Chile’s path to development
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Introduction
Chile is a long, narrow strip of land between the Pacific
Ocean and the Andes Mountains in South America. Its wide
variety of landscapes and climates make the country rich in
agricultural products and natural resources.
The country is considered one of the most developed in
Latin America and is noted for its political and institutional
stability. It shares the same official language, Spanish, with
all major economies in Latin America but Brazil.
For the past three decades, sound policies have contributed
to steady growth and a dramatic decrease in poverty, with a
strong commitment with free trade and foreign investment.
The country participates in all major trade blocs in the
region, including the Pacific Alliance with Mexico, Colombia
and Peru, and has free trade agreements (FTAs) with most of
the world´s leading economies.
Chile´s financial sector is well developed and has grown
quickly in recent years due to high economic savings rates
and responsible macro-economic policies. The country
has benefited from the presence of large local institutional
investors – mainly private pension funds – which are
sophisticated investors that continuously invest in the local
market. As a result, high-qualified human capital and a solid
regulatory framework are already in place.
Consequently, Chile is an attractive investment opportunity
and is well positioned to serve as a platform for foreign
investors wishing to invest in Latin America.
FDI in Chile
Foreign Direct Investment has grown sharply, particularly
during 2012. The figure of FDI as percentage of GDP for 2012
is the highest in Chile’s history, with a 11.3%.
There are at least four areas in which Chile has achieved
outstanding improvements that help to explain how we are
becoming an attractive regional pole for foreign investment.
These areas are international integration, sound fiscal
and macroeconomic policies, innovative microeconomic
measures and reliability of our institutions.
International integration
Chile is the best evaluated economy in Latin America
and, indeed, one of the best evaluated among emerging
economies worldwide. Its sustained economic growth
and social progress have been highlighted by different
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international organizations and, in 2010, it became the
first South American country to join the Organization for
Economic Co-operation and Development (OECD).
Chile’s open economy, combined with an active policy
of bilateral, regional and multilateral trade agreements,
has underpinned a sustained increase in foreign trade
in goods and services and in the country’s international
competitiveness, consolidating its position as an active
international partner. Just as an example, foreign trade in
Chile was 16% of GDP in 1972 and is 69% in 2012.
Chile’s 22 trade agreements, covering a total of 60 countries,
have expanded its domestic market of 16.8 million
inhabitants to one of over 4,300 million potential consumers
around the world (representing 86% of global GDP and 62%
of the world’s population). These agreements include China,
United States, the European Union, and several countries
among APEC members, just to name some.
Nevertheless, Chile is still expanding its commercial
networks, through negotiating an extension agreement with
India and recently concluded negotiations with Thailand
and Vietnam. Perhaps even more important is Chilean
active participation in the Trans-Pacific Partnership (TPP)
negotiations, which aims to further liberalize the economies
of the Asia-Pacific region. Finally, Chile is a founding member
of the Pacific Alliance with Colombia, Mexico and Peru, which
Panama and Costa Rica will probably join in the near future.
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This agreement promotes economic integration within its
members.
As a consequence of the previously mentioned trade
agreements, Chile has an average effective tariff below
1%. This reflects Chile´s strong commitment to trade
liberalization.
Sound fiscal and macroeconomic policies
Fiscal discipline is one of the pillars of Chile’s solid economy,
with an independent central bank. Its fiscal accounts have
shown sustained stability, only temporarily interrupted in
2009 when, as a result of the international crisis, revenues
dropped and government spending was increased through
a fiscal stimulus plan worth US$4,000 million that, according
to the IMF, was one of the five largest in the world relative
to GDP.

Central America/Caribbean region. As Chile’s best indicators,
the Heritage Foundation highlights property rights,
investment freedom, monetary freedom and government
spending. Chile continues to be a global leader in economic
freedom. Flexibility and openness have equipped Chile’s
small economy with a strong capacity to adjust to external
shocks. Facilitating entrepreneurial activity and sound policy
choices grounded in a strong commitment to economic
freedom have ensured economic dynamism. In addition,
Chile was ranked 37th in the Doing Business index from the
World Bank.
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In 2010 we faced one the largest earthquakes ever recorded.
Nevertheless, in the period 2010 - 2012 Chilean GDP growth
averaged 5.9%; in 2012 we actually had the highest GDP
growth rate among OECD countries.
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Microeconomic reforms
Chile’s economic freedom score is 79, making its economy
the 7th freest in the 2013 Index of Economic Freedom from
The Heritage Foundation. Its overall score is 0.7 point better
than last year, mainly due to improved scores in investment
and business freedoms. Moving forward towards being
one of the 10 freest economies of the Index, Chile enjoys
the highest degree of economic freedom in the South and
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Unemployment has decreased to around 6% percent since
late 2012, and almost 900,000 jobs have been created on the
last three years. Besides, inflation has been kept low; in 2012,
it was only 1.5%.
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“Fiscal discipline is one of the pillars of Chile’s solid economy, with an independent
central bank”

Chile’s position in both rankings has recently been improved
due to specific initiatives from institutions such as the Ministry
of Economy. These initiatives include the Competitive
Boost Agenda, a set of 60 measures aiming to foster
competitiveness, the reduction in starting a business from
27 days in 2010 to only one day in 2013, and the successful
program Start-Up Chile, created to attract world-class early
stage entrepreneurs to start their businesses in Chile.
For Chile, innovation is a key element towards reaching
development. That is why the Ministry of Economy launched
in 2013 the Year of Innovation, which encompasses a set
of activities related to innovation, such as the program
ImaginaChile, which rewards creative ideas to improve Chile.
Reliability
Chile and its institutions are reliable in many ways.
Chile is a safe and reliable place in which to do business. For
a long time risk ratings agencies have kept their high ratings
for Chile, based on its low level of public debt, the health of

its financial system and its solid institutions. In fact, Fitch
Ratings has ranked Chile with an A+, S&P with an AA- and
Moody´s with an Aa3.
Chile is known for its transparency and this is reflected
in international rankings that highlight the low level of
corruption in the country and, particularly, its public
finance, due to government efforts to raise standards in
public administration. In Transparency International’s 2012
Corruption Perception Index, Chile reached a score of 7.2
points, ranked among the 20 best-placed economies out of
the 176 countries included in the Index. Chile has maintained
a stable rating in recent years, leading among Latin American
countries and enjoying the transparency standards of a
developed country.
With the rule of law strongly maintained by an independent
and efficient judicial system, prudent public finance
management has kept public debt and recent budget
deficits under control.
Reliability is also related with the impression of the country
abroad. According to the Country Brand Index, from
FutureBrand and AméricaEconomía, Chile as a country brand
is ranked 34th on a global basis and 4th in Latin America.
Conclusions
In brief, we expect to become the first country in Latin
America to reach development, based on an open and free
market oriented economy together with a modern and
stable democracy. ■

For further information visit:
www.gob.cl/english/
www.foreigninvestment.cl
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