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The recent signing by Chile of several international
trade agreements—a free trade agreement (FTA)
with the United States and agreements with the Eu-
ropean Union, the European Free Trade Association
(EFTA) and Korea—as well as the launch of negoti-
ations with Singapore and New Zealand, have defi-
nitely placed Chile at the vanguard of trade integra-
tion. The wide scope of the agreements and the
importance of the partners suggests that Chilean
trade policymaking has reached a high-water mark,
pursuing a trade policy strategy that began to be im-
plemented at the turn of the 1990s.

The negotiation of bilateral trade agreements is only
one strand of Chile’s trade policy. In fact, the Chil-
ean trade policy strategy is based on “three princi-
ples”

*  Unilateral liberalization and development of the
internal market.

e Active multilateral and regional participation
(World Trade Organization, Free Trade Area of
the Americas, Asia Pacific Economic Forum,
etc.).

*  Wide and aggressive bilateral negotiations.

THE STRATEGY OF THE “THREE
PRINCIPLES”

In the mid-1970s, the economic authorities of the
Chilean Military Government rejected the logic of
import substitution industrialization (ISI). Their
view was that the internal market would grow suffi-
ciently for efficient performance and to allow pro-
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ductive sector specialization. At that time (1973), the
average Chilean tariff was about 100%. There were
also large variations in tariff levels across commodi-
ties, reflecting the logic of offering each sector the
level of protection that would guarantee their in-
come-yield capacity. Internationally isolated after the
military coup and surrounded by a state of general
autarky in the region resulting from the general ap-
plication of ISI, the bilateral option was impossible.
Thus if Chile lowered its tariffs, it would do it for ef-
ficiency gains, but “in exchange for nothing” with re-
spect to the protection tariff structures of other coun-
tries. More than an integration policy, Chile’s
elimination of tariffs was a microeconomic reform
that eliminated internal distortions caused by protec-
tionism.

Unilateral

When the democratic government took over in
1990, Chile’s customs tariff was 15% for all goods.
The process of opening to international competition
had hit several economic sectors hard, but shifting
demand for local products for demand for imports
made feasible the reallocation of resources toward the
exporting sector. Exports had grown at rates exceed-
ing 10% a year, reaching in 1990 a volume five times
larger than in 1975. Convinced of the soundness of
the unilateral strategy, the democratic government
decided to expand it and, in 1991, lowered the gen-
eral tariff from 15% to 11%. Around that time, the
first opportunities for bilateral agreements surfaced,
as the international community was getting ready for
the Uruguay Round of the General Agreement on
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Tariffs and Trade (GATT), which gave rise to the
present World Trade Organization (WTO).

Multilateral

The key role of the WTO in the liberalization of
world trade is not at issue: world trade liberalization
can only be obtained by means of multilateral agree-
ments. The greatest success of the WTO to date has
been to develop a series of basic rules to regulate
world trade and a mechanism to resolve disputes.
These rules are the result of many international nego-
tiations, culminating with the Uruguay Round
Agreements in 1994. The strength of the rules is evi-
dent as they have been strong enough for the institu-
tion to withstand the failures in Seattle (1999) and
Canctn (2003). Chile incorporates effectively the
WTO as a center piece of its trade policy strategy,
but not as an exclusive element. For this reason,
Chile has negotiated and will continue to negotiate
free trade agreements with partners ready to advance
in reciprocal liberalization, within the general frame-
work of the WTO. In this way, when world trade
liberalization via the WTO occurs, Chile will have al-

ready “arrived” at its main markets.

Bilateral

Chile was the first country to react positively to the
“Initiative for the Americas™ proposed by President
George Bush, who in an official visit to Chile (1991)
was talking about a bilateral free trade agreement
(FTA). Nevertheless, more than a decade and three
governments have passed before signing it, if we con-
sider that, on the same year of Bush’s visit, the ex-
perts were starting to meet to explore the long road
that culminated with the signing of a Chile-U.S.
FTA in December 2002. It was under the first Clin-
ton Presidency, when the North American Free
Trade Agreement (NAFTA) between the United
States, Canada and Mexico came into force, that the
first step was taken to start a liberalizing agenda de-

signed to make a free trade area within the 34 demo-
cratic countries of the hemisphere. Soon came the
First Summit of the Americas and with the launching
of the negotiations toward a “Free Trade Agreement

of the Americas” (FTAA), the ship of hemispheric

trade integration seemed to be arriving to port.

Unfortunately for Chile and others, the negotiation
of new free trade agreements beyond NAFTA re-
quired that the United States Congress bestow the
authority on the Executive to negotiate such pacts:
the so-called “fast track” or Fast Track Trade Negoti-
ating Authority, more recently known as Trade Pro-
motion Authority (TPA). This law specifies the sub-
ject matters and the objectives in each for U.S.
negotiators. The Congress in exchange guarantees a
fast Congressional consideration process, without
amendments and within an established timeframe.
The U.S. Congress, after authorizing the Executive
to negotiate NAFTA and the Uruguay Round Agree-
ments, denied for eight years the authority to sign
new treaties.?

Chile’s exports are widely distributed: the United
States, Europe, Asia and Latin America each repre-
sent about 20%. This composition of exports im-
posed the challenge of negotiating agreements with
all the continents, because concentrating on a single
partner would have had created enormous trade di-
version. For this reason, while the United States
could not negotiate because of lack of fast track au-
thority, Chile entered into FTAs with NAFTA part-
ners that did not impose this requirement, with Cen-
tral America and all its neighbors (simpler
agreements), and also associated with MERCOSUR,
ALADI and APEC. Table 1 summarizes this impres-
sive process of negotiations.

Concurrently with these negotiations, Chile contin-
ued participating actively in the WTO and in 19983

1. The initiative was announced in 1990, just after the FTA between U.S.A. and Canada (1989). It was a development agenda which
included economic, trade and political aspects, emphasizing peace, democracy and prosperity as regional objective. It was an updating
of the Monroe Doctrine of “America for the Americans” in a wide political-economic sense.

2. The authorization that Clinton received during his first term resulted in the implementation of the Uruguay Round Agreements and
the NAFTA. It expired in June 1994 and was only given to George W. Bush in August 2002.

3. With the explicit objective of avoiding the trade diversion generated as the result of the associate membership in MERCOSUR

21



Cuba in Transition + ASCE 2003

Table 1. Chilean Trade Agreements

Multilateral Agreements Date Observations

APEC
FTAA
WTO January 1995

Bilateral Agreements Date in Force  Observations

Mexico January 1992
Bolivia July 1993
Venezuela July 1993
Colombia January 1994
Ecuador January 1995
Peru July 1998
Argentina May 2000
MERCOSUR October 1996

Free Trade Agreements
Canada

Mexico

Central America?2

Signed Entry into Force
December 1996 July 1997

April 1998 August 1999
December 1999 January 2002

European Union® April 2002 February 2003
Korea October 2002

United States June 2003

EFTAc June 2003

November 1994 Asia Pacific Economic Cooperation. Regional agreement under negotiation
December 1994 Free Trade Agreement of the Americas. Regional agreement under negotiation.
Uruguay Round of the WTO (Doha Round under negotiation).

Economic Complementarity Agreements under ALADI.

Chile became an associate member rather than a full member.

Under consideration by the Chilean Parliament.

Note: An FTA with Singapore and New Zealand is under negotiation. Bilaterals with Panama and Cuba have been waiting for approval by the Parlia-

ment for several years.
Source: DIRECON

a. Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua.

b. Austria, Belgium, Denmark, Finland, France, Germany, Greece, Holland, Ireland, Italy, Luxembourg, Portugal, Spain, United Kingdom.

c.  Sweden, Norway, Iceland, Lichtenstein.

went even further to open its market by lowering the
tariff in force (11%) by one percentage point per
year, to reach in 2003 the 6% general tariff in force
today.*

CHILE—UNITED STATES FTA

A few days before the summit at Florianopolis (No-
vember 2000) at which MERCOSUR and Chile
were going to discuss a common strategy to confront
the United States in the FTAA, a formal announce-
ment of the re-initiation of FTA negotiation between
Chile and the U.S. was made. President Clinton had
only a few months left in the White House and La-
gos had only been a few months in La Moneda. The
first round of talks occurred some time after the an-
nouncement, even though the real initiation of the

4. The non-preferential tariff.

negotiations had to wait until the new Bush adminis-
tration team was in place. There were negotiations
every month during the whole year 2001, even
though Fast Track had not been authorized. Fast
track was approved—Dby the closest of margins—in
August 2002,5 precipitating the closing of the negoti-
ations in December.

Understanding the FTA text is not an easy task. As
any law, it is constructed and dominated by legal
concepts that specify details that will govern the rela-
tionship between the partners. The composition of
the negotiating teams (50-60 per country) was heavi-
ly weighted in favor of lawyers and economists from
different public departments within the two govern-
ments.

5. There also was a discussion about this in Chile, because there was great concern in the Chilean agricultural sector about negotiating

an agreement with a power that had just approved a very large package of agricultural subsidies. Additionally, the restrictions that the
Trade Promotion Authority legislation imposed on the executive left the negotiation capacity very limited. With respect to the debate in
the United States, just remember that three votes in the Senate and one in the House approved the FTA.
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Table 2.  Chapters in the Chile-U.S. FTA

I. Initial Provisions
Il. General Definitions
I1l. National Treatment and Market Access for Goods

IV. Rules of Origin and Origin Procedures
V. Customs Administration

VI. Sanitary and Phytosanitary Measures
VII. Technical Barriers to Trade

VIII. Trade Remedies

IX. Government Procurement

X. Investment

Xl. Cross-Border Trade in Services

Xll. Financial Services

XIll. Telecommunications

XIV. Temporary Entry for Business Persons

XV. Electronic Commerce

XVI. Competition Policy, Designated Monopolies, and State
Enterprises

XVII. Intellectual Property Rights

XVIII. Labor

XIX. Environment

XX. Transparency

XXI. Administration of the Agreement

XXII. Dispute Settlement

XXIII. Exceptions

XXIV. Final Provisions

Table 3.  Tariff Reductions for Chilean Exports to the United States

Agriculture
Category Total (000US$) % (000US$) % Industry %
Immediate 2,756,482 87.0 865,309 84.0 1,891,173 88.5
2 years 246,542 7.8 — 0.0 246,542 11.5
4 years 5,996 0.2 5,698 0.6 298 0.0
8 years 17,420 0.5 17,401 1.7 19 0.0
10 years 248 0.0 207 0.0 41 0.0
12 years 141,508 45 141,508 13.7 — 0.0
Total 3,161,196 100.0 1,030,123 100.0 2,138,073 100.0
Source: DIRECON, Rosales (2003).
The 24 chapters of the legal text (Table 2), some of  Nuovissimos

them generic and others specific, cover 19 issues,
grouped into seven general areas of negotiation: 1)
Market Access; 2) Trade Remedies; 3) Customs
Rules and Standards; 4) Services; 5) Investment; 6)

Labor; and 7) Environmental Issues.

Market Access

The most significant outcome is the total elimination
of protective tariffs and other restrictions on mutual
trade over a twelve-year period. This longer period is
only applicable to the agricultural sector, because in
two years all non-agricultural trade will be free. Table
3 shows the schedule for phase out of the tariffs.¢ As
it was anticipated, the most important sensitivities
were in the agricultural sector, where full liberaliza-

tion requires a 12-year period.

That the Chile-U.S. FTA is up to date with the mil-
lennium is evident in the commitments on Electron-
ic Commerce, the first agreement in the world with a
chapter that maintains cyberspace free of protective
tariffs and barriers. Both countries commit not to ap-
ply protective tariffs to digitalized products, which
could be sent by electronic means or that are trans-
mitted through other means.

The chapter on Government Procurement is an ex-
traordinary achievement in the negotiation and may-
be the only one that can be guaranteed as pure busi-
ness creation with respect to Chile. Since the 1930s,
the Buy American Act prohibits the U.S. Federal
Government from buying foreign goods. The only
way to change such obstacle to trade and for Chile to
accede with certainty to this enormous and previous-
ly blocked market is by means of this Chapter. The

6. The only exception with respect to the United States is tobacco. Sugar has a special tariff mechanism in both countries.
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agreement actually extends coverage beyond the Fed-
eral Government and to several States.”

Controversial

No part of the agreement was discussed as intensely
as Labor and Environmental issues. Chile did not
want to negotiate them as part of the Agreement, and
preferred a “parallel” solution along the lines of the
agreement signed with Canada, following the NAF-
TA model.® The local business community anticipat-
ed a disaster if these topics were handled within the
agreement and even the Chilean-North American
Chamber of Commerce was opposed to it. The final
result shows the political importance of this issue in
the United States. This chapter was not effectively
negotiated until Congress approved TPA (which in-
cludes it as a sine qua non requirement). At the end of
the day, there is a Labor chapter in the agreement,
and fines (of up to US$20 million) and commercial
business sanctions (as a last measure) are included.

The parties maintained their right to set labor stan-
dards, consistent with international labor standards
of the International Labor Organization (ILO). Both
countries agreed to effectively enforce their own laws
in five specific areas: freedom of association; collec-
tive bargaining; working conditions; forced labor;
elimination of child labor and minimum age to
work.

On environment, the commitments are the same re-
garding effective enforcement of environmental laws,
even though there are no minimum international
standards. Summarizing, any “action or inaction”
with respect to the application of domestic environ-
mental laws is susceptible to a lawsuit, if it harms
trade. Neither party can relax environmental laws to
promote trade or attract investment. The Environ-
mental chapter includes an annex with specific coop-
eration programs between both countries.

The main impact of these obligations will fall on the
Chilean Congress. This new factor will have to be
considered before any modification in labor or envi-
ronmental norms. The corresponding authorities will
also need to be transformed, since they are the ones
in charge of enforcing the law.

Services

Chile assumed a commitment to open widely the ser-
vices market, across borders (e.g. Electronic Com-
merce), as a result of physical movement of the seller
or the buyer (Temporary Entrance), or because of
presence in the territory of the other country to pro-
vide it (Investment). There are commitments of “reg-
ulatory equality,” independent of the provider’s ori-
gin; this means the regulator can not discriminate
because of nationality and must maintain the same
requirements. Commitments regarding transparency
were also included. Thus both countries must con-
sult with each other before changing regulatory mat-
ters and their views must be taken into account.

The assumed commitments on investment ensure
the protection of foreign investments within a de-
fined and predictable framework, with the same
rights and requirements than national investments.
In addition, the investor’s rights are clearly defined,
avoiding frivolous demands of “dreamers” and de-
mands against the State like the ones that destabilized
NAFTA through claims of indirect expropriation. It
is expected that the commitments assumed by Chile,
granting greater certainty and credibility to the pro-
tection and equal treatment of investments, will at-
tract higher levels of U.S. investment.

Capital Flows

Another particularly complex topic was resolved dur-
ing the last days of the negotiations: the attributions
of the Central Bank of Chile in the regulation of cap-

ital flows. The topic is important for Chile, because

7. Total expenditures of the U.S. Government in 1998 were US$1.49 trillion, 32% of the GDP. Federal expenditures on goods alone

were US$35.5 billion and at the state level US$94.5 billion.

8. This, together with the elimination of antidumping, were the most explicit, most important objectives for the Chilean authorities,

although it is not known if it was done for strategic reasons or for conviction. Antidumping is one of the defense mechanisms that the
United States uses and that it can continue applying to Chile since it was not limited in the FTA, although it was limited in the U.S.-

Canada FTA.
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in order to avoid the volatility of speculative, short-
term capital flows, the Chilean monetary authority
applied a reserve requirement that made more diffi-
cult the movement of such capital. The last time it
was applied, between January 1996 and June 1998,
the requirement was 30%, to be reduced to 10%,
and then to 0%. Even though at the time of the ne-
gotiations the requirement is not applied (in other
words, a reserve requirement of 0% was applied) the
ability to apply such requirement is one of the attri-

butions that the law grants to monetary authorities.

The dispute became a great political and academic is-
sue. Chile’s Finance Minister, Nicolds Eyzaguirre,
former Research Director of the Central Bank, trav-
eled to the deciding meeting in Washington. His
counterpart was John Taylor, U.S. Under Secretary
of the Treasury. It was a question of principle for the
United States that there be no restrictions on the
capital movements of its investors. Chile did not
want to diminish the faculties of the Central Bank
and preferred to maintain the ability of the monetary

authorities through the tools already available.

The result was a “creative” formula to preserve both
positions. The Central Bank kept most of its attribu-
tions and can impose restrictions on capital flows for
one year without having to give explanations or com-
pensation. It can also keep them for another year, but
then the U.S. may challenge it through the Dispute
Settlement mechanism of the agreement. Chile could
then establish a cash reserve for two years and, start-
ing the second year, a Panel could determine if the
measure “substantially affects transfers.”

CONCLUSIONS

It took twelve years for Chile to finalize a Free Trade
Agreement with the United States. But Chile did not
waste time during the prolonged negotiations. Chile
signed agreements with all of Europe, its Latin Amer-
ican neighbors, and South Korea, reaffirming its
leadership as an open economy and its development
policy based on export growth. Thus, it diversified its
trading partners and avoided its dependency in any
of them. At the same time, it grew impressively and
consolidated its position as the country with the low-
est investment risk in the region.

With the same degree of patience, Chile will have to
wait another twelve years to see the complete elimi-
nation of U.S. protective tariffs, quotas and other
barriers as a result of the FTA. This long time only
applies to 4.5% of bilateral trade (agricultural trade)
because industrial tariffs will disappear after the sec-
ond year of implementation of the agreement.

The impact of the FTA on the Chilean economy is
uncertain in magnitude, but no doubt positive. The
elimination of U.S. tariff and other protections and
the certainty of zero tariffs in the future, will add val-
ue to exports and will diversify the products basket in
the short and medium term. The effect on invest-
ment can be even greater: as of right now, any U.S.
company that wishes to invest in Latin America will
see in Chile a much more solid and attractive partner
than in any other country in the region.

These achievements are outstanding. It is now in the
private sector’s hands to take advantage of the oppor-
tunities the government has opened for them
through the negotiation of a Chile-U.S. Free Trade
Agreement.

9. The regulations of the Monetary Authority refer to the formal market. Thus, an argument can be made on whether there is a sub-

stantial impediment to transfers.
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