economic operation of private civil airfields for public use.  The conservation, management and development of commercial airports are the responsibility of the states, which may grant a concession to public or private operators for this purpose.  It is a requirement for the granting of concessions that the service should meet a need or the public interest.  Concessions are granted for a renewable period of 15 years.  Public domestic air transport services are restricted to Venezuelan companies.

194. Venezuelan aircraft must be listed in the National Register of Aircraft (Registro Aéreo Nacional), kept by the National Civil Aviation Institute.  A licence from the Institute is required in order to work as aviation technical personnel.  Licences issued abroad may be endorsed or recognized if they have been issued by countries that give Venezuela reciprocal treatment.

195. Air carriers may freely set the prices they charge for their services;  these must be notified to the Ministry of Infrastructure and published.  Despite the foregoing, the Law gives the National Civil Aviation Institute, either ex officio or at the request of an interested party and when there are indications that there has been an unfair trade practice or unfair competition, the right to set prices for air transport services provisionally and to transmit them to Pro-competencia so that it may take the relevant decision.  Pro-competencia may endorse, modify or abolish the Institute's provisional price regulation and may also determine its duration.

196. The Civil Aviation Law abolishes some of the powers granted to the Maiquetía International Airport Autonomous Institute (IAAIM), which manages Simón Bolívar Airport, for example, landing and parking fees, overflying, contributions and revenue earned from other services supplied, as well as the determination of fees applicable to such services.  The Law provides that, as of 1 January 2002,  the National Civil Aviation Institute should determine and receive these fees.  The Venezuelan authorities explained that this revenue had been taken from the IAAIM because the National Civil Aviation Institute is the body responsible for guaranteeing the safety of air operations in Venezuela.  As the states have sole competence for the management, conservation and development of commercial airports, they receive certain airport and aviation fees.

197. The air transport subsector benefits from a number of tax incentives.  The Civil Aviation Law grants a five-year exemption (until the end of 2006) from all duties on imports of civil aircraft, accessories and parts, and all vehicles required for the operation of aircraft. Imports of materials and equipment, accessories, and parts to be used for extinguishing fires and air rescue are duty-free.  Persons earning revenue from the supply of public air transport services are granted an income tax reduction over five years amounting to 75 per cent of new investment in modernizing fleets or purchasing aircraft provided that they meet environmental protection requirements, or for investment in incorporating new technology in the services they supply, or in training technical aviation personnel.  Aircraft to be used for public air transport purchased until the end of 2006 are also exempt from the capital assets tax.
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� Official Gazette No. 37.323 of 13 November 2001.


� Article 1 of the Decree having Force of Law on Land and Agricultural Development.


� The Land Law classifies rural land into categories and subcategories for the purpose of use, according to whether the land is better suited for agriculture, stock breeding or forestry.  Farms that do not exceed 100 hectares of first-class land or the equivalent in land of other categories, up to 5,000 hectares of sixth and seventh-class land, may not be expropriated.


� WTO document G/AG/N/VEN/19 of 14 March 2001.


� This figure cannot be compared directly to the AMS because it represents effective disbursements and includes “Green Box” measures, whereas the AMS excludes such measures and includes revenue forgone as a result of the application of price support measures such as indicative prices.


� Since 1997;  previously, the subsidy component was larger because the interest rate on the credit granted was equivalent to 84 per cent of the average rate applied by the six major commercial banks.


� For example, on a credit of Bs 100 million, the producer receives Bs 93 million, but if the interest rate is, for example, 15 per cent, the producer will pay 12 per cent on the Bs 100 million and the cost of the credit will be Bs 12 million in interest plus Bs 7 million as a contribution to the Fund, which is equal to 20.4 per cent of the total received (Bs 93 million).


� For example, if the weighted average rate is 30 per cent, the excess, i.e. 10 per cent, is deducted from the 80 per cent, giving a figure of 70 per cent and an applied rate of 21 per cent.


� WTO document G/AG/N/VEN/19 of 14 March 2001.


� The 2001 Fisheries Law, published in Official Gazette No.37.323 of 13 November 2001, repealed the 1944 Fisheries Law, published in Official Gazette No.21.529 of 6 October 1944 and the Law on Pearl Fishing, published in Official Gazette No.21.483 of 14 August 1944.


� MEM, Annual report, 2001.


� Orimulsion is the trade name for a natural bitumen dispersed in water, developed and marketed by PDVSA.


� PDVSA, Annual Report 2000.


� Official Gazette No.36.793 of 23 September 1999.


� Anzoátegui, Aragua, Barinas, Bolívar, Carabobo, Cojedes, Falcón, Guárico, Mérida, Miranda, Monagas, Nueva Esparta, Portuguesa, Táchira, Yaracuy, and Zulia.


� Official Gazette No.36.791 of 21 September 1999.


� According to this plan, the State would retain 29 per cent of ENELVEN shares and the remaining 20 per cent would be distributed among the firm’s employees.


� Strategis.gc.ca, Venezuela, Electric Power Systems, Market Assessment, on the Internet at http://strategis.ic.gc.ca/SSG/dd7547e.html.


� The authorities indicated, however, that the new General Law on Banks and Other Financial Institutions of 2001 eliminated the possibility of seeking reciprocal conditions for foreign capital entering the Venezuelan financial system so Venezuela is not at present able to restrict foreign capital participation in this sector.


� According to information from the Venezuelan Banking Association, the rate of defaults on loans in the banking system increased to 7.7 per cent in July 2002 from 5.6 per cent in December 2001.  Venezuelan Banking Association, Economic Analysis Service, Evolución del Sistema Financiero Venezolano, August 2002, available on the Internet at http://www.asobanca.com.ve/.


� Official Gazette No.5.555 of 13 November 2001.


� The Law defines regional banks as those whose head office is outside the Metropolitan District of Caracas and which allocate at least 60 per cent of their resources to financing economic activities in Venezuela outside the District.


� Further information on the National Banking Council’s activities can be found on the Internet at http://www.cbn.org.ve/index.html.


� Insurance Superintendency, Financial Statements of Insurance Companies at 31/12/2000.  Insurance Superintendency, Informe Preliminar sobre la Actividad Financiera del Sector Asegurador, December 2001.


� Special edition of the Official Gazette No. 5.561 of 28 November 2001.


� The new legislation extends the range of the percentage of the amount of the net premiums paid to each enterprise during the previous financial year when determining the amount of the special contribution, which was 0.20 to 0.30 per cent under the previous Law.


� WTO document GATS/SC/92/Suppl.3 of 26 February 1998.


� The services concerned are:  local telephony;  rural telephony;  mobile telephones;  packet switched data transmission networks;  circuit switched data transmission services;  integrated telecommunications services;  paging search;  teleconferencing.  WTO document GATS/SC/92/Suppl.2 of 11 April 1997.


� Decree with the Status and Force of Law on Shipping and Related Activities, Statement of Purpose.


� Decree having Force of General Law on Shipping and Related Activities, Official Gazette No.37.321 of 9 November 2001.


� In June 2002, registrations totalled 1,432,602.9 tonnage units, or three times the figure for Venezuelan tonnage prior to the enactment of the Law, and included 21 tankers, 3 mineral ore carriers, and 28 other vessels.






