Chile Reports No.8


[image: image1.jpg]






[image: image2.jpg]


[image: image3.jpg]


No.8 - June 9, 2003
During the past few decades, Chile has achieved solid economic growth. One of the main driving forces behind this growth has been the dynamism of the export sector, supported by the country’s active trade integration and export promotion policies. 
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Since Chile’s return to democracy, it has concluded a wide-ranging network of agreements with countries around the world, from its South American neighbors to countries as far away as Vietnam and Ukraine. With these agreements, Chile has sought to decrease the external vulnerability of its economy, especially in times of financial turbulence; improve access for its products to the leading international markets; diversify its exports; and ensure clear rules of the game in international trade.
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Chile’s network of accords includes Free Trade Agreements (FTA), Economic Complementation Agreements (ECA), Investment Promotion and Protection Agreements (IPPA) and double taxation accords, as well as social security and open skies agreements.

The objectives of Chile’s foreign trade policy are to advance in the liberalization of trade; diversify markets; increase industry competitiveness; promote higher-added-value exports; and establish strict and effective trade regulations and rules of conduct. Chile also seeks to attract and promote investment in the country; spur development outside the capital; and generate more and better jobs, opportunities, prosperity and well-being for Chileans. 
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Thus, the three Free Trade Agreements concluded by Chile during 2002 – with the European Union, South Korea and the United States – represent great successes under this policy, as does the agreement reached on March 23 of this year for an FTA with the countries of the European Free Trade Association (EFTA): Switzerland, Norway, Iceland and Liechtenstein.

Chile has just over 15 million inhabitants. Yet it is estimated that once the FTAs with South Korea and the United States enter into force – joining those already in place with the European Union, Canada and other countries of Latin America – Chilean products and services will enjoy privileged access to a potential market of more than 1.25 billion people.

“Country 16”

Negotiations for Chile’s Political, Economic and Cooperation Association Agreement with the European Union were successfully concluded on April 26, 2002.  

The agreement marks the culmination of the historical relationship between Chile and Europe, which is rooted in common principles and values: liberty, democracy, tolerance and social justice. The structure of the Chilean state, its legal, institutional and educational systems, and its political and social forms are derived from European models.

“No act in Chile’s history has signified a greater broadening of our markets and of our scientific and cultural opportunities,” stated President Lagos upon signing the bill requesting ratification of the accord by Chile’s Congress. 

This is the case, he explained, because the agreement will bring “more employment, more dynamism, more cultural and social interchanges, more joint undertakings in science and technology, and more encouragement for Chile’s universities to look beyond the Andes mountains and across the Atlantic, and to become involved in Europe.”

This accord is considered the most advanced yet achieved by Europeans or Chileans. It is built on a three-part foundation, addressing political, economic and cooperation issues. The agreement sets up an institutional framework including an Association Council – at the Foreign Minister level – and an Association Committee composed of high government officials. It also establishes a Parliamentary Association Committee, unique in its genre for both Chile and the European Union. Representatives of civil society – including businesspeople, workers and politicians – are also invited to play an active role through the Joint Consultative Committee.


For the EU, the accord is unprecedented in the breadth of the issues it covers as well as the boldness of its proposals. Above all, it paves the way toward a further, more ambitious objective: an agreement with Mercosur.

In political terms, the accord will help strengthen dialogue on international issues such as the promotion and defense of democracy and human rights, the preservation of peace and security, environmental protection and the fight against terrorism and drug trafficking. 


In the area of trade, the accord is comprehensive, flexible and multi-sectorial. Its main economic benefit for Chile is the guaranteed and expanded access provided for the country’s exports to the EU economies. Covering all areas of the trade relationship, the accord goes far beyond Chile’s commitments to the World Trade Organization. It favors investment flows through the progressive and reciprocal elimination of trade barriers and the establishment of clear, stable and transparent rules for exporters, importers and investors. It opens new markets, broadens options for consumers and lays the foundations for sustainable growth.

The accord also covers new topics in the economic field, such as support for small and medium-sized businesses, mining and tourism, as well as the promotion of macroeconomic dialogue. In the social sphere, it addresses illegal immigration as well as cooperation in the fight against drugs and organized crime. 

Cooperative assistance is another noteworthy area covered by this accord. The EU is already Chile’s leading partner in this regard, and the agreement will permit the country to take an additional leap forward, giving it access to programs directed toward EU members.

A similar advance is expected in the areas of science, technology, cultural heritage, literature, cinema and the arts. The agreement will help promote networks of exhibitions and joint Chilean-European projects and productions, as well as Chilean participation in European conferences and festivals. 

A Strategic Partner

Chile’s Free Trade Agreement with South Korea is a state-of-the-art accord. Containing significant tariff advantages, rules providing stability in bilateral trade and investment decisions, and an effective dispute resolution system, the treaty is a precision instrument for the promotion of investment and trade flows, which are expected to increase between the two countries.

The agreement was signed on February 15, 2003 in Seoul, by Chile’s President, Ricardo Lagos, and President Kim Dae-Jung of South Korea.

Achieving this agreement required several years of discussion and negotiations. In October 1997, during a meeting of the Pacific Economic Cooperation Council (PECC XII), South Korea indicated its interest in concluding an FTA with Chile. The following November, President Kim Dae-Jung once again raised the topic with Chile’s President, Eduardo Frei, at the APEC Summit held in Kuala Lumpur. Finally, during the September 1999 meeting of APEC leaders in Auckland, the start of negotiations was officially announced.

The FTA with South Korea covers the exchange of investments and services as well as goods, while also providing an effective dispute resolution mechanism. The 10 such agreement signed by Chile, it is the first between an Asian country and one of the Americas.

The accord reinforces Chile’s status as a pioneer in the promotion and deepening of trans-Pacific ties, advancing the country’s quest to serve as an effective bridge between America and Asia. It also furthers Chile’s efforts to broaden markets for its exports. Since this is currently the only FTA negotiated by South Korea, many of Chile’s exports, including fish, mineral, wood, agricultural, industrial and agro-industrial products, will enjoy tariff reductions available to them alone.


With this agreement, Chile gains access to a market of 47 million potential buyers. In addition, the composition of its exports to the country will change significantly: at present, copper accounts for 70% of Chile’s sales to South Korea.


South Korea is a relevant partner for Chile. In recent years, it has been among the country’s top ten trading partners, in terms of the total amount of reciprocal trade, its importance as a destination market for Chile’s exports and its status as a source of imported products.

Furthermore, as the agreement spurs increased trade flows between Chile and South Korea, unit costs for maritime shipments will be reduced, generating favorable conditions for the expansion of exports to other Asian economies.

The Principal Trading Partner

On December 11, 2002, Chile and the United States announced the successful conclusion of negotiations for a Free Trade Agreement, after 14 rounds of complex and sometimes very challenging talks.

In announcing the news, President Ricardo Lagos emphasized that the agreement will bring “more jobs, 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 a equal basis in the world in which they will live.”

In Washington, U.S. Trade Representative Robert Zoellick expressed confidence that the agreement will serve as a model for a similar treaty extending from Alaska to Tierra del Fuego, emphasizing: “It’s a win-win state of the art FTA for the modern economy.” 
The agreement is the United States’ first with a South American country. After the detailed work of harmonization and translation was completed, the agreement was signed on June 6 in Miami, by Chile’s Foreign Minister Soledad Alvear and U.S. Trade Representative Robert Zoellick.

The first conversations leading to the achievement of this FTA were initiated more than 12 years ago, during the administrations of Presidents Patricio Aylwin in Chile and George Bush in the United States. The process later stalled, mainly due to the U.S. Congress’ refusal to grant President Bill Clinton “fast-track” negotiating authority. 



The final and decisive stage began on November 29, 2000, when President Ricardo Lagos announced, after conversations with President Clinton during a visit to the U.S., that the two had agreed to initiate “immediate negotiations for a Free Trade Agreement.”

The new rounds of talks alternated between Washington and Santiago, with the first held in Washington on December 6, 2000. Almost exactly a year later, the House of Representatives approved the “fast-track” bill by one vote (215-214), paving the way for the successful conclusion of the negotiations.

The United States is Chile’s leading trade partner and principal foreign investor, and the FTA between the two countries is a balanced, comprehensive, state-of-the-art accord. In addition to all aspects of the bilateral economic relationship and the interchange of goods, it includes issues related to services, investments and financial services, as well as new-economy topics such as electronic commerce, while offering an up-to-date treatment of environmental and labor issues. The agreement also covers telecommunications, competitive policies, temporary work visas, intellectual property, government procurement, and the resolution of trade disputes. 

The agreement establishes clear and permanent rules for the exchange of goods, services and investments. It also creates explicit, transparent and effective mechanisms to resolve trade disputes and defend Chilean trade interests in the United States. The FTA will reinforce the stability of Chile’s economic policy, institutions and capital market, as well as further improving the country’s risk classification and reducing its cost of credit.


The productivity levels of Chilean businesses will also rise, as they are able to purchase more modern technology at a lower cost. This will put them in a better position to increase the added value of Chilean export offerings, especially manufactured products and professional services.
The accord improves entry conditions into the U.S. market for all Chilean products. Within a maximum of 12 years, they will be freed from all tariff requirements, as the negotiated percentages of tariff-free goods gradually rise to 100%.


The Other Europeans

On March 25, Chile and the European Free Trade Association (EFTA) completed negotiations for an FTA similar to those achieved with the European Union, United States and South Korea. The agreement is expected to be signed on June 26.

President Ricardo Lagos emphasized that the accord will permit Chile to further expand its market to the non-EU countries of Europe, strengthen access for higher-added-value exports to markets with strong buying power, and promote the expansion and diversification of investments from EFTA member countries in Chile.

The Free Trade Agreement with EFTA liberalizes trade in goods, establishes common rules for trade and opens markets in services and investments, with guarantees for investors on both sides. It also includes an agreement on government procurement, which allows Chilean suppliers to bid for public contracts in the EFTA countries under equal conditions, thus opening up a promising business niche. A comprehensive accord addressing the full range of the economic relationship, it also regulates issues such as product origin, customs procedures, plant and animal inspection, technical standards, competitive policies, intellectual property and fair trade practices.

In the area of trade liberalization, the accord grants immediate tariff reductions to more than 90% of the trade exchanges between Chile and the EFTA countries from the first day of its entry into force. The greatest impact of this rapid reduction will be felt in the industrial sector.

Along with the negotiated tariff reductions, Chile and EFTA agreed to eliminate antidumping measures in reciprocal trade. At a time when these practices are being used as protectionist measures by countries around the world, this stands out as one of the accord’s most notable achievements.

During 2002, trade exchanges between Chile and EFTA reached 260 million dollars, with exports of 136 million and imports of 124 million. 

The economies of EFTA’s member countries have a combined GNP of more than 450 billion dollars, average annual growth on the order of 3%, excellent price stability and low unemployment rates (around 3%). Their total international trade exceeds 300 billion dollars, with imports representing more than 145 billion. At least two-thirds of this trade is with the European Union; only 6% is aimed at Latin America.

Additional Agreements

Another significant component of Chile’s strategy to strengthen and broaden its global trade ties is its negotiation of Economic Complementation Agreements (ECA), which it has signed with the majority of Latin American countries. These accords differ from Free Trade Agreements in that they do not eliminate tariffs, or the negotiated reductions do not extend to the full range of tariffs.
Currently, Chile has ECAs in place with Bolivia, Colombia, Ecuador, Peru, Venezuela and the Mercosur group. An agreement signed with Cuba on August 21, 1998 is awaiting ratification.

Chile’s agreements aimed at opening and broadening markets have also been complemented by Investment Promotion and Protection Agreements (IPPA), which seek favorable treatment for investments. Chile has signed APPIs with 51 countries to date.

Another type of accord, the double taxation agreement, is aimed at freeing businesspeople from the requirement to pay taxes on their economic activity in foreign locations, considering that they already fulfill that obligation in their own country. Currently, Chile has double taxation agreements in effect with Argentina, Canada and Mexico. Agreements signed with Brazil, Ecuador, Norway, Peru, Poland and South Korea, are undergoing the legislative approval process; an accord signed with Denmark is being sent to the legislature, and talks have been concluded with Spain, the U.K. and Croatia. Negotiations are currently underway with more than ten additional countries.

Finally, to facilitate the transport of people and goods by air and to improve the security of that process, Chile has signed Bilateral Air Services Agreements with 40 countries.





The Chilean goods enjoying tariff-free access to the EFTA countries from the first day of the agreement’s entry into force include copper, methanol, wood, wood pulp, fishmeal, fish, fruits and vegetables, along with all industrial products. 








Chile has played an active role in preparatory negotiations for a Free Trade Area of the Americas (FTAA), initiated in Santiago during the Second Summit of the Americas, in April 1998.





Did You Know?





With this FTA, Chile has achieved free trade agreements with all of Western Europe.





EFTA’s agreement with Chile grants it identical treatment to that provided to the EU, along with a promise to extend equal benefits in the future. 











Facts





Between 1974 and 2002, EFTA member countries invested 1.74 billion dollars in Chile. Of this sum, 1.12 billion came from Switzerland and 406 million from Norway. The Swiss capital was aimed primarily at projects in the industrial and services fields.





A Chile-EFTA Joint Council was created to oversee the application and development of the accord. 





Chile’s exports to EFTA countries include numerous higher-added-value products, from factory ships to floats for fishing nets. 





The high per-capita income of EFTA’s consumers make them promising potential customers for Chile’s gourmet food industry.








The Chilean government believes that citizens should participate in the formulation of State policies. Thus, representatives from a cross-section of society were involved in the talks, including academics, workers, businesspeople, consumers, women, environmental activists, leaders of professional and regional associations, and members of indigenous groups.


This policy was also reflected in the so-called “next door room,” in which representatives of the private sector, small and medium-sized businesses, workers and artisans received information about the talks’ progress and were consulted on specific issues.








All of the negotiated tariffs and quotas, without exceptions, will be phased out by the end of the reduction period, which is set at a maximum of twelve years.
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“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 polices and commitment to free trade.”








Robert Zoellick


U.S. Trade Representative


Washington, December 11, 2002
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Did You Know?





The Chilean negotiating team was made up of 75 professionals, including attorneys, economists and diplomats, from a range of government ministries. Among them, 34 were between 25 and 35 years of age, and 18 were women.





Approximately 1,900 Chilean companies sell products to the United States.





Facts





When the FTA enters into force, 95% of Chile’s exports to the U.S. and 90% of Chile’s imports from that country will be free of tariff. 





97% of Chilean industrial products and 82% of the country’s agricultural products will enjoy a zero tariff.





The United States is the leading buyer of Chilean goods on the global market. 





According to preliminary figures, exports to the U.S. in 2002 totaled just over 3.66 billion dollars, while imports expanded to more than 2.56 billion.





Some economists predict that with the FTA, the Chilean economy will grow by an additional 1.5% per year.
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On December 9, 1994, at the conclusion of the first Summit of the Americas, in Miami, the Nafta countries (the U.S., Canada and Mexico) invited Chile to join. “Now we will be four friends,” stated Canada’s Prime Minister, Jean Chrétien.
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Facts





Once the agreement enters into force, an immediate tariff reduction will be granted to 87% of Chile’s exports, with this percentage rising to 96% within ten years.





Chile and South Korea granted far-reaching tariff reductions to each other, setting terms of 0, 5, 7, 9, 10 and 16 years for the elimination of tariffs on Chilean exports.





For South Korea’s products imported by Chile, the tariff reduction schedule is 0, 5, 7, 10 and 13 years. 





This is the first Free Trade Agreement between an Asian and a Western economy, the first for South Korea, and the first to extend across the Pacific Ocean. 





Six rounds of negotiations were held, alternating in Santiago and Seoul, with the final round taking place in Geneva from October 17 to 21, 2002.








 The Trade Agreements





Trade policy is a key component of Chile’s development model. Chile has concluded a wide-ranging network of agreements with countries around the world, giving it access to a potential market of 1.25 billion people and increasing the country’s attractiveness as a platform for investment. 











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





Kim Dae-Jung


President of South Korea


Seoul, November 12, 2002














Ministers Alvear and Eyzaguirre with Robert Zoellick, U.S. Trade Representative.


Washington, December 2002
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Did You Know?





On May 17, 2002, when President Lagos signed the Joint Declaration marking the successful conclusion of negotiations with the EU, the other Heads of State and Government present at the Second European Union-Latin American Summit rose to their feet to applaud “country 16.” 





Denmark was the first EU country to ratify that group’s Association Agreement with Chile.








“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


EU External Relations Commissioner








Facts





On the same day that the trade agreement with the EU entered into force – February 1, 2003 – the first shipment of tariff-free Chilean goods departed for Europe by air: fruit, flowers and fresh fish.





Since then, 91% of EU products have entered Chile without tariffs, while 85% of Chilean exports enjoy tariff-free entry into the EU. 





The EU is also the leading foreign investor in the country, especially in future-oriented sectors such as telecommunications and information technologies. Between 1974 and 2001, capital inflows totaled 17.6 billion dollars.








After 12 years of negotiations, the U.S. and Chile have signed a free trade agreement. It was signed in Miami by Chilean Foreign Minister Soledad Alvear and U.S. Trade Representative Robert Zoellick. Zoellick praised Chile as "an exemplary economic partner."








On January 14, 2003, the Chilean Congress ratified the EU-Chile Political, Economic and Cooperation Association Agreement with an overwhelming majority (only one negative vote and one abstention). And on February 12, the European Parliament ratified the agreement in a nearly unanimous ballot.





Facts





Chile signed Free Trade Agreements with Canada in 1996 and Mexico in 1999. 





Also in 1999, Chile concluded a Free Trade Agreement with five Central American countries. The accord has been in force with Costa Rica and El Salvador since 2002, and it is awaiting ratification in the legislatures of Nicaragua, Guatemala and Honduras.






































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





Since the signing of the agreement with Mexico, approximately 85% of reciprocal trade has been liberalized, while its volume has expanded more than 600%.





The FTA with Canada was Chile’s first with a G-8 country.





The EU, taken as a whole, is Chile’s leading economic partner on the world level. Figures from the Central Bank estimate 2002 exports at 4.29 billion dollars, while imports reached 3.02 billion.











“These agreements are a tribute to Chilean democracy, a tribute to what has been done in these 12 years. Trade agreements of this scope are not signed with countries that do not respect human rights, countries where democracy is an empty word.”





Ricardo Lagos


President of Chile
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