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In keeping with tradition, President Ricardo Lagos directed a brief address to the country on the evening of December 31, “a message of confidence, of unity, of optimism, of enthusiasm.” He recognized that 2002 was “a year of light and shadows,” but emphasized that Chile “has remained true to its principles, despite navigating turbulent waters and confronting very difficult international conditions.”  





On the first line among favorable factors in the yearly balance were the three trade agreements achieved by Chile in recent months: with the European Union, South Korea and the United States. 





These agreements are “a great triumph for Chile, a triumph for all Chileans,” affirmed the President. With the treaties, “enormous horizons are opened, immense opportunities, new jobs, more prosperity.” At the same time, new challenges and demands must be faced: “A country which is opening itself up to the world must also improve opportunities for its people and become a more cohesive country. For this, we need more and better education, more and better health care, better environmental protection, better labor institutions, and better democratic institutions.”





Advances were seen in all of these areas during 2002, in keeping with the goals set forth at the beginning of the year: achieving higher economic growth along with improved social protection. The administration’s priorities are to fight extreme poverty, reform the health care system and improve access to and the quality of education.


Furthermore, in a region hit hard by the economic crisis, Chile was able to achieve a growth rate of 1.9 percent. This has made the country “the exception” in Latin America, according to specialist institutions and the international press. 





The President also stressed that the country now enjoys “Armed Forces which are fully integrated into republican life.” A particularly noteworthy event in this context was the statement issued in early January 2003 by General Juan Emilio Cheyre, Commander in Chief of the Army, in recognition of the fact that 2003 marks 30 years since the 1973 military coup. 





General Cheyre recognized that “the human rights abuses” committed during the military government “cannot be justified,” and reemphasized  his determination to “continue contributing to reconciliation.” His reasoning: “I believe that civic harmony is essential, and something we still need to develop further in order to dedicate ourselves fully to the challenge of becoming a developed country during the first quarter of the present century.” 





The Trade Agreements


Since Chile’s return to democracy in 1990, the three administrations of the Concertación de Partidos por la Democracia coalition have made it a priority to move forward in trade liberalization and international integration, while establishing a reliable framework of trade rules and regulations.





Negotiations for a Political, Economic and Cooperation Association Agreement with the European Union were concluded successfully on April 26, 2002. On May 17, during the Second European Union–Latin American Summit in Madrid, President Ricardo Lagos, Spanish President José María Aznar, and Romano Prodi, President of the European Commission, signed the Joint Declaration solemnizing the accord. And on November 18 in Brussels, the agreement was signed by Chile’s Foreign Minister, Soledad Alvear, together with her EU counterparts. 





The agreement marks the culmination of the historical relationship between Chile and Europe, rooted in a profound commonality of values and principles: liberty, democracy, tolerance and social justice. 





In political terms, the agreement consecrates the central importance of democracy, and it will help strengthen dialogue on international issues, as well as furthering efforts to promote and protect democratic systems and human rights, preserve peace and security, protect the environment and combat drug trafficking and terrorism. 


The Agreement guarantees and expands access for Chilean exports to the markets of EU member states. In the scientific, technological and academic fields, it opens up enormous opportunities for Chile. In fact, the accord represents a qualitative leap: the country will not be a passive recipient, but will participate actively in programs for EU members and associated countries.





The Free Trade Agreement (FTA) with South Korea, announced on October 24, reinforces Chile’s position as a pioneer in opening and deepening ties with the Asia-Pacific region, making the country an effective bridge between the Americas and Asia. The agreement covers investments and services as well as the interchange of goods, and includes an effective dispute resolution mechanism. It is the first between an Asian country and one of the Americas, and the tenth signed by Chile. 





The agreement gives Chile access to a market of 47 million potential buyers. In addition, the composition of its exports to South Korea will change significantly. Currently, copper accounts for 70% of Chile’s sales to that country. With the FTA, significant opportunities will be opened up for goods from other sectors, including agricultural, agro-industrial, forestry, wood, fisheries and some industrial chemical products. 





On December 11, Chile and the United States announced the successful conclusion of their negotiations for a FTA. The agreement with Chile is the United States’ first with a South American country. 





Eleven years have passed since the talks began, under the administrations of Presidents Patricio Aylwin in Chile and George Bush in the United States. Upon announcing the news, President Lagos emphasized that the accord will mean “more employment, more work, more development, more growth for our country.” At the same time, he noted that “an agreement of this scope requires us to prepare our young people today to dare to compete on an equal basis in the world in which they will live.”





The United States is Chile’s leading trade partner and chief foreign investor. The FTA covers all aspects of the bilateral economic relationship, including the interchange of goods, services and investments. It also incorporates issues related to the New Economy, such as electronic commerce, as well as an up-to-date treatment of environmental and labor issues.





The accord improves entry conditions for Chilean products into the U.S. market and establishes clear and reliable rules for the interchange of goods, services and investments. It creates transparent and effective mechanisms for trade dispute resolution and the defense of Chile’s interests. The FTA will reinforce the stability of Chile’s economic policy and its institutions, further improve Chile’s risk classification, reduce the cost of credit and provide a strong foundation for a stable capital market.





Official Visits


Chile’s international presence was also reflected during 2002 in the President’s travels abroad and the visits of heads of State and government to the country. 





During 2002, President Lagos visited Sweden, Finland and Italy in February; the Vatican in May; Ecuador in July; Russia, Hungary and Poland in October; Honduras in November and Colombia in December. 





During his visit to the Holy See, the President met with Pope John Paul II, to whom he described Chile’s political and social development since the Pontiff last visited the country in 1987. 





Throughout his travels, the President was accompanied by government and opposition politicians, academicians, business professionals and labor leaders. These associates were able to make contacts, exchange ideas, open up new business opportunities and conclude professional and commercial agreements. Above all, they gained a better understanding of ways of doing business in other countries, identified difficulties and discovered opportunities. The visits also resulted in the signing of exchange agreements related to business, cooperative assistance, fishing, tourism and the cultural and academic fields. 


 


The President also participated in a number of significant events during the year, including the Progressive Governance Summit (February, in Sweden), the International Conference on Financing for Development (March, in Mexico), the Sixteenth Summit Meeting of the Rio Group (April, in Costa Rica), the Second European Union - Latin America and the Caribbean Summit (May, in Spain), the Twelfth Mercosur Summit (July, in Argentina), the Second Meeting of Presidents of South America (July, in Ecuador) , the Tenth APEC Leaders Summit (October, in Mexico), the Twelfth Ibero-American Summit (November, in the Dominican Republic), and the Twenty-Third Mercosur Summit (December, in Brazil). 





Visits to Chile in 2002 were made by the presidents of Brazil, Fernando Henrique Cardoso (March); Poland Aleksander Kwasniewski (April); Peru, Alejandro Toledo (August); and the Marshall Islands, Kessai Note (October). Crown Prince Philippe and Princess Mathilde of Belgium visited in May, and the British Duke of York in November. EU Trade Commissioner Pascal Lamy traveled to Chile in March; the Prime Minister of Quebec, Bernard Landry, in May; and Japan’s First Vice Minister for Foreign Affairs, Shigeo Uetake, in August.


Social Advances�As President Lagos noted, “we have advanced in social equity, putting new safety nets in place for our people.”





During the past ten years, Chile has made great strides in the fight against poverty, which shrank from nearly 40 percent of the population in the early 1990s to the current level of 20 percent. Recognizing that further progress is still necessary, the government launched the Chile Solidarity Program, focused on eliminating extreme poverty, in 2002. This social protection system aims to lift the country’s poorest 225,000 families out of indigence by 2005. 





Under this program, specialized advisers inform families about social programs and the State’s network of services, helping them access the benefits for which they are eligible. Chile Solidarity also provides monetary subsidies for clean drinking water and pension support; insurance and unemployment payments; subsidies for the preferential hiring of unemployed male and female heads of household, and disability and life insurance premiums.





After only seven months, the program is already operational in 322 municipalities and has reached over 44,000 families, giving some 200,000 Chileans “a future that is a little bit better today than it was a year ago,” as the President emphasized. With this program, along with sectorial contributions in health, housing and education, the government’s aim is to lift 850,000 people out of extreme poverty by 2005, a commitment which the President has stressed as a priority for his administration, even amid the restrictive world economic climate.  �The country’s Health Care Reform is also well underway. The AUGE Plan (Universal Access with Explicit Guarantees), the main vehicle of the reform, began operations as a pilot program on August 1. In its first stage, the plan will provide full coverage for Chile’s 56 most common health problems which often result in catastrophic consequences for the families involved because of high treatment costs. Coverage for other illnesses will be added gradually. The pilot program has focused on patients suffering kidney failure, congenital heart abnormalities or childhood cancer.





The AUGE Plan does not discriminate on the basis of age, gender or economic condition, and it is mandatory for both the public and private sectors. It provides comprehensive primary care, 365 days a year, with special emphasis on prevention and health maintenance. The plan is the centerpiece of the administration’s efforts to improve health care and reduce inequalities in access.





In education, the government focused its efforts on three high-priority areas: increasing free, compulsory education from eight to twelve years; creating a new financing system to offer State-guaranteed loans to all students with academic merit and socioeconomic need; and introducing a subsidy to support family savings for higher education while expanding full-day school programs (morning and afternoon). The latter are already operating in 75% of State-subsidized schools, giving some 2,124,000 students approximately 200 additional hours per year of learning time.





In the area of culture, the new Film Rating Law entered into force in 2002, eliminating prior censorship and guaranteeing free artistic expression. The BiblioRedes Program was also established, linking 368 libraries throughout the country using state-of-the-art computer systems.  A special fund was created to promote creative expression among the country’s indigenous peoples. 


In his year-end message, the President expressed special thanks to Chile’s workers, “who have cooperated, understanding that many of their justified demands must wait for better moments.” Yet there was also good news for them this year: the country’s Unemployment Insurance program was launched on October 1, with more than 200,000 workers already benefiting. In addition, special publicly-financed programs generated 160,000 new jobs, and 600,000 workers in 81,000 companies received subsidized training. 


 


The country’s social efforts will be maintained during the year to come: 71% of the 2003 Budget will be dedicated to social spending. The top priorities are eradicating poverty, increasing employment, improving education, broadening health care, increasing community safety and promoting the development of indigenous peoples. 





Politics


The government has continued to persevere in its efforts to modify the 1980 Constitution, which was dictated by the military regime, in order to make it fully democratic. The reform proposal includes the modification of the binominal electoral system – which produces a serious distortion of the popular will – and the elimination of the institution of designated senators, so that all of the country’s legislators are elected by the voters.





Supporting these reforms has been an ongoing policy of the three Concertación administrations since the country’s return to democracy, but the necessary majority to implement them has been elusive due to right-wing opposition. Some advances were registered during 2002, however.





In April, the government sent a constitutional reform bill to Congress which would eliminate or replace 43 of the Constitution’s 123 permanent provisions.





The Senate welcomed the reform initiative and referred it to the body’s Constitutional, Legislative and Justice Commission. The Commission examined each point of the proposal in turn, reacting with agreement in some areas, and rejection by the opposition or suggestions for alternatives in other areas.





The Right continues to oppose modification of the binominal electoral system, but agreement has been reached on eliminating the institutions of designated and life senators, although the opposition rejects their replacement by democratically-elected senators.





One important step has been the formulation of a clause restoring the President’s authority to remove the commanders in chief of the Armed Forces, with previous “non-binding” consultation with the Constitutional Court.





In recognition of the diversity of the Chilean nation, the constitutional reform bill sent to Congress by the administration is especially attentive to the concerns of country’s indigenous minorities. 





The Economy 


The Chilean economy has been considered “the exception” in Latin America this year, as the French newspaper Le Monde expressly stated in an article on October 14. The paper has not been the only voice to state this opinion. The international press has consistently viewed the Chilean economy as stable and well-managed, even in times of international crisis. 





Sources as serious as The Wall Street Journal have described Chile as “a small island of prosperity” within a gloomy environment. Die Welt, in an article on the “misery” in Latin America, emphasized that Chile “persists on the path of growth” and “is slowly but surely banishing poverty.” And the Financial Times concluded: “Chile has managed to keep its head while around it all the others are losing theirs.”





For El País of Spain, Chile continues to be “the only stable country in the region,” while The Economist frankly identified Chile’s distinguishing characteristics: “An open economy, relatively effective institutions and two decades of continuity in its economic policy, but the crucial difference is its fiscal solvency.” 





The international financial bodies share a similar view. In its annual report on Chile, the International Monetary Fund concluded that “growth has continued, and the recent upheavals have been absorbed in an orderly manner,” despite the fact that the country “is operating in a difficult environment, and has been confronting a series of negative impacts for several years.” 





The IMF’s executive directors praise the Chilean authorities for applying a solid and coherent economic policy framework – based on a flexible exchange rate, specific inflation targets and a structural fiscal surplus – which contributed in 2001 to maintaining macroeconomic stability, capital market access and a moderate growth rate.





According to the IMF, Chile’s good results can also be attributed to the country’s political stability, good governmental management and institutional credibility.


In its 2002 report, the World Bank ranked Chile ninth as an investment destination for multinational companies in the services field. In the most recent report on economic freedom released by the Cato Institute of the United States, Chile took place 15 (out of 123 countries) for its stable trade policy and low level of government intervention in the market. 





In the most recent Global Competitiveness Report 2002-2003, prepared by the World Economic Forum, Chile rose from position 27 to 20 among 80 countries. The study measures a country’s likelihood of generating high levels of growth and productivity over the medium term.





As a reflection of these indicators, numerous multinational companies have located their Latin American regional offices in Chile. Examples include Ericsson, Endesa, Air France, Citigroup, Telecom Italia, AT&T, Scor (a French insurance company) and Aguas de Barcelona. The Canadian mining company Noranda is currently moving its general offices for the management of its copper businesses across the globe (except those in its home country) to Chile.





While summarizing the country’s economic performance during the year, Minister of Finance Nicolás Eyzaguirre predicted growth of approximately 3.5% during 2003, which may be even higher if the international economic climate improves. 





Although recent Central Bank figures indicate that Chile’s economy grew by only 1.9% during 2002 – the weakest expansion in the past three years – its behavior during the last quarter of 2002, along with positive trends in several indicators, give rise to optimism among economic authorities and suggest that the declining tendency may have reached its end. 





For example, exports increased not only in volume, but in value, at a nominal rate of 8.2% as compared to  the last quarter of 2001, the best in nine quarters. Imports rose by a nominal 5%, after six quarters of decline. Consumer spending also showed an accelerated expansion over the course of the year, reaching real average growth rates of 10% during October and November. 





This activity had a positive influence on GDP, which grew some 2.5% during the fourth quarter, the highest increase in the past five quarters. 


According to Minister Eyzaguirre, in contrast to 2001 and early 2002, the country’s growth toward the last quarter of the year was led by internal demand, which exceeded mid-year predictions. However, external demand, as well as copper production – which does not depend on internal demand – were lower than expected.
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President Ricardo Lagos, Spanish President José María Aznar and Romano Prodi, President of the European Commission, at the signing of the Joint Declaration of the Political, Economic and Cooperation Association Accord between Chile and the EU.








The Chilean Government


Sums Up 2002





It was a year “of light and shadows,” but significant progress was seen in all areas – especially the international arena, with the achievement of three groundbreaking trade agreements.








“Being associated with the world’s big players obligates us to work harder and better, to know more, to study more, to place different demands on ourselves.”





President Ricardo Lagos





Did You Know?





Chile has already signed Free Trade Agreements with Canada (1996) and Mexico (1999). 








In 1999, Chile signed an FTA with five Central American countries. Since 2002, it has been in force with Costa Rica and El Salvador and is awaiting ratification in the legislatures of Nicaragua, Guatemala and Honduras. 








Chile has also signed Economic Complementation Agreements with Bolivia (1993), Venezuela (1993), Colombia (1994), Ecuador (1995), Mercosur (1996), Peru (1998) and Cuba (currently awaiting ratification).








“With its ambitious nature, it will serve as an example for future accords and as a foundation for a qualitative leap in the political, economic and cooperative relations between the EU and Chile, and doubtless with all of Latin America.”





Chris Patten


Foreign Affairs Commissioner


European Union


Madrid, May 17, 2002





Facts





85.1% of Chilean exports enter EU countries tariff-free since the Accord took force February 1st. 





Starting in the fourth year, the total percentage of goods enjoying a zero tariff will reach 96.2%.








From its first day of operation – in the first half of 2003 – the FTA with South Korea guarantees a zero tariff for 78% of Chilean exports, a percentage which will gradually increase.  








87% of Chilean exports will enter the United States with zero tariff when the agreement with that country takes force.








“We have taken Chile on as a strategic partner.”





Kim Dae Jung


President of South Korea


Seoul, November 12, 2002





During the 2002 APEC Summit held in Mexico, Chile, New Zealand and Singapore agreed to initiate trilateral negotiations for a Free Trade Agreement.
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Foreign Minister Soledad Alvear and Minister of Finance Nicolás Eyzaguirre, with U.S. Trade Representative Robert Zoellick.





“The U.S.-Chile FTA really is a partnership for growth, a partnership in creating economic opportunity for the people of both countries. Chile is an ideal free trade partner for the United States because of its sound macroeconomic policies and commitment to free trade.”





Robert Zoellick


U.S. Trade Representative


Washington, December 11, 2002





In the 2002 U.N. Human Development Report, Chile was ranked 38th out of 173 countries. The text credited Chile with having one of Latin America’s most organized and solid democracies.











Overheard





“Chile is a stable country, both politically and economically. That’s why its presence is so important and highly thought of to us. Furthermore, as a part of Latin America, Chile’s importance is growing as it actively participates in integration processes, both regionally and around the world.”


Tarja Halonen, 


President of Finland. 


Helsinki, February 24





“Chile is a country which works hard and is striving very actively to facilitate cooperation among the various players in the Pacific Basin. It has very active initiatives in these areas, and I believe it is a bridge from Latin America to the Pacific Rim.” 


Shigeo Uetake, 


Japanese First Vice-Minister for Foreign Affairs. 


Santiago, August 6





“We are pleased by Chile’s increased prestige and influence in international affairs, and we hope to steadily increase our cooperation in international politics.”


Vladimir Putin, 


President of Russia. 


Moscow, October 4
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71% of Chile’s 2003 budget is dedicated to social spending.








In October, Latin America’s first Internet café for the visually-impaired was opened in Santiago. Patrons access the Web using a program called Jaws, which includes a voice synthesizer: it literally “tells” the users what is on the screen and allows them to use a word processor.











Did You Know?





Thanks to the Woman’s Smile Program, 25,427 women regained healthy smiles through subsidized dental care.





Chile’s infant mortality rate has fallen to 8.7 out of 1,000 live births.





The Ministry of Health provides coverage for regular Pap smears to 66% of Chilean women. 





It also provides services to 90% of the Chileans living with HIV or AIDS.








The educational Internet portal www.educarchile.cl is the country’s largest. A cooperative effort between the public and private sectors, it required an investment of four million dollars. Its offerings range from a dictionary to a virtual tour of the world’s leading museums. The site receives more than a million visits each month.











To promote the use of indigenous languages, the periodical Nuestros Pueblos (Our Peoples)  is published in four languages: Aymara, Rapanui, Mapudungun and Spanish. 


In addition, the government – through the Indigenous Development Corporation (Conadi)– has been working with linguistics specialists since 1998 to recover the language of the Kawescar and Yagán peoples, inhabitants of the country’s extreme south. An alphabet and grammar have already been developed, along with a dictionary and teaching manuals.





Through the National Socioeconomic Characterization Survey (Casen), the government assesses household income distribution, the scope and characteristics of poverty, and the most significant deficiencies suffered in Chilean homes. Undertaken every two years on the regional and township levels, the survey provides a framework for the orientation and implementation of social programs.







































































A través de la Encuesta de Caracterización Socioeconómica Nacional (Casen), el gobierno hace el diagnóstico sobre la dimensión y características de la pobreza, las carencias más importantes y la distribución del ingreso de los hogares. Eso le da el marco para implementar las acciones y programas de focalización del gasto social. 


Se realiza a nivel regional y comunal, cada dos años.





Facts





In the past ten years, State resources invested in education have increased by some 803 million dollars, to $2.639 billion.








In total, 7,208 schools throughout the country have joined Enlaces, an educational IT network for publicly-supported primary and secondary schools.





On April 24, 2002 the Seventeenth National Population and Housing Census was carried out throughout the country. According to the preliminary results, Chile currently has 15,050,341 inhabitants.





The census also asked about access to new technologies, the use of modern appliances in the home, the quality of home construction, and ethnic and religious affiliations.





Did You Know?





A woman presides over the Chamber of Deputies: Adriana Muñoz, of the Party for Democracy (PPD).





In January 2002, President Lagos designated Michelle Bachelet as Minister of Defense, the first woman in Latin America to hold this office.





The Criminal Justice Reform is already in place in eight of the country’s 13 regions.





President Ricardo Lagos was chosen as “Leader of the Year” by the readers of U.S. periodical Latin Trade (November).





























Figures (2002)





GDP growth rate: 1.9%





Unemployment rate: 8.9% 





Inflation rate: 2.8%





Foreign trade: Exports: 18.288 billion dollars. 


Imports: 15.843 billion dollars.





Balance of trade: + 2.444 billion dollars.

















“Chile is much better off than the other countries of the region, and it is doing a much better job, which has to do with its sound economic management.”





Joseph Stiglitz,


2001 Nobel Prize winner in Economics.


Santiago, August 26, 2002





“Chile is a shining star, demonstrating how things can be done right: its transformation between 1985 and 1995, savings rates, investment rates, privatizations …”





Richard Grasso,


Chairman of the New York Stock Exchange.


October 25, 2002





Did You Know?





The Chilean unit of currency is the peso ($). US$1.00= 701.95 pesos (December 2002 average).





In April 2002, Chile successfully placed two new sovereign bonds on the New York Stock Exchange: one for 600 million dollars and another for 300 million euros. The first had a term of five years and obtained a spread of 116 base points, for a final interest rate of 5.69%.





On January 8, 2003, Chile placed the largest sovereign bond issue in its history:  1 billion dollars, at a 10-year term at an interest rate of 5.62%.  The January issue also garnered tremendous market interest. 





Chile is the world’s third most entrepreneurial country, according to a study by the Global Entrepreneurship Monitor (GEM). It surpasses even the United States and France.





The IMF has invited Chile to join the group of 25 countries participating in the New Arrangements to Borrow (NAB) credit agreements. Chile will open a 450 million dollar line of credit in the Fund’s favor, for a renewable five-year term.





According to a study published by The Economist Intelligence Unit, Chile is the most attractive Latin American country for Internet-based business opportunities.





Facts


Automobile sales rose at rates above 20% during the last quarter of 2002.





Housing sales continued to expand: by 30% on average in October and November.





At the end of the year, the Italian car companies Maserati and Ferrari opened branches in Chile, raising the total of the country’s automobile brands to more than 30.





Overheard





“Look at Chile, which had growth and per capita income increases above 5% throughout the last decade. It is no accident that Chile, which consistently has stood at the head of Latin American countries for its transparency, control of corruption and other indicators of good governance, is the economy with the highest growth in the region.”


Otto Reich, 


U.S. Assistant Secretary for Western Hemisphere Affairs.


Washington, May 6, 2002











“Chile is heaven. We’ve spent more than 25 years in this place; we’ve entered a difficult period, but when the country made progress, we did too. I would like Chile to be the size of Brazil, so we could take advantage of the excellent opportunities.”


Harry Borrelli,


Vice President of 3M.


Santiago, August 20, 2002
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