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FOURTH PART

DEVELOPMENT CHALLENGES FOR DEMOCRACY

CHAPTER VI
EXPORT DYNAMISM AND ECONOMIC GROWTH SINCE THE 1990s*
The nineties marked a new stage for Chilean trade policy. Export dynamism was encouraged by a more comprehensive policy that combined both the principles of an open economy and free trade and integration agreements with several countries or groups of them; at the beginning, particularly in Latin America, and subsequently with diverse developed countries and other emerging regions. This strategy was implemented in a new economic environment characterized by high domestic investment and overall growing productivity, especially until 1998.

In all, in the nineteen-year-period (1990-2008), a 7.9% average expansion of exports was associated with a relatively vigorous GDP growth averaging 5.3%. These figures are in sharp contrast with the 10.7% and 2.9%, respectively, recorded in 1974-89 in Chile; interestingly, the two latter figures are not too different with respect to the growth of exports (6.9%) and GDP (3.2%) exhibited by Latin America in 1990-2008. The contrast with the Chilean economy is focused in the advantage taken by Chile in 1990-98, and is associated with differences in the macroeconomic environment, particularly the quality of exchange rate and capital account policies. 
In section 1 the trade policy approach since 1990 is examined, emphasizing the role of the series of free trade agreements and the evolution of exchange rate policy. Section 2 describes the general performance of Chilean exports, in terms of both the basket of products and markets of destination and their diversification. The interaction between exports and foreign investment is examined in section 3. The changing relation recorded between the evolution of exports and of economic growth is explored in section 4. Finally, some concluding remarks are presented in section 5.
1. Trade policies since 1990


The economic team that took office in 1990 maintained the basic principles of the 1980s trade policy. Principally, the economy remained open to trade, and there was continuity in terms of maintaining a uniform nominal import tariff rate toward the rest of the world. The rate of 11% established in 1991was held up to 1999, when a gradual unilateral reduction of 5 points was initiated, reaching 6%  from 2003 to date. However, at the same time, numerous free trade agreements were launched, involving import liberalizations accompanied by increasing market access and tariff preferences for exports to trade partners. Undoubtedly, the net balance for Chile of this innovation differs from a unilateral liberalization: liberalization of imports from partner countries came together with liberalization of the access of Chilean exports to the markets of those partners.


On the other hand, macroeconomic policies were substantially modified, in a significant reform of the reforms in the early 1990s (see chaps. I and VIII). As a consequence of the macroeconomic reform, especially in 1990-95, (i) a more stable real exchange rate stimulated exports with higher value-added and (ii) an environment was generated in which the overall economy was placed closer to the productive frontier. As a consequence, the rest of GDP --what we call non-exported GDP-- recorded a notably higher growth rate than in previous periods. Then, an outstanding outcome was that the rather vigorous growth of exports was achieved pari passu with a vigorous growth of GDP until 1998.

During the 1990s there were significant changes in the international environment faced by Chile. The entry into force of the World Trade Organization (WTO, which includes China since 2001) in 1995 implied changes in diverse trade policy instruments. Chile adjusted to the new rules of the multilateral system; especially relevant was the dismantling of the simplified drawback that had been benefiting, effectively, non-traditional exports (see Agosin, et al., 2009). At the same time, an explosion of bilateral and regional trade agreements has taken place, which has fragmented international trade. Particularly, in 1994, the North American Free Trade Agreement (NAFTA, including Canada, Mexico and the U.S.) modified relations between the United States and Latin America, stimulating a wave of agreements of this type in the region.

These bilateral or regional agreements, have allowed to Chile to rely on a (imperfect but effective) stabilization of the application of the rules that govern trade (see DIRECON, 2009). Many non-tariff restrictions have been deleted, while limiting the capacity of partner countries to adopt restrictions against Chilean exports in periods of crisis; they have provided mechanisms to solve controversies in case a country acts in opposition to the assumed commitments or the commercial interests of Chile. At the same time, they have implied continuing the opening of international markets independently of the multilateral negotiations of the WTO; a costly counterpart has been the implementation, forced by the Uruguay Round and some agreements, of a reform agenda that limits the space for productive development and counter-cyclical macroeconomic policies in developing economies (see Rodrik, 2001b). 
a) Toward a “reciprocated” trade policy


An outstanding feature of Chilean trade policy in the 1990s was the search for preferential agreements to expand access to export markets. The new political conditions allowed a turning point in the Chilean approach, moving from an across-the-board indiscriminate unilateral opening, toward a strategy that also included preferential free trade agreements (FTAs) subject to reciprocity. Actually, today, the bulk of Chilean exports receive the preferential treatment of a free trade agreement (DIRECON, 2009).
Since the Chilean economy already exhibited a wide trade openness, the benefits from further unilateral liberalization were estimated to be small in a world where trade areas and economic blocks were increasingly important. Advancing toward economic integration with Latin American countries -- already returned to democratic regimes-- was seen as a way to be an actor in globalization, a process named open regionalism. In particular, it was considered that exports to the region would tend to be more intensive in non-traditional products, acquiring new comparative advantages with a higher share of value-added.

As a result of the active trade policy, economic complementarity agreements were signed with countries of the Andean Community; that is, Bolivia (1993), Venezuela (1993), Colombia (1994), Ecuador (1995), and Peru (1998). With MERCOSUR (Mercado Común del Sur) –the main Latin American market that then included Argentina, Brazil, Paraguay, and Uruguay– an agreement was signed in 1996. A broad agreement was reached with Mexico in 1991, which was deepened in 1999. Likewise, in February 2002, there entered into force the FTA with Central America (including Costa Rica, El Salvador, Honduras, Guatemala, and Nicaragua).

Intensifying the linkages with other regions and developed economies was another ingredient of foreign policy. In 1994, Chile entered the Asia-Pacific Economic Cooperation Forum (APEC) enhancing its trade relations with this dynamical region. In 1997, a comprehensive free trade agreement with Canada was reached; it must be stressed that, among its positive features, it included a special clause to allow the use of capital controls by Chile. As a consequence of the contacts developed in the nineties, a comprehensive agreement with the European Union  came into force in 2003 (with a much broader coverage than FTAs), and a FTA was signed with the United States in 2004. Since then, a series of agreements with many other countries or groupings of them have taken place, including China, India, Japan, and Korea (see DIRECON, 2009).

In all, restrictions and tariffs faced abroad by Chilean exporters have been sharply reduced. The average nominal tariff paid was 0.4% in 2008, a drop of 88% with respect to the “most favored nation tariff”. In the case of the two larger world markets --the European Union and the United States—the agreements included the immediate elimination of tariff barriers for a large number of products. In fact, the percentage of exports facing zero duty rose from 74% for the European Union, and 70% for the United States, before the agreements, to about 85% at the beginning of each agreement, and to 97% in 2008.
 For the remainder products a gradual reduction of tariffs is contemplated and, in several cases of remaining duties, there are quotas for sales free of duty. In the case of the European Union the maximum term for full liberalization is ten years, while in the case of the United States is twelve years. 

These agreements are relevant for Chile since they are with the major markets of the planet, which are relatively closed to the emergent economies due to their protectionist practices. Both the European Union and the United States use tariff escalation –tariffs that increase as the value-added of the items rises– thus discouraging the expansion of up-graded exports to these markets.

The natural counterpart of trade preferences benefiting producers of exportables are the preferences granted to imports from partner countries. The intensified liberalization via trade agreements has meant that the average nominal tariff actually paid by importers is notoriously lower than the uniform 6% in force. By 2005, the tariff actually paid averaged 2.1%, while in 2009 it was less than 1%. Naturally, the reduction of actual tariffs, together with a real exchange rate appreciation in 2005-09, has discouraged the production of import substitutes.
 But, at the same time, it has reduced the costs of imported inputs and capital goods for the production of exportables.  With the trade agreements new opportunities for Chilean exports are opened, especially for non-traditional items with higher value-added. But costs also arise (such as the loss of tariff revenue and the, at least transitory, unemployment resulting from the crowding-out of local producers of importables). 
One of the more troubled points of the negotiations with the United States refers to the room for Chile to apply capital controls. Finally, Chile preserved the right to impose controls on short term financial inflows. The agreement provides that Chile will incur no liability and will not be subject to claims for damages arising from the imposition of restrictive measures that were incurred within one year from the date on which the restrictions were imposed. Consequently, Chile kept policy space, but in a reduced term. In fact, it curtailed the degrees of freedom for Chile to handle, freely and in a transparent way, its financial linkages to the rest of the world and, consequently, its domestic real macroeconomic stability.
b) Domestic incentives

At the domestic level, Chilean trade policies in the 1990s faced a quite different context to that of the 1980s. GATT rounds and the subsequent rules of the WTO restricted the use of subsidies to exports; this is particularly relevant for developing countries in the process of acquiring new comparative advantages. Therefore, the use of both simplified tax rebates (reintegro simplificado) and the deferred payments of customs duties on imports of capital goods –instruments of great effectiveness and efficiency in the 1980s and 1990s– were limited and scheduled to gradually disappear, because they were declared non-compatible by the Uruguay Round Agreements. Consequently, by 2004, fiscal expenditure under the simplified rebate was already negligible (fading away to only US$ 2 million, while in 1998 it had reached a peak of US$ 200 million). Although the simplified drawback is supposed to be a refund of tariffs paid by exporters on their imported inputs, the instrument was in fact a subsidy on non-traditional exports; the reimbursement received by exporting firms usually exceeded the tariffs paid on their imported inputs.
The subsidy implied by the simplified drawback had several interesting features, which made it an efficient tool for up-grading the quality of exports, as tested by Agosin, Larraín and Grau (2009). In lieu of having to apply for a drawback of duties paid on imported inputs, small exports started receiving a 10% subsidy on the value of their exports. When the entire tariff line (defined at the eight-digit SITC level) surpassed a certain threshold the subsidy disappeared. Since 1991, instead of an abrupt elimination of the subsidy, three rates began to be used: 10% for annual exports below US$ 10 million, 5% for exports between US$ 10 and 15 million, and 3% for exports between US$ 15 and 18 million. As a follow-up to the Uruguay Round Code on Subsidies and Countervailing Duties, in the mid 1990s, even though no complaints had been received from trading partners, the government declared its existence as a subsidy to the WTO and committed to dismantling it, which it finally did in 2003. 

In modern terms, the mechanism worked as an effective way of subsidizing self-discovery (Hausmann and Rodrik, 2003) and letting the market select the sectors to benefit  from the incentive. The fact that the continuation of the subsidy depended not on exports from a specific firm but on all firms exporting the same product discouraged rent-seeking and ensured that it was in effect a subsidy to infant exports (Agosin, et.al., 2007). Additionally, in contrast to the standard drawback, which encourages the use of imported components, it encouraged domestic value-added; it was restricted to exports with less than 50% of imports, which paid taxes on their imports and received a fixed percentage subsidy on the revenue returned to Chile. The research available shows that the incentive was effective in diversifying exports, and discovering new comparative advantages, particularly in the early 1990s.
 

During the 1990s the authorities developed other efforts to promote exports by seeking to correct more directly some market failures. The main programs, managed by the Chilean export promoting institution, PROCHILE, provide information to exporters and support activities fostering Chilean products in new markets, launching a campaign to create a positive image of the country. Corporate groups are stimulated to form associations in order to promote their products and to perform activities that allow a better knowledge of markets.
 These policies have been successful in terms of easing market access to participant firms (Álvarez and Crespi, 2000). The growth of exports quantum continued to be vigorous during the 1990s –around 10% per year– similar to that of the Pinochet regime. Nevertheless, it lost dynamism from the late 1990s, as documented in section 2.
c) Exchange rate policy and the new capital surges
During most of the 1990s, a crawling-band exchange rate regime was maintained, but with much intensified activism. In line with the experience of other emerging economies, Chilean authorities had to deal with a sharp private capital surge that heavily influenced the exchange rate in the opposite direction to the 1980s depreciating pressures. Chile's real exchange rate tended to appreciate in response to a large supply of capital inflows toward LACs during the first half of the 1990s (see chap. VIII). However, due to the counter-cyclical policies implemented by Chile, the actual appreciation was notably more moderate than in other LACs; measured in a comparable way by ECLAC methodology, by late 1994, just before the Tequila crises, the Chilean RER had appreciated only 4.1% with respect to the average of 1987-90, while in Latin America (weighted average of sixteen countries) it had appreciated 23%.
 Additionally, since Chile was coming out of the severe debt crisis of the 1980s and its productivity was increasing faster than that of its trade partners, there was space for some relative appreciation in a movement toward equilibrium, rather than the destabilizing RER misalignments brought about by excessive appreciation in most of the region.

As witnessed by the moderate current account deficit (2.3% of GDP in 1990-95), the appreciation recorded in Chile was actually equilibrating, consistent with net increases in productivity and the improvement in the terms of external debt. The behavior of the RER responded to a very active public policy, coordinated between the Central Bank and the Ministry of Finance. In fact, significant modifications were introduced to exchange rate policy to resist the appreciating trend; among them, the official exchange rate became pegged to a basket of currencies, rather than just the US dollar, in order to deter speculative capital inflows predominantly in dollars, and the Central Bank actively intervened in the foreign exchange market, including intra-marginal intervention (within the band). Furthermore, taxes and unremunerated reserve requirements were applied to foreign loans and deposits to soften the external supply in the face of capital surges, in such a way that the share of short-term capital inflows was actually reduced. An explicit goal of avoiding an excessive RER appreciation and instability was protecting the export model and its contribution to economic development (Ffrench-Davis, Agosin and Uthoff, 1995; Zahler, 1998).


However, prudential macroeconomic policies lost their strength in the second half of the decade, when a larger capital surge seeking the Chilean markets was not faced with a timely and proportional reaction of the Central Bank. Therefore, the overflood by  inflows led to a real appreciation of 15% between 1995 and October 1997, whereas the current account deficit jumped to 4.8% of GDP in 1996-97 (see chap. VIII, table VIII.2).


The Asian crisis meant a sizable capital outflow and subsequent depreciating pressures. The Central Bank resisted them by narrowing the band and raising interest rates sharply up to September 1999, when the exchange rate was left to float freely. This change of regime allowed the correction of the over-appreciated real exchange rate, but it did imply introducing higher volatility,
 harmful for the objective of maintaining real macroeconomic stability and for enhancing the contribution of exports to a vigorous and sustained economic growth. In the subsequent years, exchange rate instability prevailed, with sharp devaluations through 1999-2003 and sharp appreciations in the course of 2004-07, followed by sharp ups-and-downs during 2008 and 2009. As said, that is a pervasive feature for up-grading the quality of exports. 
2. Export performance

There are diverse export indicators that are relevant for understanding their role on development. In this section I examine the evolution of export value, volumes and prices, as well as the evolution of the export composition (diversification) or "quality".
a) Quantum
Exports quantum of goods continued to grow strongly along the 1990s. This expansion was mainly explained by non-traditional exports, with an annual increase that averaged 14.1% in 1990-98, while copper and non-copper traditional exports grew by 9.4% and 5.5%, respectively.  
[Table VI.1]
Export dynamism remained strong despite the real exchange rate appreciation recorded during the second half of the decade (see table VI.2, and chap. VIII, figure VIII.1). Four factors contributed to this positive outcome of exports. First, world trade was more dynamic during the 1990s. After the stagnation of world trade in the early 1980s, since 1984 it recovered speed, and during the 1990s the volume of world trade expanded 5.7% annually. Second, Chile gained access to new markets under preferential access thanks to the several trade agreements. Third, the record domestic investment ratio of the period allowed a great increase in productivity and external competitiveness. Fourth, it must be kept in mind, on the one hand, that a major part of the moderate exchange rate appreciation of the first half of the 1990s was an equilibrating movement after the currency drought of the 1980s and, on the other, that during those years there was a deliberate policy to protect the export development model through prudential management of the capital account with positive lagged effects on the second half of the 1990s. 

Table VI.2
In all, the 9.9% growth of the volume of exports of goods and services in 1990-98 was vigorous in comparison with the eighties (7.8% in 1982-89) and, in particular, with respect to the world trade growth average in the decade (5.7%). The trade boom was interrupted by the Asian crisis that hit the Latin American economies in 1998-99. It implied a sharp negative terms of trade shock, which strongly reduced the export value, especially in traditional items. The value of non-traditional exports, on the other hand, exhibited strength during the crisis; commodities were the main victims in this period. The vigorous growth recorded by that group of exports, from their new take-off in 1984, explains why their set matched the value of copper exports in the late 1990s.

However, after the exceptional growth of the quantum of non-traditional exports since the 1970s, their dynamism has experienced a significant deceleration: annual growth averaged 21.7% in 1986-89, 14.1% in 1990-98, and 8.6% in 1999-2007 (see table VI.1). The real exchange rate appreciation during the second half of the 1990s and the persistent instability from there on, appear as the main cause of the declining competitivity of non-traditional tradable sectors (Díaz and Ramos, 1998). Econometric estimates (Moguillansky and Titelman, 1993) of the price elasticity of the Chilean export supply with respect to the real exchange rate across industries, supports this hypothesis. The research indicate that movements in the RER have differentiated effects, depending on the type of good exported, and that a persistent real depreciation (instead of instability and appreciation) tends to have a positive (negative) impact on the volume and diversification toward higher value–added. Thus, it is likely that a depreciated and stable real rate constituted a strong incentive for investment in exporting sectors, for basket diversification and the fortification of its pulling-up effect on the rest of the economy; and vice versa for periods of overvaluation, due to a mix of financial volatility and lack of counter-cyclical exchange rate policies.
Slowing of the diversification of exports toward non-traditional items explains most part of the drop in the overall rate of expansion of exports. In fact, since the late 1990s, the volume of exports has shown a deceleration; initially, directly, due to a drop of the Asian demand, and an overall depressed world demand with a terms of trade deterioration. These factors, together with exchange rate volatility, have likely weighed more than the significant real depreciation recorded between 2000 and 2003 (years of recession and uncertainty); anyway, soon after there came another stage with deep appreciation since 2004 (see table VI.2).
 The pervasive feature of RER instability prevailed, in that when optimism reigns during capital surges or booms, the exchange rate appreciates, thus discouraging the production of tradables, while in recessive periods the RER is sharply depreciated but the macroeconomic environment and liquidity constraints are discouraging for most productive investment.
Already for a decade, the quantum of exports was moving on a plateau,  that even though it was “respectable”, worked sharply below that of the previous decade. Additionally, progress in the upgrading of exports was weakened. The poor foreign exchange policy shared a major responsibility, but there also were structural factors behind the decaying export dynamism. 

Despite the weakening recorded since the late 1990s, in the nineteen years from 1990 to 2008, exports of goods and services expanded 7.9% annually. That was a significant record; however, its contribution to overall productive development and wellbeing was not that significant, an issue that needs to be addressed by substantial corrections in macroeconomic and productive development policies.
b) Export prices and terms of trade

The real evolution of trade prices has three types of significant effects in the domestic economy: (i) on private and social returns of each sector; (ii) on disposable national income that a given volume of exports contributes, and (iii) on the domestic macroeconomic environment, through exchange rate, monetary and fiscal effects.
Chilean exports are highly concentrated in traditional natural resource-based products. A distinguishing characteristic of this kind of products is the great volatility of the prices, not only of copper, but also of other items such as cellulose, fishmeal, and molybdenum (see box VI.1). Naturally, not all prices always move synchronously; thus, although they have great individual fluctuations, the average price of the set of exports is less unstable. Nonetheless, in practice, there is a significant synchronization or contagion of fluctuations, even with imports (for example, copper and oil prices in recent years). This is an effect of the intensive globalization of volatility.
(Box VI.1)

For developing economies, many export prices constitute a given parameter (this is the common assumption for "small open economies"); then, price fluctuations are a consequence not of domestic policies but of international markets forces. Notwithstanding this, several developing countries have become large producers of some commodities (thus influencing international prices), as is the case with Chile for copper, molybdenum and salmon. As documented by Agosin (1999), Moguillansky (1999), and Sachs, Larraín and Warner (1999), the impressive growth of copper output exhibited in 1995-99 (rising 15.1% annually, and more than doubling in the quinquenium) was not sustainable, due to both investment constraints and the fact that markets were becoming limited for Chile. In that sense, too high a growth in the production of an item for which world demand grows slowly (in the case of copper, then rose about 3% per year), can negatively affect the average price received, damaging the profitability of the activity and the economic rent captured by Chile. Indeed, the copper price was remarkably depressed in the following years; for instance, by late 2002 a pound of copper was selling at less than US$0.60. After, as usual, a new cycle followed with significantly high prices of commodities in 2005-08, averaging US$3.23 in 2007. It was followed by a sharp (though very short, on this occasion) new recessive cycle that started in the course of 2008 (see chap. IX, figure IX.3). For that reason, it is so relevant to diversify the exporting basket towards greater value-added, as well as keeping a stabilization fund of copper revenue as the government has done.
c) Diversification
Table VI.3 summarizes the overall diversification achieved by Chilean exports. Between 1990 and 2008, the number of markets of destination increased from 129 to 190 countries (nearly all countries in the world). In turn, the number of exporting firms increased from 4,100 to 8,240 in the same period;
 however, the degree of concentration is  notable, as fifteen firms captured nearly 60% of total sales in 2008. The number of products sold abroad increased notably too; although, still, ten items (out of over 5,000 items exported) represented as much as 69% of the total value of goods exported.

The concentration of the Chilean exporting basket is also remarkable in an international comparison. The Herfindahl-Hirschman Index (HHI), a measure of exports concentration that takes values between 0 and 1 (where 1 represents maximum concentration), places Chile far more concentrated than other developing and developed nations. According to UNCTAD figures, in 2000-05 the index averaged 0.289 for Chile, whereas Latin America averaged 0.273. The index for developing economies like Korea and Taiwan recorded 0.156, whereas the G-7 developed nations averaged 0.099. In table VI.3 it can be observed that Chile appeared to be worsening in 2005 (0.345) and further in 2008 (0.383), due to the increasing share of copper in total exports, as a consequence of the high copper price. Table VI.3 presents a “corrected” HHI Index, re-estimated with a trend price of copper. Nevertheless, even normalizing with a trend copper price, the corrected index (re-estimated to 0,258 for 2008) shows that Chilean exports are comparatively concentrated, notwithstanding that after the step back during the contagion of the Asian crisis, they continued to improve, though slowly.
[Table VI.3]

Table VI.4 depicts product diversification by markets of destination. The first column shows that, despite diversifying in recent decades, Chilean exports continue to rely heavily on natural resources. In fact, it can be seen that manufacturing exports also include a high share of commodity-intensive goods. Nonetheless, there is a trend toward more manufactured goods and several non-traditional natural resources. The classification in table VI.4 signals that the percentage of natural resource-based exports decreased from 95% in 1983-89 to 90% in 2004-08, but they still cover a notably high share.
 This feature is not surprising because Chile has a rich endowment of natural resources combined with geographical factors that provide strong static comparative advantages. Nevertheless, this dependence on natural resources and the limited value-added of manufactures also underlies the price instability faced by Chilean exports and the low dynamism of the demand for its exporting basket. Additionally, it verifies that there have not been effective, systematic, and powerful efforts to change in a more significant way the inertia of this composition.
[Table VI.4]

The geographic distribution of Chilean exports exhibits a significantly larger diversification than in previous decades. The European Union share has been falling strongly from 37% in 1983-89 to 24% in 2004-08. The United States also diminished its share from 21% to 14%, whereas Latin America receives 18% of Chilean exports, associated with several trade agreements covering the vast majority of the markets of the region.  
Likewise, the Asian markets increased strongly its share in the first half of the nineties, becoming as a region the principal destination for Chilean exports. The group Asia (10) doubled its participation in 2004-08 (to 10.8%) with respect to the average in 1983-89, whereas Japan exhibits the same 11%. The sharpest change took place with China, which jumped from 2% to 12%, concentrated solely in natural resources. The share of Asian markets suffered a setback in 1998 as a result of the crisis that originated in that region. Nevertheless, the fast recovery of the East Asian nations and the strong expansion of exports to China made this region by far the most important, taking 34% of exports in 2004-08 (adding together China, Japan, and the other Asia 10 countries).
The negative effects of the Asian crisis were multiplied in Latin America, since it found several countries in a financially vulnerable situation. Especially, by 1998 the international capital markets had "dried off", provoking severe crises in several countries, which was translated into a "half lost decade" for the continent in 1998-2003, with a negative per capita growth (-0.3% per year). The most dramatic case was that of Argentina, whose GDP fell 18% in 1999-2002. Evidently, the regional market became notably restricted for Chilean exports, with a diminishing participation from 24% in 1998 to 18% in 2004-08. Among Latin American destinations, Mexico has been the most dynamic, with a growing share in both total exports and manufactures.
Actually, as was analyzed in chapter V, the composition according to geographic markets indicates that manufactures (with higher value-added) are sold principally on Latin American markets, whereas commodities are exported principally to the developed countries and China; in 2004-08, nearly one-half of exports to the region, including MERCOSUR, were manufactured as compared to 10% of total exports. Furthermore, table VI.4 shows that the higher the degree of manufactures elaboration the larger tends to be the participation of LACs. On the other hand, only 11% of primary goods have intra-regional trade as their outlet. Thus, Latin American countries play a crucial role in the diversification of Chilean exports toward manufactured products. This diversification has been closely associated with the significant trade liberalization of the region, including numerous regional trade arrangements.  

The question remains, however, as to the sustainability of Chile's manufacturing export growth. On the one hand, much of the demand for these products continues to depend on the Latin American region's economic growth performance, macroeconomic sustainability, and exchange rates favoring intra-regional trade; a crucial variable is the correction of the Chilean foreign exchange policy. On the other, it also depends on the strengthening of productive development policies focused on building capacity in goods and services more intensive in value-added and innovation, as discussed below. Con ello se aprovecharían mejor las oportunidades que ofrecen los numerosos acuerdos comerciales firmados con países de diversos grados de desarrollo.
3. Exports and foreign investment
One desirable effect of FDI is its contribution to export development. Besides the intrinsic advantages that the expansion of exports could have, there are at least two reasons why it seems desirable to link them to FDI.
First, from the point of view of the balance of payments it is necessary to take account of the long-term equilibrium between the supply and demand of foreign currency. Though capital inflows generate an increased supply of dollars in the short run, this situation may not necessarily be permanent; it depends on how much of this supply is allocated to the production of tradables; even more, the profits earned will be repatriated, and then the capital will follow. That is, FDI inflows also become a liability for the host economy and, therefore, it must generate the resources to pay itself. Naturally, exports are the only sustainable source of foreign currency in the long run. Consequently, for the foreign exchange market it makes a great difference whether inflows are directed to creating new capacity instead of acquiring existing firms, and in the case of creation, whether they are allocated to the production of tradables or to non-tradables. In large, developed, economies with deep capital markets this might not be a relevant issue, but in emerging and small economies it has been quite relevant, as the case of Chile demonstrates.
Second, the space for trade policy to stimulate export development, as discussed above, have experienced a great tightening in the past decades. The WTO agreements have imposed narrow limits on the use of incentives to exports. Thus, some selectivity in FDI is outlined as one of the most important mechanisms available in the future, to upgrade the quality of exports (Agosin and Bravo-Ortega, 2007);
 in the 2000s, the authorities were moving in this direction.
There are two opposite effects of FDI on exports. On the one hand, there is the direct and positive impact that foreign capital can have in the development of sectors geared to external markets and, on the other hand, there is the indirect effect on the foreign exchange market; that is, the exchange rate appreciation resulting from capital inflows and its negative impact on the competitiveness of exports. In the case of Chile, the trade pattern has been strongly affected by FDI in its dual role. In fact, FDI has significantly contributed to the growth of Chilean exports,
particularly in copper output.
 These larger inflows, in turn, were partially responsible for the peso overvaluation in 1996-98. This process had not only negative macroeconomic consequences (see chapter VIII), but also productive effects because of the Dutch disease affecting several tradable sectors, especially non-traditional exports which are more elastic to the level and stability of the RER (ECLAC, 1998, chap. IV).
 
These facts highlight the importance of a comprehensive set of policies to ensure a sound export development, more diversified, with higher value-added and with a dynamic international demand. An active exchange rate policy and coherent productive development policies, are absolutely necessary for a successful outcome. This approach started to take form in recent years, departing from the “policy neutrality” inherited from the Pinochet dictatorship. CORFO developed a program to attract FDI in information and communications technology. More significantly, beyond FDI, the government has selected seven areas on which to focus public support in order to build productive clusters around them. I return below to this relevant progress for policy space. 
4. Exports and economic growth

Exports have been frequently called the engine of Chilean economic growth. The growing share of exports in GDP has been a transmission channel of externalities resulting from exposure to foreign markets. The direct incidence, however, is not easy to estimate quantitatively and research on this issue is limited.
 In this section I concentrate in two issues. In the first place, to identify the actual weight of exports in the domestic economy, because that is the main determinant of how much their evolution directly affects GDP: for example, a 10% increase in a component with a weight of 30%, gives a direct 3% change in GDP. Then follows an analysis of the “microeconomic” interrelation between exports and the growth of productive capacity. Finally, a macroeconomic interrelation between exports and the rest of GDP, which has been  very influential on the rate of economic growth, is examined. 
a) What is the real weight of exports?
It is commonly repeated that foreign trade represents around 60 or 70% of the economy. That is based on adding exports and imports and dividing them by GDP. In practice, exports are part of GDP, but imports are part of domestic expenditure and belong to the output of the rest of the world. Additionally, it is necessary to differentiate between gross exports (which are the figures we normally observe) and net exports. The former corresponds to the total value of exported output (reported in the trade balance and national accounts), while the latter discount the imported content of exports and, therefore, reflect the actual direct value-added contributed to GDP.
 
Alternative measures of the ratio between gross exports and GDP are presented in table VI.5. In the period 2004-09, for example, they represented 43% of GDP measured at current prices, 48% in 1977 prices, and 39% in 2003 prices. The resulting ratios depend on the level of the RER and relative prices of exports in the respective base year of national accounts; both variables have been extremely unstable.

[Table VI.5]

In 2003 prices, the  present base year of National Accounts, gross exports of goods and services represented, as said, 39% of GDP in 2004-09, while net exports --that is the value-added by exports to GDP, which is a sum of value-added by all sectors of the economy--,  shares less than 30% of GDP. But, still, it is a very significant weight, and has been rising vigorously from 9% in the 1960s.
b) Bases for export-led growth
The pulling capacity of exports on the rest of the domestic economy is associated with the linkages between exports and national development. Undoubtedly, there was progress in the past decades, since together with traditional natural competitive advantages, there was also a development of dynamic advantages (many of them natural resources-based).
There are arguments for additional diversification towards goods and services with greater degree of elaboration, beyond purely natural resource-intensive products. To achieve progress on this issue is an important challenge. First, the fact that a high share of Chilean exports are still concentrated in primary goods means that the economy as a whole becomes highly vulnerable to the intense commodity price fluctuations. Second, the long-term dynamism of those products is limited, which in the future could become a negative factor for potential economic growth (Sachs, Larraín and Warner, 1999); this argument assumes that is not sustainable the  optimism in fashion today that China will continue, for a long term, to pull-up vigorously the demand for copper and that supply will not respond as much. Third, the production of goods with a greater degree of elaboration involves positive externalities for the rest of the economy, by means of the learning-by-doing processes and the benefits caught in the acquisition of new dynamic competitive advantages in related products.

There is some encouraging progress in economic activities developed around some of the successful exports, such as forestry, wine, salmon and fresh fruit. According to some analysts, those successful experiences could support a "Nordic" development strategy for Chile, based on higher incorporation of value-added to natural resources (Díaz and Ramos, 1998). However, the speed of emergence of new exports diminished by the late 1990s.
 The exchange rate policy became detrimental for non-traditional exports and the simplified drawback for small exports disappeared. Only more recently, in a significant step forward, the newly created National Council for Innovation and Competitivity has identified seven existing exports on which to focus public support and cooperation with the private sector, in order to foster the development of productive clusters around them. The selection includes sectors such as copper mining, aquaculture, fruit production, processed foods and tourism. This is a relevant progress in policy space. 
A strong positive link between exports and national development implies achieving systemic competitivity; that is succeeding in becoming productive in producing for exporting and for the domestic market. That would require the correction of market failures in the capital market, labor training, and research and development. In order to capture the potential gains from these corrections, a reform in the design of macroeconomic policies is crucial. 

c) Macroeconomic environment and non-exported GDP
Here I concentrate on the influence of domestic macroeconomic policies on the association between the evolution of exports and the rest of GDP.

In fact, there is a significant positive correlation between export growth and actual GDP growth after the 1980s debt crisis, and in the nineties. During such periods the exports were of great dynamism, whereas actual GDP did recover in the late eighties (after its dramatic fall in 1982-83) and, in the nineties, it entered the period of greater, vigorous and sustainable growth in its history. Most econometric research on this matter has detected a clear positive effect of exports (especially non-copper) on overall GDP growth (Agosin, 2007; Coeymans, 1999; Meller, 1996b); however, the elasticity of GDP with respect to exports is quite variable and notably less than one. 
For exports to be the real engine of growth, their expansion must be linked to the creation of new productive capacity in the rest of the economy, a feature strongly present solely in the 1990s. In that decade, the capital formation ratio rose to unprecedented levels, and this process was intense not only in the export sector. Non-tradables exhibited notably higher rates of expansion that in the seventies and eighties: for instance, infrastructure works and telecommunications recorded annual growth of 18.3% and 32.4%, respectively, in 1990-97.

Therefore, in the 1990s, global actual GDP growth was led by both the tradable and non-tradable sectors. Actually, (gross) exports and non-exported GDP grew 9.9% and 6.5% per year, respectively, in 1990-98 (see table VI.6).
 This, accompanied by an environment of full utilization of productive capacity (see chap. I, figure I.1), with real macroeconomic stability and prudential regulation, accounts for the high growth rate of the Chilean economy during most of the decade. 

[Table VI.6]

In the second half of the 1990s, however, the real exchange rate over-appreciated, led by excessive capital inflows (see chap. IX), implying a distortion in resource allocation and the trade balance. As a consequence, a significant macroeconomic vulnerability was generated that led to a recession in 1999, after the contagion from the negative external shocks from Asia. 

During 1999-2003 the economy worked significantly below its productive frontier. Some share of the poor performance in that quinquennium can be explained by the falling growth rate of exports. Nevertheless, given that exports then represented only a quarter of the domestic value-added, that fall only translated into around 1 point of lower GDP growth.  The growth rate of the volume of exports diminished by around 40% in 1999-2003 (from 9.9% to 5.5%), but that of GDP diminished by two-thirds (from 7.1% to 2.6%).  That is to say, the fall from a 7.1% growth plateau to 2.6% is mainly explained by the meager increase in the rest of GDP that is the output directed to domestic markets. The non-exported GDP grew hardly 1.7% in 1999-2003, in contrast with 6.5% in the previous  period.

In 2004-08, a moderate recovery of the volume of exports (to 6.6%) as well as a significant recovery of non-exported GDP (from 1.7% to 4.2%) took place, determining growth rates of total GDP averaging 4.9% in that period. As shown, while the prices of exports are notably more unstable than their volume, the volume or quantum of non-exported GDP --that is GDP sold in the domestic economy-- has been quite unstable, reflecting failures in  macroeconomic policies: sharp changes in  aggregate demand and the RER. The exception was the period 1990-98.
It is interesting to compare the performance of Chile with that of Latin America in the whole period 1990-2008. Table VI.6 shows that the sharp difference between the 5.3% GDP growth of Chile and the meager 3.2% of Latin America is not focused in the export behavior, which is rather similar (7.9% versus 6.9%). Actually, the gap is located, principally, in the evolution of the rest of the economy: rises 4.6% in Chile in contrast with  2.7% in Latin America. This is a quite illustrative fact for the coherency of development strategies.
Finally, it is evident that the abrupt changes that have taken place in the relation between exports and GDP, recorded from year to year, do not respond to structural swings. They are associated, principally, to instability in the domestic macroeconomic environment, which have affected the production sold in the domestic market. This instability, naturally, additionally, weakens the productive link between exports and GDP and conspires against  the export-led strategy.  

5. Concluding remarks

In all, during the past three decades, Chile witnessed a period of significant export growth. This outstanding performance was associated, during the past quarter of a century, with some active heterodox policies aimed at sustaining a competitive real exchange rate and generating export capacity rather than solely with the neo-liberal (orthodox) economic reforms of the 1970s. 

Four reciprocally reinforcing groups of factors appear to be more significant for explaining the behavior of exports. First, it is a well known fact that the level and stability of the real exchange rate has a determinant impact on the overall export performance and its composition. Second, the diversification toward goods and services with value-added is crucial for enhancing the quality of exports, in the sense of benefiting from (i) more dynamic demand and better international prices and (ii) stronger linkages of exports with the domestic economy; the stability of the real exchange rate, incentives like the simplified drawback for non-traditional exports, and intraregional integration have been significant variables at hand. Third, for upgrading the quality of exports there is also a need for an intensive national effort to complete domestic markets for technology, labor-training and long‑term segment of the capital market; all these are crucial ingredients for achieving systemic competitivity. Fourth, the export drive needs to be accompanied by a domestic macroeconomic environment suited for economic growth, sustainable and with right macroprices, consistent with productive development, in order to contribute to export-led growth. This was the determinant factor in explaining the positive association between export dynamism and sustainable growth of overall GDP during most of the 1990s.
The Chilean economy seems to be at a crucial with respect to its international trade insertion. The signing of free trade agreements with large economic blocks represents opportunities for many productive sectors to extend their potential markets, but at the same time it raises challenges. The case of Mexico, whose performance has been disappointing since the enforcement of NAFTA, shows that the benefits of these associations are not automatic. On the other hand, there are potential costs derived from the losses by the authorities of degrees of freedom to implement certain wise interventions. In this new scenario, it is essential to maintain the principles explored above to guarantee an export development that not only takes advantage of static comparative advantages but also  generates a dynamic systemic competitiveness.
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Box VI.1 
Molybdenum in the national economy

Chilean mining exports reached a total value of US$ 43.1 billion in 2007, of which US$ 3.8 billion corresponded to molybdenum sales abroad (US$ 37.6 billion were of copper). Molybdenum, for CODELCO a significant by-product in the production of copper, constituted the second larger export product of Chile, even exceeding fruit, forestry, cellulose and salmon.

A jump in the share of molybdenum is related with the particular dynamism shown by its price since 2004. In fact, after recording levels in the range of US$ 2 to US$ 5 per pound (current average of US$ 3.6 per pound in 1985-2003), the nominal price observed in 2005 was US$ 32. Fluctuated around this high plateau (US$30-35) up to well advanced 2008, when it collapsed to US$10, in November, somewhat after the sharp drop of the copper price. The high plateau is explained for several reasons. First, in the supply side, the closing of numerous molybdenum mines took place in China. Second, a greater demand due to the recovery of the worldwide steel industry that intensively uses molybdenum took place. Third, the broad speculative pull in commodities.
The increasing share of molybdenum in total exports and in fiscal revenue became a significant issue from the point of view of public finance. There was broad consensus that current prices are nor sustainable in the long run, as increasing incentives to invest in new projects of primary mines and to increase the capacity in copper mines that produce molybdenum as by-product will arise. Consequently, since 2006, a cyclical correction to fiscal revenue from molybdenum sales by CODELCO was incorporated in the estimate of the structural fiscal balance, differentiating them from copper revenues. It is interesting to remark that CODELCO does not estimate costs of producing molybdenum but subtracts the value of its sales from the total costs of production to estimate the net costs of producing copper.
The cyclical adjustment made by the Ministry of Finance is as follows: the cyclical component is estimated as the physical molybdenum sales of CODELCO multiplied by the difference between the actual price and the “expected long term reference price”. The fundamental difficulty is to determine the long term price, since market information is scarce. Through expert assessments, for the estimation of the 2007 fiscal budget, a trend price of US$ 14.7 per pound was used, figure equivalent to the moving average of monthly prices in 2002-06.    

[image: image1]
Source: Author's elaboration based on COCHILCO and Central Bank figures. The nominal price series was deflated by the index of external prices (IEP). 
Table VI.1 (22/04/10)
Growth of export volume, 1986-2009

(annual averages, %)
	 
	1986-89
	1990-98
	1999-03
	2004-07
	1990-07
	2008-09

	Copper
	  3.3
	9.4
	4.5
	4.8
	7.0
	-1.7

	Non-copper
	13.1
	9.8
	7.0
	8.2
	8.7
	-3.1

	     Traditional
	  9.0
	5.5
	5.7
	6.7
	5.8
	-1.4

	     Non-traditional
	21.7
	     14.1
	7.9
	9.3
	     11.3
	-4.3

	
	
	
	
	
	
	

	Total goods
	 8.8
	       9.6
	6.1
	7.1
	  8.1
	-2.6

	Total services
	     16.2
	     10.6
	6.3
	7.3
	  8.7
	 1.1


Source: Based on Balance of Payments of the Central Bank for exports of goods. Traditional non-copper exports, due to availability of information, here only include fresh fruits, fishmeal, cellulose, paper, iron, nitrate, molybdenum, raw and sawn wood, and methanol. Exports of services are from National Accounts of the Central Bank.
Table VI.2 (11/04/10)
Average tariff, collected tariff and real exchange rate, 1984-2009

(annual averages, %)
	 
	Average tariff a
	Collected 

tariff b
	Real 

exchange ratec

	 
	(%)
	(%)
	(1986=100)

	 
	 
	 
	Central Bank
	ECLAC

	1984-89
	20.1
	20.1
	98.2
	96.4

	1990-95
	12.0
	10.0
	99.5
	  100.6

	1996-00
	10.8
	  8.0
	80.8
	85.6

	2001-04
	  6.8
	  3.6
	99.0
	   100.3

	2005-09
	  6.0
	  1.4
	94.5
	 93.2


Sources: DIPRES, Central Bank and ECLAC; data for 2009 is preliminary.

a
Simple averages of nominal tariffs, excluding exemptions and preferential arrangements in trade agreements.   

b
The collected tariff is the ratio between the actual revenue of import taxes and total imports of goods. c The real exchange rate (RER) is the observed nominal rate multiplied by the ratio between external and domestic inflation indexes. The Central Bank uses WPI of trade partners as external inflation, weighted by their relative weight in imports and exports --excluding oil and copper, respectively. ECLAC uses CPI for external inflation and does not exclude any item of the basket trade. All figures are annual averages. 

Table VI.3(08/01/10)
Indicators of export diversification, 1990-2008
(number of markets, firms and products)
	 
	1990
	1994
	1998
	2002
	2005
	2008

	Markets of destination
	129
	141
	172
	158
	184
	190

	Firms exporting
	4100
	5844
	5847
	6118
	6880
	8240

	Products exporteda
	2300
	3622
	3828
	5160
	5303
	5161

	Herfindahl-Hirschman Indexb
	0.399
	0.280
	0.279
	0.271
	0.345
	0.383

	Corrected Herfindahl-Hirschman Index c
	0.364
	0.273
	0.305
	0.305
	0.275
	0.258


Sources: PROCHILE and UNCTAD for HHI.

a
In 2002, a further disaggregation of the trade nomenclature was made. b The Herfindahl-Hirschman index, calculated with figures in current US dollars, reflects the degree of concentration of the export basket, and takes values between 0 and 1 (maximum concentration). In 2001-05, the simple average for Latin American countries was 0.273; for Korea and Taiwan was 0.156; for the G-7 nations it averaged 0.099. The indexes are calculated by the author, based on UNCTAD methodology. c Corresponds to a modified HHI, based on the UNCTAD methodology, but using a trend copper price. This reduces the distortion created by the rise of the copper price in recent years.
Table VI.4

Geographic distribution of exports, according to technological content, 1983-2008

	 
	 
	Composition
	Geographic distribution (%)

	Año
	Classification
	
	Latin
	European
	United 
	Asia (10)
	China
	Japan
	Others

	 
	 
	(% of total)
	America (33)
	Union (15)
	States
	 
	 
	 
	 

	1983-89
	a. Primary goods
	77.4
	10.6
	40.8
	22.0
	5.4
	1.8
	12.8
	6.5

	
	b. Natural resource-based manufactures
	17.4
	26.4
	26.4
	13.5
	8.5
	4.7
	8.2
	12.1

	
	c. Manufactures and others
	5.2
	44.4
	11.0
	21.0
	1.7
	2.1
	1.8
	17.9

	
	     Low technology
	1.2
	42.3
	10.2
	37.8
	1.5
	0.1
	0.6
	7.5

	
	     Medium technology
	2.6
	56.2
	13.6
	17.7
	2.7
	3.3
	3.3
	3.3

	
	     High technology
	0.3
	39.8
	19.6
	35.7
	0.8
	0.0
	0.3
	3.8

	
	    Other transactions
	1.1
	25.9
	0.8
	1.0
	0.2
	0.0
	0.0
	72.1

	
	d. Total
	100.0
	14.9
	36.8
	20.8
	5.6
	2.3
	11.5
	8.1

	1990-97
	a. Primary goods
	67.9
	11.1
	32.4
	14.9
	14.7
	2.0
	20.3
	4.6

	
	b. Natural resource-based manufactures
	21.5
	23.8
	22.4
	14.9
	11.6
	1.7
	17.0
	8.4

	
	c. Manufactures and others
	10.6
	57.1
	8.6
	15.0
	2.0
	0.1
	1.6
	15.6

	
	     Low technology
	3.2
	58.8
	8.0
	27.2
	2.8
	0.1
	0.3
	2.9

	
	     Medium technology
	4.4
	66.0
	13.0
	10.9
	2.3
	0.2
	3.4
	4.2

	
	     High technology
	0.6
	63.7
	4.5
	25.9
	1.2
	0.0
	0.3
	4.4

	
	    Other transactions
	2.3
	36.7
	1.9
	2.2
	0.7
	0.0
	0.3
	58.2

	
	d. Total
	100.0
	18.8
	27.8
	14.9
	12.7
	1.7
	17.5
	6.5

	1998-2003
	a. Primary goods
	61.9
	13.2
	28.7
	16.5
	11.6
	6.8
	16.7
	6.5

	
	b. Natural resource-based manufactures
	25.4
	27.5
	22.3
	22.0
	7.1
	4.6
	10.1
	6.5

	
	c. Manufactures and others
	12.7
	55.6
	10.1
	14.9
	2.4
	0.6
	1.1
	15.3

	
	     Low technology
	3.0
	66.2
	5.9
	22.6
	1.7
	0.6
	0.2
	2.7

	
	     Medium technology
	6.0
	60.3
	14.2
	14.9
	3.5
	1.0
	1.6
	4.5

	
	     High technology
	0.8
	74.7
	4.7
	16.5
	0.5
	0.3
	0.3
	3.0

	
	    Other transactions
	2.9
	29.0
	7.0
	6.6
	1.2
	0.1
	1.2
	55.0

	
	d. Total
	100.0
	22.2
	24.7
	17.7
	9.3
	5.4
	13.1
	7.6

	2004-08
	a. Primary goods
	71.9
	10.9
	26.2
	12.5
	12.4
	14.7
	13.8
	9.4

	
	b. Natural resource-based manufactures
	18.6
	29.1
	22.1
	20.4
	7.0
	8.3
	6.5
	6.6

	
	c. Manufactures and others
	9.6
	47.1
	14.8
	10.5
	6.1
	0.6
	1.3
	19.7

	
	     Low technology
	1.6
	70.9
	5.4
	17.0
	1.7
	0.9
	0.1
	3.9

	
	     Medium technology
	5.1
	49.6
	22.7
	9.7
	10.4
	0.7
	2.2
	4.7

	
	     High technology
	0.4
	72.3
	6.4
	16.8
	0.8
	0.3
	0.3
	3.1

	
	    Other transactions
	2.5
	22.2
	5.6
	6.4
	0.9
	0.2
	0.4
	64.3

	
	d. Total
	100.0
	17.7
	24.3
	13.8
	10.8
	12.1
	11.3
	9.9


Source: Based on United Nations ComTrade database, in current US dollars, classified by technological content, according to Standard International Trade Classification Rev. 1.
Table VI.5 (22/04/10) 

Export shares in total output, 1961-2009

(% of GDP)

	 
	Gross exports

	 
	Current Prices
	Constant prices of:

	 
	 
	1977
	1996
	2003

	1961-70
	14.0
	12.1
	8.8
	9.6

	1971-73
	11.8
	10.0
	7.3
	8.0

	1974-81
	21.8
	20.2
	14.9
	16.4

	1982-89
	28.1
	27.9
	20.6
	22.5

	1990-98
	29.0
	35.5
	26.3
	28.8

	1999-2003
	32.4
	43.6
	32.3
	35.4

	2004-09
	43.0
	47.6
	35.3
	39.0


Sources: Based on Central Bank figures and Marcel and Meller (1986). Exports include goods and services. Annual averages. For exports net of imported inputs see table VI.6.
	Table VI.6 (23/04/10) 

	Exports and economic growth, 1961-2009

	(annual average rates of growth, %)

	
	GDP
	Exportsa
	Non-exported GDPb

	1961-70
	4.4
	3.6
	4.5

	1971-73
	1.2
	-4.1
	1.7

	1974-81
	3.0
	                13.6
	1.5

	1982-89
	2.9
	7.8
	1.7

	1990-98
	7.1
	9.9
	6.5

	1999-2003
	2.6
	5.5
	1.7

	2004-08
	4.9
	6.6
	4.2

	2009
	                 -1.5
	                 -5.6
	-0.1

	
	
	
	

	1990-2008
	GDP
	Exportsa
	Non-exported GDPb

	Chile
	5.3
	7.9
	4.6

	Latin America 
	3.2
	6.9
	2.7

	World
	3.4
	5.9
	-


Sources: Based on Central Bank National Account figures and Marcel and Meller (1986) for Chile; exports include goods and services at constant 2003 prices. ECLAC and IMF for Latin America and the world, respectively.
a
Diverse sources and methodologies explain differences with figures in table VI.1.
b
Non-exported GDP is equal to GDP minus the domestic content or value-added in exports. Imported inputs in exports were assumed to be equal to the share of non-consumer imports in GDP. For Latin America, based on Ffrench-Davis (2006, table V.2) and data processed by ECLAC for 19 LACs.
Evolution of molybdenum, real price: 1986 - 2008
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* I appreciate the valuable comments of Sebastián Sáez, Rodrigo Heresi, and Heriberto Tapia.


� The percentages are basically the same for both agreements, according to estimates based on the exporting basket of 1998-2000 in the case of the European Union, and the basket of 2001 in the case of the United States. See Leiva (2004) on the negotiations of the treaty signed with the European Union.


� Average MFN tariffs of the USA are very low but escalated. For instance, in 2002, textile imports, shoes and metal products imports faced tariffs averaging 33%, 38% and 25%, respectively (DIRECON, 2009).  


� Official SOFOFA reports repeatedly mention the exchange rate appreciation as a cause of domestic production being crowded-out by imports.


� As shown by Agosin, Larraín and Grau, 2009), “the exports from sectors that did receive the incentive grew more rapidly than sectors that did not. The effect is strongest during the 1991-96 period, when, according to the different estimates used, exports from supported sectors grew by 89 to 60 percent more than other exports.”


� The financing of the activities abroad and the costs of administration of these associations or Committees of Exporters are subsidized in a diminishing scale for a maximum period of six years.


� See Ffrench-Davis (2006, table VII.2). There are diverse estimates of the magnitude of real appreciation. The Central Bank of Chile reports 15%; it must be recalled that the Bank uses for external inflation indices of wholesale prices, whereas ECLAC uses CPI. See figures for RER by ECLAC and Central Bank in table VI.2. In all, the diverse estimates give a significantly smaller real effective appreciation in Chile than in other countries like Argentina, Brazil and Mexico. Additionally, in the nineties, the reduction of import tariffs in  the region involved a drop of imports costs that was several points higher than that of Chile. Consequently, depreciations instead of appreciations were required in Latin America in relation to Chile. 





� Caballero and Corbo (1989) and Moguillansky and Titelman (1993) show empirically that real exchange rate volatility has strong negative effects on both the level and quality of exports. Rodrik (2007a, 2007b) and Williamson (2000) analyze the key role of the exchange rate on exports and productive development. Dodd and Griffith-Jones (2006) examine the performance of the Chilean derivatives markets and implications for RER stability. 





� Although during 2002 the Chilean RER was relatively depreciated with respect to the set of all trade partners (table VI.2), with respect to Latin America it experienced an appreciation of 28% in that year, determined principally by the Argentine maxi-devaluation. Chilean exports to MERCOSUR fell in 2002 by nearly equivalent to 1% of GDP, beyond the already depressed level of 2001.


�  That figure represented about 1% of the number of firms registered by the internal revenue service. However, among large firms (close to 10,000), one-quarter had become exporters.


� See ProChile (2007). In 2007, 58.3% of exporters (4,611) sold less than US$ 100,000 annually and covered just 0.1% of total exports. 


� The share of natural resources is 	quite biased upward since 2004 due to the sharp rise of the price of copper, expected to be transitory. We control for that fact by using a “normalized” copper price in some of our measuring. 





  


� It would have been relevant that the WTO new round (Development Round) would have made a clear distinction between productive and financial investment. Regarding the productive dimension, it requires that developing countries could apply functional selectivity to "complete" markets of technology, human capital, and long-term financing. With respect to financial investment it is crucial that developing countries strengthen their capacity to apply active counter-cyclical macroeconomic policies; among others, it implies being able to regulate capital flows. See Ocampo (2001, 2007).


� The importance of foreign capital in exports is revealed by the fact that fourteen out of the twenty largest exporting firms are foreign-owned, and nine of them are in mining. 


� The value-added to the Chilean economy in this copper output is notably lower than that of CODELCO, because privately-produced copper is less processed and actual taxes on profits are lower (Meller, 2002). Another important factor is that a high share of FDI during the late 1990s and the subsequent recessive period included acquisitions of existing assets which do not directly generate new productive capacity (Ffrench-Davis, 2003). According to UNCTAD data, 58% of FDI gross inflows in 1990-97 corresponded to greenfield FDI, falling to 19% in the recessive 1998-2002 period. In contrast, during 2003-06, greenfield FDI reached four/fifths of total FDI inflows.


� In those years, there arose propositions to ration FDI in the production of copper through auctions. The main objectives were (i) to reduce the volume of inflows (thus moderating the exchange rate appreciation), (ii) to weaken the depressive impact on the future copper price and (iii) to capture part of the natural resource economic rent, that was subject to a low taxation, which was unlinked to the quality of the resource (Agosin and Ffrench-Davis, 1998). Only in 2006 it began to work a royalty that captures an additional (though small) share of the copper economic rent. 


� See Macario (2000) for research on Brazil, Chile, Colombia and Mexico. 


� GDP, on the expenditure side, is the sum of value-added on goods and services consumed and invested domestically, and of net exports of goods and services (gross value minus imported content). 


� Export discoveries tend to bunch in the period 1991-97. In 1998-2003, export discoveries fall off dramatically. The weakening of export discoveries has much to do with the lagged impact of the real exchange rate (see Agosin and Bravo-Ortega, 2007; Agosin, Larraín and Grau, 2009). 





� These figures must be compared with an annual growth in infrastructure investment of 2.6% in 1982-89 (Moguillansky, 1999).


� Most of Latin America had also embarked on an export- led strategy. Actually, the volume exported by the region rose 8.3% in 1990-97, up to the peak before the arrival of the Asian contagion; but, in contrast with Chile, its GDP expanded merely 3.3%. In that sense, the region exhibited an export and GDP outcome rather similar to that of Chile in the 1970s and 1980s, but quite worse than the good performance of Chile since 1990.
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