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EXECUTIVE SUMMARY

Background: During the 1990s, Chile's economic performance was among the best
in the world. The average annual rate of GDP growth was 6.5%, and
inflation was reduced to the lowest level in 50 years. As a result, the
average unemployment rate fell from 15% during the 1980s to 7% in
the 1990s, and real wages rose steadily, all of this within a framework
of strict fiscal discipline and moderate current account deficits. With
growth, price stability and a deliberate government policy to target
spending on social areas, Chile was able to reduce its poverty rate
from 38.6% in 1990 to 21.7% in 1998.

Its principal economic, institutional and social indicators now place
Chile in a good position to take advantage of the opportunities offered
by globalization and the "new economy", and thereby to achieve
further improvements in the living standards of its people. Yet in
order to take full advantage of these opportunities, the country will
have to address a number of challenges that could hold back
development over the medium and long terms.

Medium-term
development
challenges:

An analysis of Chile's economic, social and political trends points to
four major challenges facing its development over the medium term,
and these have been taken as the basis for defining strategic lines of
action for the Bank in Chile. These challenges are closely interrelated
and consequently no one of them can be allocated priority over the
others:

• Laying the foundation for a more stable economy by
strengthening links to international financial markets and pursuing
the development of the domestic financial and capital markets.

• Developing new areas of competitiveness to sustain continued
high growth rates of per-capita income over the medium and long
terms, through the use of clean technologies, integration into the
new economy, opening up to international trade improved
infrastructure and enhanced human capital.

• Reconciling economic growth with equity concerns through
measures to address demographic changes related to the aging of
the population over the coming two decades, and to overcome the
factors that now prevent certain vulnerable groups from sharing
fully in the benefits of growth.
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• Modernizing the State and deepening democracy, by
encouraging greater citizen participation in the design, execution
and evaluation of public policies and strengthening the
government's capacity to cope with the changes implicit in a more
complex international setting and a more integrated, participatory
society.

The government
program:

The Concertación (“Coalition for Democracy”) government that took
office on 11 March 2000 has stressed the importance of expanding the
country's productive opportunities and bringing about changes that
will enhance both social and economic equity, while strengthening
democratic institutions.

The government has proposed an agenda to this end that calls for
consolidating the judicial and educational reforms initiated by the
previous government, while making progress with reforms in the
areas of health, access to new information technologies, modernizing
labor legislation, fiscal reform, constitutional reform, modernization
and decentralization of the State, and urban reform. In the short term,
it has recognized the importance of restoring savings and investment
levels to those that prevailed before the recession of 1998 and 1999,
so as to ensure sustainable accelerated growth over the coming
decade.

Objective of the
Bank's strategy:

The primary objective of Bank's strategy for Chile is to help increase
competitiveness, reduce social and regional inequalities, and enhance
citizen participation and modernization of the State. This strategy has
been prepared jointly with the country as part of a process of dialogue
and consultation, in which representatives of the public and private
sectors and civil society participated.

The consultation process was carried out through a series of
workshops for dialogue at which both government agencies and
representatives of civil society and the private sector discussed issues
of common interest with a view to agreeing on strategic partnerships
around the issues discussed. The main topics were: (i) strengthening
partnerships between the State and civil society; (ii) modernization of
State management; (iii) new competitiveness and information
technology; (iv) modernization of budget management; and (v) the
impact of the aging of the population. The specific role of the Bank in
these workshops is to facilitate them, share its experience in the region
on the issues in them, and promote participation by experts from
academia as well as policy-setting agencies and program executing
agencies from the countries of the region and other regions that could
share lessons learned with Chile on the design, implementation, and
evaluation of policies and programs in the respective areas. This



Executive Summary Page 3 of 4

system allowed the various stakeholders to take part in the process of
identifying strategic areas for development of the country and
provided the Bank with information to help it identify areas of action
in Chile that are consistent with the priorities identified in the country
and with the guidelines of the Bank’s institutional strategy.

Components of
the strategy:

In accordance with the government's program and its economic, social
and political priorities, and with the Bank's institutional strategy,
which stresses the need for a more clearly focused program that can
build upon the institution's comparative advantages to give maximum
effect to its efforts in the country, the Bank's action in Chile will
concentrate on the following priority areas:

• Support initiatives that will increase competitiveness and
productivity by improving the regulatory framework, helping the
country penetrate external markets, promoting greater efficiency
and effectiveness in the provision of public services and in
mechanisms to support technological innovation, with particular
stress on establishing partnerships with the private sector and with
civil society.

• Support efforts to reduce social and regional inequalities and to
improve living standards, with particular attention to vulnerable
groups (indigenous communities, female heads of household,
children and youth at risk, victims of domestic violence, the
disabled and the elderly).

• Support processes conducive to improving State management in
the provision of public services, strengthening partnerships
between civil society, the State and the private sector, and
increasing citizen participation in the design, execution and
evaluation of public policies.

Operations
program and
lending
scenario:

During the period 1996-1999, Chile financed the bulk of its public
investment program from its own resources; consequently, the Bank
focused its efforts on a program of national and regional technical
cooperation and on operations financed by the MIF. Under this
program, a single loan for US$240 million was approved, for small
and medium-sized enterprises. It should be noted that although Bank
loans were canceled or prepaid during this period, the programs
themselves were not canceled. On the contrary, the government has
ensured their continuity with its own resources, seeing them through
to completion as originally stipulated in the Bank's program.

Chile intends to reactivate its operating relationship with the Bank,
beginning this year, and has accordingly established a basic financing
scenario of US$600 million, which will be concentrated in the first
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two years of the period and will be regularly updated. In addition,
Chile is seeking a program of nonfinancial services from the Bank to
support progress with its reform program, and is counting on direct
support to the private sector, through PRI, IIC and MIF operations, as
an essential component of its program with the Bank.

Issues for the
dialogue with
the country:

Issues for the dialogue with the country focus on the four medium-
term development challenges examined in this document, and on
identifying the most effective instruments whereby the Bank can
support the country in meeting these challenges. The components of
the strategy and their implementation pose a significant challenge to
the Bank: their successful implementation, in terms of both their
content and the process used to achieve them, is crucial to the Bank's
ability to resume its role as a useful and effective partner in the
country's development. The dialogue undertaken with the new
government, through a series of workshops and project preparation
missions will have to be made more systematic as a mechanism for
implementing the strategy. The exchange of knowledge and
experience between the Bank and the country, which will be
strengthened through the advisory services program now in
preparation, will itself constitute an important output of this
relationship.

Implementation
of the strategy:

Chile has laid an important challenge before the Bank, namely to find
mechanisms and areas that will allow the institution to continue
supporting the country in its process of change and transformation.
The Bank's participation in this process will require striking a new
balance in the composition of the products that it offers the country,
giving equal importance to developing financial and nonfinancial
products in support of the public sector and civil society, as well as
operations to provide direct support to the private sector. In this
respect, the strategy in Chile will be a test of the Bank's capacity to
innovate and respond to this desirable change in the profile of its
clients.

By agreeing on such a strategy and properly monitoring its
implementation, the Bank will become a major partner in Chile's
development agenda for the coming years.





 I. BACKGROUND AND DEVELOPMENT CHALLENGES

A. Economic background

1.1 With steady progress in reforms and an economic record of high growth rates, low
inflation and public sector surpluses, Chile's performance has been outstanding in
Latin America in recent years. During the 1990s, Chile had one of the highest
economic growth rates in the world, averaging 6.5%, and inflation was reduced to
the lowest level in 50 years, dropping to 2.3% in 1999. As a result, the average
unemployment rate fell from 15% during the 1980s to 7% in the 1990s, and real
wages rose steadily, all of this within a framework of strict fiscal discipline and
moderate current account deficits (Table 1).

Table 1. Chile in the Regional Context 1990-1999
(Averages for the Period)

GDP
Growth

Inflation
%

Public
Sector

Balance
%GDP

Current
Account
% GDP

Savings
% GDP

Investment
% GDP

Argentina 4.6 252.9 -0.8 -2.5 15.2 17.7
Bolivia 3.9 10.5 -2.3 -6.0 10.8 16.3
Brazil 1.8 843.6 -5.2 -1.8 18.8 20.8

Chile 6.5 11.7 1.4 -3.1 21.4 25.3
Colombia 2.8 22.3 -1.7 -2.3 23.3 21.6
Mexico 3.4 20.0 0.1 -3.7 19.1 22.9
Peru 3.8 807.9 -1.4 -5.3 16.0 21.3
Venezuela 2.2 47.1 -1.3 3.5 21.2 17.4

Source: IFS, WDI.

1.2 The growth and stability of the Chilean economy was made possible by the
structural reforms undertaken in the late 1980s and consolidated during the 1990s,
which led to increased domestic savings and allowed investment to rise without
threatening the viability of the external accounts. A key feature of these reforms
was the introduction of an exchange rate regime and an open economic policy
directed at promoting export activity in traditional and nontraditional sectors alike,
as a driving force of economic growth. Chile has followed a strategy of unilateral
liberalization and today has a completely non-discriminatory foreign investment
regime and a solidly efficient system of customs tariffs, with a single rate of 9%,
which is to be further reduced by 1% each year to a level of 6% in 2003. This active
policy of integration into the multilateral trading system has not prevented Chile
from negotiating preferential trade agreements, however, including the pact signed
in 1997 with Canada, or from participating in the Asia-Pacific Economic
Cooperation Forum (APEC) and in MERCOSUR, of which it is an associate
member.

1.3 The drive to reform is also reflected in progress in the banking sector and in the
capital market, and Chile now has one of the most highly developed financial
markets in the region.
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1.4 These broad medium- and long-term trends, relating primarily to the path of
economic growth over the past decade, were interrupted by the effects of the Asian
crisis and the Russian moratorium in 1997 and 1998, and the abrupt fall in copper
prices. In addition, a restrictive monetary policy was imposed in response to this
adverse external scenario, intended to curb the rate of growth in domestic spending
and with it the current account deficit, in order to reduce Chile’s external
vulnerability at a time of great turbulence in international financial markets. The
GDP growth rate declined by more than half, dropping from 7.6% in 1997 to 3.4%
in 1998. The sharp slowdown recorded by the economy during the second half of
1998 led the authorities to take corrective measures, initially relaxing monetary and
fiscal policy and, later, the exchange rate regime.1  Nevertheless, output continued
to decline during the first three quarters of 1999, and it was only in October that this
downward trend was reversed. The year ended with a net 1% drop in output and an
increase in the unemployment rate from 6.2% in 1988 to 9.7% in 1999.

1.5 The year 2000 has seen a substantial recovery in economic activity, prompted by a
revival of inventory accumulation and export activity. Yet the effect of the
recession on employment has been more persistent than the authorities had
expected. During the first half of the year, economic activity grew by 5.5%, while
unemployment continued to rise, after recording a slight drop at the beginning of
the year, and reached 9.1% at the end of the first half.

1.6 Towards the end of the year, fixed capital formation and exports are expected to
regain their momentum and raise growth for the year to 5.5%, with a significant
reduction in the unemployment rate. In terms of price stability, inflation stood in
June at 3.8% on an annual basis, a figure consistent with the inflation target of
3-4% set by the Central Bank within its inflation-targeting scheme.

B. Social background

1.7 The economic growth
achieved during the
1990s, together with a
deliberate government
policy to target public
spending at social areas,
has allowed Chile to
reduce its poverty index
from 38.6% in 1990 to
21.7% in 1998, and to
reduce the percentage of
the population living in

                                                
1 In September 1999, the Central Bank decided to abandon the sy

it by a system that allows the peso to float freely.
Table 2: Social indicators

fe
tancy
rs)

Health Sector
Performance1

Secondary
Education2

(%) HDI3

3.1 75 77 0,837
7.0 126 40 0,643
1.8 125 66 0,747
5.1 33 85 0,826
0.7 22 76 0,764
2.3 61 66 0,784
8.6 129 84 0,737
2.6 54 49 0,770
ce Ranking, WHO 2000.
 relevant age group.
x.
nt Indicators 2000, Human Development Report 2000,
stem of bands with central parity, replacing
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property from 12.9% to 5.6% over the same period. Social policy has involved a
growing level of expenditure on health, education, housing and employment
creation, sectors that together have accounted on average for 38% of the budget
(67% including pensions). Government social spending per capita rose by 88% in
real terms between 1990 and 1998, more than doubling the public funds devoted to
education and health on a per capita basis.

1.8 Thanks to this effort, there has been considerable improvement in both the quality
and the coverage of basic services, education and health. This can be seen in the
UNDP human development index for 1999, where Chile stands out as one of the
best performers in the region in these areas.

1.9 The economic and social achievements indicated earlier point to the effectiveness
of government efforts to create conditions that will foster development in Chile.
Much of this success has to do with the redefinition of the role of the State and with
the continued pursuit of reforms in the midst of major political changes, processes
that, by introducing clear rules of the game, have increased the degree of
transparency and predictability in public management.

1.10 The process of reform and modernization of the State was given a boost with the
creation in 1994 of the Interministerial Committee for the Modernization of Public
Management.2  The mission of this committee is to "promote and coordinate efforts
to modernize management in the public sector and its institutions, so as to instill in
public servants and in the State apparatus a modern organizational culture
consistent with the challenges of quality, efficiency and effectiveness facing the
State today".

1.11 Two of the key components of the strategy for modernizing and redefining the role
of the State in society have been the involvement of the private sector in the
provision of public services and infrastructure and the process of investment
decentralization. Under the first component, the system of concessions has allowed
the government to improve its managerial efficiency and to devote its attention to
regulation, supervision and the design of policies for enhancing human capital,
through improvements in health, education and social security. The move to
decentralization has attempted to strike a better balance between regional needs and
public investment decisions. As part of this process, investment decided at the
regional level as a percentage of total public investment rose from 13.6% in 1990 to
42% in 1999. Thanks to this modernizing effort, Chile's public institutions are now
among the most transparent and credible of any country in the region.

                                                
2 This Committee consists of the Minister of the Interior, the Minister Secretary General of Government, the

Minister of Economy, the Minister of Finance, the Minister of Labor and Social Security and the Minister
Secretary General of the Presidency, who chairs the Committee.
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Graph 1
Chile: Growth and Copper Prices
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C. Principal medium-term development challenges

1.12 Despite the substantial progress that Chile has made on the economic, institutional
and social fronts, there are still areas that require a continuing and deepening of
efforts at modernization, and others where little or not enough has been done to
overcome problems. An analysis of Chile’s economic performance, in comparison
with other countries of the region, points to four major challenges facing its
development over the medium term, and these will have to be addressed if the
country is to enjoy high, stable growth rates, economic and social equity and a more
participatory and democratic society. Those challenges are: (a) to lay the basis for a
more stable economy, (b) to develop new areas of competitiveness, (c) to reconcile
economic growth with equity, and (d) to modernize the State and deepen
democracy.

1.13 Laying the basis for a more
stable economy. Fiscal and
monetary discipline has been
a central feature of Chile's
macroeconomic policy over
the last 15 years. Traditional
sources of instability, arising
from inconsistencies
between monetary, fiscal and
exchange rate policies, have
been attacked to the point
that Chile has entered a
phase of rapid growth and
falling inflation.
Nevertheless, the recession
that began in 1998 and extended to the end of 1999 served once again to highlight
the extreme sensitivity of the economy to fluctuations in international copper prices
(see Graph 1) and the inadequacy of existing mechanisms for eradicating the impact
of this source of volatility on economic output.3  Despite progress in diversifying
exports, copper still represents 47% of exports by value and will continue for some
time yet to play a major role in generating export earnings. Although the copper
stabilization fund has proven to be a useful mechanism for mitigating the effect of
copper price fluctuations on expenditure, its impact is limited.

1.14 In this context, the policy agenda for achieving greater stability in the future must
address the following areas: (a) a continuing effort to maintain a sustainable fiscal
situation; (b) developing more solid links to international financial markets in order

                                                
3 A more detailed analysis can be found in Calvo, G and E. Mendoza (1997), "Empirical Puzzles of the

Chilean Stabilization Policy", Chile: Recent Policy Lessons and Emerging Challenges. WBI Development
Studies, Washington D.C.
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to expand the economy's capacity for dealing with shocks in the export sector;4  and
(c) pursuing the development of the domestic financial and capital market so that
economic agents can access non-banking sources of finance and the allocation of
resources within the economy can be facilitated.

1.15 Developing new areas of competitiveness to sustain continued high growth
rates of income per capita over the medium and long term. A strategy for
continued expansion of Chile's productive capacities in the future will require
public policies to be designed in ways that will enhance the capacity of the Chilean
economy to take advantage of the changes brought about by globalization, in order
to foster greater growth in nontraditional manufacturing and service export sectors
and to recognize and minimize the environmental impact of such growth.

1.16 Although the share of nontraditional products in total exports rose from 29% in
1995 to 38% in 1999 and that of copper has declined by 12.1 percentage points over
the last decade, there remain doubts about the ability of the current export structure
(highly concentrated in natural resource-based products) to sustain high rates of
growth over the medium and long term. As can be seen from Table 3, the
composition of Chile's exports is closer to that of low-income countries that
traditionally export raw materials. Moreover, Chile is one of the most open
economies in the region, and trade flows and exports accounted for 59% and 23%
of GDP, respectively, over the decade of the 1990s.

Table 3. Primary product exports/Total exports and
Openness1 (%)

80s 90s Commercial
Openness

Argentina 10.1 14.3 18.4
Bolivia 90.7 61.1 48.9
Brazil 17.9 16.1 17.6
      Chile 69.1 56.7 59.2

Copper 59.0 46.9 -
Colombia 21.3 35.7 34.8
Mexico 61.0 20.9 47.6
Peru 65.7 53.1 25.9
Venezuela 92.9 84.2 52.8
1 Magnitude of Foreign Trade (Exports + Imports) as a percentage of Gross Domestic Product.
Source: World Development Indicators.

1.17 Beyond the issue of volatility and vulnerability to external shocks to which the
economy is exposed because of its openness and its heavy external dependence on
primary goods, international evidence suggests that few countries have succeeded
in maintaining high growth rates over the longer term without achieving substantial

                                                
4 For a discussion of this issue see Caballero, Ricardo (2000), "Macroeconomic Volatility in Latin America: a

View and Three Case Studies", NBER Working Paper 7782
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diversification in their export sector. To this must be added the environmental
impact of producing natural resource-intensive goods in the absence of mechanisms
to encourage rational exploitation of those resources.

1.18 The reforms that Chile has undertaken have created a favorable setting for the
private sector to develop, both through the expansion of existing activities and
through the creation of new businesses within the so-called "new economy". The
challenge facing the public sector lies in the design of public policies that will
support this dual expansion. Among the lines of action to which the State will have
to give priority are those for addressing factors that limit this growth today or will
do so in the future:

a. Legal framework and infrastructure. The regulatory framework governing
productive sectors and support for production (electricity, fisheries, forestry,
telecommunications/Internet) needs to be reformed, and in some cases defined,
and the program of private sector concessions for the provision and expansion of
existing infrastructure (roads, ports, telecommunications and airports) must be
pursued.

b. Market access. Chile must be integrated more thoroughly into the world
economy in order to broaden access to external markets, primarily for its
nontraditional exports. The government needs to pursue an economic agenda
that will seek commercial, physical and financial integration without negatively
affecting the degree of transparency and openness of its current customs tariff
regime. The negotiations launched for a free trade agreement with the United
State, Chile’s main trading partner, open up the possibility of broadening access
to the United States market for Chilean products with a higher value added, are
improving the perception of the country on international financial markets, and
are having a catalytic effect on the establishment of the Free Trade Area of the
Americas (FTAA). Negotiations are also currently under way with the European
Union and Asia. Full membership for Chile in MERCOSUR could bring with it
great advantages if the technical difficulties posed by tariff discrepancies can be
overcome. Although the process requires accelerated liberalization of trade on
the part of the member countries, it does not represent a constraint for efforts to
continue to intensify integration through improved conflict resolution systems,
integration of infrastructure, and liberalization of services.

c. Size and quality of the labor force and labor regulation. Over the next 20 years,
Chile will see the closing of the demographic "window of opportunity" during
which the percentage of the population of working age will grow more quickly
than the proportion of dependents. In Chile's case, although the female
participation rate in the labor force has gone up sharply, rising from 28.1% in
1992 to 38% in 1998, it remains one of the lowest in Latin America, which
suggests that one obvious way of expanding this window of opportunity is to
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increase that participation rate and take full advantage of it.5 Similarly, efforts
must be made to improve the quality of education, in particular among low-
income sectors where educational quantity and quality are low and dropout rates
at the secondary school level remain high. It should be noted that 30% of the
population in the lower income strata is under 18 years of age, a fact that serves
to highlight the impact that future improvements in the sector could have.6
Moreover, a new legal framework is required to modernize labor relations7 and
to guarantee the rights of workers.

d. Productivity and new technologies. Although exchange rate flexibility can
provide continued support for export competitiveness, a longer-term strategy
will have to be based on sustainable productivity gains in the tradable goods
sector. In the first place, this will require adoption of the clean production
principle, particularly in light of the Chilean economy's intensive use of natural
resources and the unfavorable environmental conditions prevailing in major
urban centers. Given the diversity of its productive base, the country will need to
define a preventive environmental management strategy that will minimize
emissions, make more efficient use of natural resources and energy, and meet
international standards in these areas. In the second place, agencies devoted to
technological innovation must be strengthened and improvements made to the
coordination and institutional definition of State efforts in the area of technology
and the information economy. As well, if Internet access is to become universal
in the future, the costs of such service will have to be reduced.8  Current
initiatives to modernize the flow of information within government ministries
and between the public and private sectors are likely to make the public sector an
important user of technological services, and this is bound to favor the
development of businesses of this kind.

e. Financing. The information economy is opening the way to the development of
small enterprises with great growth potential, and is offering new possibilities for
organizing production and for linking businesses with their suppliers and
markets. The nature of these transformations is not yet entirely clear, and it may
be that the financial system will be reluctant to provide funding for such
activities. The creation of private institutions to provide risk capital is thus a
necessary step to overcoming this potential constraint.

                                                
5 According to the United Nations, the demographic window of opportunity will close sooner for Chile than

for other countries in the region.
6 MIDEPLAN. Results of the Seventh National Socioeconomic Survey (CASEN 1998).
7 Although Chile’s labor legislation is among the most modern in Latin America, it does not compare

favorably with European schemes. See Márquez, Gustavo and Carmen Pagés (1998), Ties that Bind:
Employment Protection and Labor Market Outcomes in Latin America, IDB.

8 In 1998, the Chilean Telecommunications Company undertook to connect all basic and intermediary
educational establishments, at no cost to the government.
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1.19 Reconciling economic growth with a more equitable and socially integrated
society. Although economic and social indicators improved markedly during the
1990s, and the incidence of poverty and indigence declined substantially, the degree
of inequality in income distribution remains among the highest in Latin America, as
can be seen from Table 4.9

Table 4. Gini Index of Income
Distribution, 1996-1997

Adjusted
Gini

Brazil 56.26
Mexico 55.00

Chile 54.08
Argentina 51.81
Panama 49.51
Venezuela 48.51
Colombia 46.46
Uruguay 34.05
Source: IDB

1.20 According to MIDEPLAN figures, the Gini coefficient has remained unchanged for
most of the past decade.10  On a regional basis, only four of the country's eight
poorest regions recorded a reduction in the incidence of poverty greater than the
national average. Moreover, only three regions recorded any improvement in
income distribution.

1.21 Three factors have conspired to frustrate efforts at overcoming Chile's persistent
problem of equity and at achieving a greater reduction in poverty:
(i) unemployment strikes most severely at the poorest groups, (ii) length of
schooling varies inversely with income levels, and (iii) the population is aging.

1.22 With respect to unemployment, while the years in which the economy grew sharply
saw a reduction in unemployment both at the national level (from 8.1% in 1990 to
6.1% in 1997) and among the poorest strata, the process has been losing
momentum. In 1998, when the country began to feel the effects of the international
financial crisis and monetary and fiscal policies were aimed at slowing the growth
of domestic demand, the poorest sectors were the ones most severely affected. The

                                                
9 The coefficients are those published in Székely, M. and Marianne Hilgert, What's behind the Inequality We

Measure?  An Investigation Using Latin American Data, IDB, 1999. These coefficients are calculated with
adjustments for income sources and for seasonal effects arising from the fact that the surveys are conducted
at different times of the year. These corrections allow for more accurate comparisons between countries
than do the conventional Gini coefficients. The index does not, however, correct for other problems that
may arise with data from the Household Survey, such as, for example, underestimation of incomes. It
should be noted that these data refer to the national level, except those for Argentina and Uruguay, which
are limited to urban areas. Nevertheless, the urban area in those countries accounts for 90% and 70% of the
total population, respectively.

10 MIDEPLAN. Results of the Seventh National Socioeconomic Survey (CASEN 1998). Poverty and Income
Distribution in Chile 1990-1998.
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unemployment rate for the first income quintile reached 27.7% in 1998, when the
national rate stood at 10%. In particular, the incidence of unemployment was much
heavier among low-income youth, where the jobless rate reached 39.3%. This helps
to explain why the pace of poverty reduction has slowed, particularly during the
second half of the 1990s, and why income distribution patterns have remained
unchanged.

1.23 In the past decade the government has focused its attention more on quality than on
coverage, and so little progress has been made in closing the education gap
(measured by years of schooling) between the richest and the poorest 20% of the
population. Table 5 shows average years of schooling for the population aged 15
and over, by income and age group. Average years of schooling for the 15-24 age
group in the first quintile showed very little change during the 1990s. The same is
true for the 25-34 and the 35-44 year age groups. Since length of schooling has
increased for all age groups within the richest 20%, this has meant a widening
education gap, and consequently a widening income gap, between the highest and
lowest groups over time.

1.24 This disparity in education has moreover coincided with an aging of the Chilean
population. Between 1990 and 1998,
the percentage of the elderly within
the first two income quintiles rose
from 30% to 35.6%, while the
proportion of the elderly in the richest
income quintiles declined from 47.8%
to 42.0%.11 This demographic shift,
taken together with education
differentials, has an impact on income
distribution. According to the
household survey, the income gap by
level of education tends to widen
among the older age groups. For
example, in the 45-54 year age group,
the incomes of people with higher
education is up to seven times greater
than that for the line educated
population, while this gap is at a factor of 2 for the 20-25 year age group.12

                                                
11 MIDEPLAN. Results of the Seventh National Socioeconomic Survey (CASEN 1998). Document No. 10,

1998.
12 For a discussion of the matter, see Székely and Duryea (1998), Labor Markets in Latin America: a Supply-

Side Story, IDB.

Table 5. Years of schooling by income
and age bracket

Income quintile Age bracket 1990 1998

I 15 to 24 8.9 9.0
25 to 34 7.9 8.3
35 to 44 7.0 7.6
45 to 54 5.4 5.7
55 to 64 4.3 4.4

65 and over 3.7 3.4
Total 7.3 7.4

V 15 to 24 12.1 12.8
25 to 34 13.7 14.8
35 to 44 12.9 14.2
45 to 54 11.6 13.1
55 to 64 10.2 11.3

65 and over 9.7 10.4
Total 12.1 13.1

Source: MIDEPLAN.
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1.25 This situation is bound to become more critical and future, since it is estimated that
by 2010 some 12% of the population will be over 60 years of age, and this
proportion will rise to 25% by 2020, with negative repercussions on levels of
equity.

1.26 These demographic changes, added to the education and employment situation
discussed above, help to explain why little progress has been made in the area of
equity. If they are not adequately addressed, they may continue to block further
progress both in this area and in reducing poverty.

1.27 To reconcile growth and equity, therefore, it will be essential to redress the
education and unemployment situation among the lowest income groups, who are
also the most vulnerable at times of economic downturn such as occurred in 1998
and 1999, and to respond to the demographic changes that will be occurring over
the next two decades.

1.28 Another area requiring special attention is health, both in terms of dealing with the
expected aging of the population and addressing inequalities by sub-system and
region. In comparison with developed countries, Chile has a high index of
premature adult mortality, reflecting the weakness of the current system of
secondary prevention for chronic diseases, especially among the elderly.

1.29 Although Chile has a relatively advanced health system, its users are expressing
growing dissatisfaction over problems of timely access to care and the unequal
quality of services provided by the public and private sub-systems. In addition,
regional inequality persists in access to health services, particularly hospitalization,
reflecting inadequate coordination among the different hierarchical levels of the
service network in those regions with the lowest development profile.

1.30 Modernizing the State and deepening democracy. To address the challenges of
growth and reform, the new government has stressed the need to create a modern
State, one that can manage the changes implied by globalization and one endowed
with political institutions for channeling the demands of a more participatory
society. The process of reinforcing democracy, together with an international
setting that is increasingly diverse and complex, will require adjustment on the part
of government agencies, in the legal framework governing the decentralization
process, in the coordination bodies responsible for financing and executing public
investment, and in the State-citizen interface, in order to provide society with a
framework of policies, public services and institutions that can support continued
economic, social and political development.

1.31 Reforms to public sector organizations and procedures. In order to provide
better service to citizens in all areas of State responsibility, the new stage of State
reform must focus on horizontal themes such as: (i) the institutional and
administrative organization needed to provide high-quality services; (ii) outreach
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and communication with the citizenry; and (iii) using information technologies as a
tool for more efficient management and for reinforcing the bond between the State
and its citizens. Improved public services will also require a reformed approach to
human resource management in the public sector and efforts to improve the
timeliness and transparency of financial management at the different levels of
government.

1.32 Decentralization. The challenges in the area of decentralization can be summarized
as follows: (i) strengthening the autonomy and accountability of regional
governments through direct election of representatives; (ii) gradual progress in
decentralizing fiscal revenues so as to ensure sustainability of the process over time;
(iii) clarifying the distribution of functions and responsibilities among the various
levels of government; and (iv) strengthening the planning and priority-setting
capacity of regional and municipal governments.

1.33 Efficiency of investment. The problems of coordination that arise from the
coexistence of different levels of government, each with investment responsibilities
(central government-deconcentrated, regional and municipal) and different
investment financing instruments (FNDR, ISAR, IRAL and programming
contracts), have impeded efforts to improve the efficiency of public investment. If
Chilean society is to enjoy all the benefits that decentralization and deconcentration
of public investment should imply, it will be necessary: (i) to differentiate between
decentralization and regional development, since decentralization can aggravate
existing regional disparities if it loses sight of a global vision in the provision of
public goods of regional impact; and (ii) to improve and simplify the legal and
financial instruments involved with decentralized investment.

1.34 Participation. In order to foster greater interaction between the State and its
citizens, work must be done to identify the factors that now limit that interaction
and on political institutions for channeling and resolving demands, sometimes of a
conflicting nature, that arise from a more highly organized society.13

1.35 When it comes to Civil Society Organizations (CSO) in Chile, as mechanisms of
participation, they suffer from institutional weaknesses that arise in part from lack
of personnel training, from financial vulnerability because of their dependence on a
few donors, and from a shortage of opportunities for mutual exchange of
experiences, lessons learned and technical know-how with other institutions. As
well, while CSOs enjoy clear legal and constitutional recognition, both the legal
and regulatory frameworks are inadequate and formal recognition procedures are
complex, time-consuming and subject to administrative discretion.

                                                
13 According to the UNDP report on Human Development in Chile: More Society to Govern in the Future,

there appears to be a widespread perception in Chile that differences of interests and opinions are an
obstacle to national unity rather than a positive expression of social diversity.
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 II. OBJECTIVES AND STRATEGY OF THE BANK

A. Former strategy and results

2.1 The coincidence of a favorable external environment together with an economic
policy that has stimulated domestic savings has allowed Chile to finance the bulk of
its public investment program with its own funds, and this has led, since 1995, to
the prepayment (US$1,093 billion) or cancellation (US$427 million) of most
operations in the Bank's loan portfolio. It should be noted that the cancellation and
prepayment of loans during this period did not mean that the programs were
canceled. On the contrary, the government has pursued them with its own funds,
seeing them through to completion as stipulated originally in the Bank program.

2.2 This experience has fostered a change in the Bank's relationship with the country
and consequently the design of the strategy for the period 1996-1999 was based on
the recognition that its focal point would lie, not in massive funding for efforts to
overcome existing constraints on the country's development, but rather in
establishing a relationship that would be mutually enriching, and beneficial to other
countries in the region. Within this context, the achievements under the former
strategy have been satisfactory. The Bank selected a range of national and regional
technical cooperation operations, and operations financed through the MIF for
1996-1999 have fulfilled the purposes for which they were included in the strategy.

2.3 During this time, the Bank supported the country and its strategy of opening public
infrastructure to private sector development through the awarding of concessions.
The Program for Strengthening the Concessions System for Public Works
(ATM/MT-5053), approved in 1995 and completed in early 2000, has helped to
improve and expand the capacity of the Concessions Coordination Office (CDC)
and its various units in carrying out successive stages of the concessions program,
and to create a climate favorable to private initiative in the provision of public
services. During the 1990s, investments involving private participation amounted to
nearly US$1.7 billion. This line of action was also supported through an operation
by the Private Sector Department (PRI) in the area of rural telecommunications and
telephone service, which is helping to increase the supply of public telephones in
areas that previously had no access to such service.

2.4 To help enhance productivity, the Science and Technology Program (672/OC)
deserves mention. It has achieved a high economic and social return on its funding
and has helped bring together the scientific and technological community and the
productive sector. During the program, financing to the S&T sector rose from 0.5%
to 0.8% of GDP. More important still, financial participation by businesses in
projects financed by the National Scientific and Technology Development Fund
(FONTEC) rose from 49% in 1992-1995 to 65% in 1998, which shows how
effective this program was as a catalyst. The Inter-American Investment
Corporation (IIC), for its part, has helped to finance expanded productive capacity
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and technological improvements for companies seeking to export nontraditional
goods.

2.5 The development of new enterprises, and in particular small and medium-sized
enterprises (SMEs), has been a priority area for the government, which has
instituted programs for improving the competitiveness of the sector and its access to
credit. Bank activities are supporting this initiative through general programs aimed
at increasing private sector productivity, and through programs to make SMEs more
competitive, such as the SME Competitiveness Program (ATN/ME-5767) and to
promote investment by technology-based small businesses (Fundación Chile,
ATN/ME-5454) and more recently, by providing medium- and long-term financing
through CORFO under the "second-tier" banking format (Multisector Credit
Program, 1178/OC, approved in 1999).

2.6 In the area of integration, one operation under the MIF financed studies to facilitate
Chile’s entry into the FTAA (ATN/MT-5199), to improve customs information
systems and to assess the implications of a free trade treaty with Canada. This treaty
came into force in 1997, resulting in the immediate liberalization of 80% of
reciprocal trade and representing an important step forward in Chile's strategy for
full membership in NAFTA.

2.7 With respect to environmental issues, Bank activities have been aimed at
encouraging a participatory focus in which communities will take part in
environmental decision-making, and at supporting the institutional strengthening of
supervisory bodies. In terms of participatory environmental management,
operations have encouraged residents of low-income municipalities to organize
themselves and engage in dialogue with the private sector, and to determine the
factors that weigh most heavily on the quality of life in their communities14

(ATN/SF-5892 and 5922). On the regulatory front, MIF funding was provided to
strengthen the National Environment Commission, CONAMA (ATN/MT-4905),
by providing training for its staff in environmental rules and standards.

2.8 The MIF also financed pilot programs for preventing family violence and for
fostering artistic activities in the schools in order to help keep youth away from
drugs in impoverished communities. More general programs have been directed at
developing the technical skills of young people from low-income families
(ATN/MT-5393) and providing occupational training for young people with
disabilities (ATN/MH-4761, 5394, 6698 and 6955).

                                                
14 According to the Environment Act, projects with an environmental impact must be subject to community

consultations.
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B. The government's strategy and program

2.9 The new government has adopted a broad agenda of reforms that embrace all of
Chilean society and seek to transform it into a society that is not only wealthier but
more equitable, democratic and participatory. The three central pillars of this
agenda, as presented by President Ricardo Lagos in a speech on May 21, 2000, are:
(i) to open the doors to development so that every Chilean can benefit from
economic growth; (ii) to integrate the country, through infrastructure and the
encouragement of greater local participation in decision-making; and (iii) to
strengthen the spirit of citizenship, by reinforcing and promoting civil liberties.

2.10 Over the next six years, the government's priorities include consolidating the
reforms initiated under the previous government, such as those in the judicial and
educational fields, and proceeding further in the following areas: (i) reforming the
health system; (ii) promoting access to new information technologies; (iii) labor
reforms; (iv) fiscal reform; (v) constitutional reform; (vi) reform of the State, with a
stress on decentralization, and (vii) reforming municipal governance (pollution,
public safety).

2.11 Although these changes will have a positive impact on living standards and the
quality of life over the medium and long term, managing the process in the short
term poses a risk, since it demands the creation of forums for dialogue and channels
for participation that do not necessarily exist now and are not part of the country's
tradition or its social capital. At the same time, the government has stressed the
importance of promoting participation and decentralization, and this will require
major coordination efforts among the different levels of government, and between
them and civil society and the private sector.

2.12 Immediate economic issues, in particular the importance that the new
administration has assigned to reversing the fiscal deficit, circumscribe the options
available to the government for bringing about improvements in the provision of
social services, infrastructure and decentralization over the short term.

C. Objectives of the Bank's strategy, priority areas of action and instruments
for implementing them

1. Objectives

2.13 Through the dialogue initiated between the government and the Bank, the
authorities have made clear their intention to reactivate their relationship with the
Bank, and to make the Bank a significant partner in implementing the government's
strategy and program, through both financial and non-financial means.

2.14 Chile poses an important challenge to the Bank, that of finding mechanisms and
areas in which the institution can continue its support for the process of change and
transformation. The Bank's involvement in this process will require striking a new
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balance in the composition of the products that it offers the country, giving equal
importance to developing financial and nonfinancial products in support of the
public sector and civil society, as well as operations of direct support to the private
sector.

2.15 The Bank's strategy in Chile is consistent with the basic objectives of the Eighth
Replenishment Exercise and with the guidelines flowing from the Bank's
Institutional Strategy.15  Consequently, the proposed strategy was designed from the
outset as a joint undertaking with the country, consistent with the electoral cycle, on
the basis of which the Bank might focus its efforts in areas where it has
comparative advantages.16

2.16 This strategy was discussed at each stage of its preparation by arranging for
dialogue in which the various stakeholders of Chilean society (the public sector, the
private sector, civil society, the academic world) could identify and discuss priority
issues for the country's development. In April 2000 three dialogue workshops were
planned: (a) reform of the State, (b) strengthening partnerships between civil
society, the State and the private sector, and (c) modernizing budgetary
management. In August, 2000, two additional seminars were held, one on
competitiveness and information technologies, and another on the social impact of
an aging population.

2.17 The consultation process was carried out with a view to agreeing on strategic
partnerships around the issues discussed. The specific role of the Bank in these
workshops was to facilitate them, share its experience in the region on the issues,
and promote participation by experts from academia as well as policy-setting
agencies and program executing agencies from the countries of the region and other
regions that could share lessons learned with Chile on the design, implementation,
and evaluation of policies and programs in the respective areas. The dialogue
workshops allowed the various stakeholders to take part in the process of
identifying strategic areas for development of the country. They thus constitute an
effective mechanism to formulate the Bank’s strategy, and will therefore continue
to be held on other issues of interest to the country and the Bank as an integral part
of the instruments available to implement the strategy agreed upon with Chile.

2.18 Since then, the programming process has continued with the identification by the
Bank and the country of the principal development challenges facing the country

                                                
15 Report of the Working Group on the Institutional Strategy, GN-2077-1, 24 August 1999.
16 These comparative advantages are described in that report as follows: "The Bank appears to be particularly

well placed to operate in settings where relationships are important, where the capacity to listen and respond
sensitively is crucial, and in spheres where the ability to stay the course over the long term is key to success.
Projects requiring complicated negotiations between local and international players, projects that extend
over many years and projects that presuppose a delicate political consensus are natural areas for Bank
involvement. As well, projects that call for institutional reform are especially appropriate to the Bank's style,
which is based on relationships".
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over the medium term (the results of which are analyzed in chapter I of this report),
and the definition of strategic areas in which the Bank's contribution would be
particularly important for overcoming these obstacles, all within the framework of
areas identified as priorities for the institution, such as: promoting social reform,
modernizing the State, competitiveness and regional integration.17

2.19 Historically, the Bank has played a major role in Chile that has shifted as the
country needs have changed and the Bank has developed new instruments. At
present, the Bank has resumed a leading role in Chile among multilateral
organizations, because the comparative advantages of the Bank, highlighted in its
institutional strategy (see paragraph 2.15), are very responsive to the challenges and
priorities of the country for the coming years. This new relationship is based on
better targeted action by the Bank in Chile, seeking to ensure continuity in the areas
in which Chile and the Bank have been working together, such as decentralization,
improved efficiency and management of regional investment, and technology
innovation, and to cooperate in new areas in which the Bank has clear comparative
advantages, such as support for citizen participation, modernization of government
management, and reducing social exclusion.

2. Priority areas

2.20 The challenges facing Chilean society over the medium and long term involve
processes the success of which will depend to a large extent on reaching agreements
between different stakeholders, government, the business sector and civil society,
and on continued adherence to the commitments flowing from those agreements.

2.21 The Bank's country strategy will focus on processes where the creation of these
links is most critical. Consequently, it will support government efforts in the
following areas: (i) enhancing competitiveness and productivity by improving the
efficiency and effectiveness of public services and of support mechanisms for
technological innovation in the private sector; (ii) increasing social and regional
equity and improving the quality of life, with particular attention to vulnerable
groups (indigenous communities, female heads of household, youth and children at
risk, the elderly, victims of family violence, and persons with disabilities); and
(iii) modernizing State management to improve the provision of public services,
strengthening partnerships between civil society, the State and the private
sector, and increasing citizen participation in the design, execution and
evaluation of public policies.

2.22 This strategy presents the Bank with an important institutional challenge, which, if
overcome, will serve to confirm its presence in the country as a relevant partner in
initiating and monitoring the reform process, and will allow it to accumulate
experience of use to other countries in the region.

                                                
17 Analysis of the Bank’s Objectives and Priorities, CS-3276, 10 March 2000.
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a. Supporting competitiveness and integration into the new economy

2.23 Technological development and innovation. One of the major challenges facing
the Chilean government is to enhance the competitiveness and efficiency of the
country's productive apparatus, in keeping with environmental sustainability and
the principal of clean production, through the development of mechanisms to
support technological innovation. The Bank seeks to help raise the competitiveness
of the Chilean economy and to increase private investment in S&T by supporting
innovation and technological development in strategic areas of the national
economy, and transferring and disseminating these gains throughout the business
sector, particularly among small and medium-scale producers of goods and
services.

2.24 In this context, and consistent with the analysis of the challenges facing the country
in this area, the Bank, working jointly with the government, has identified the
following areas of intervention: (i) expanding the use of information and
communication technologies (ICT); (ii) fostering technological innovation in the
forestry, agriculture and aquaculture sectors; (iii) improving environmental
management in the productive sector; and (iv) promoting and disseminating
management practices that will increase quality and productivity. These will be
financed by the Bank under a Technology Innovation Program now in preparation
(CH-0160).

2.25 Financial system and capital market. Chile's financial system is well advanced in
comparison with that of other countries in the region. The principal challenges
facing the country in this area have to do with deepening financial and capital
markets, broadening their coverage, linking them more closely to international
markets and introducing new products and financial instruments. Because the Bank
is in a position to provide support for government action in these areas, the Bank
will be preparing an action plan with a country focus, embracing the PRI, the MIF
and the IIC, and identifying areas for cooperation between those facilities and the
Chilean authorities.

2.26 In this respect, the Bank has already begun the process of gathering information to
prepare a Country Program for Capital Market Development. To date, work has
been limited to analyzing the mortgage sector of the market, and assessing the
demand situation in general and, in particular, that of major securities holders
(pension funds and insurance companies) and offerers of securitized instruments.
On the basis of this exercise, the Bank will be able to define its scope of action. The
Bank is also promoting capital market development indirectly, through the PRI
global guarantees program.

2.27 Support for small and medium-sized enterprises (SMEs). The Bank will continue
supporting the growth of the entrepreneurial sector through operations targeted at
small and medium-sized enterprises. The Chilean authorities and the IDB have
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recognized the urgency of conducting a diagnosis of the obstacles facing SMEs in
their development, and on this basis constructing a strategy to take advantage of the
great potential of the sector to contribute to more sustainable and equitable
economic development. To perform this diagnosis, the IDB will finance a study as
a contribution to designing public policy instruments of a regulatory, financial and
institutional nature to promote SMEs, identifying opportunities for collaboration
between the IDB and Chile in programs to support the competitiveness of SMEs
and broaden their markets.

2.28 The Bank is also supporting the sector through a multisector credit operation
(1178/OC) approved in 1999, for an amount of $240 million. This operation was
designed to deal with a situation where the supply of loanable funds at terms
appropriate for SME projects is declining, and it is being executed by CORFO as a
"second-tier" entity. Its objective is to provide medium- and long-term financing for
SME investment projects.

2.29 Urban and rural microenterprises. The Bank will focus its efforts on collaborating
with the government and with NGOs to improve the efficiency of public and
private resource allocation to the microenterprise sector. The Bank could assist the
government in designing mechanisms to avoid duplication of efforts and reduce the
administrative complexity of procedures. To do so, closer links must be established
between support agencies and their clients. For example, the Social Investment and
Solidarity Fund, FOSIS, could devote its efforts to alleviating poverty, while
CORFO, through the Technical Cooperation Service, SERCOTEC, could focus on
the more advanced microenterprise sector to help improve productivity and
competitiveness.

2.30 With respect to NGOs, the Bank will continue supporting those that demonstrate a
potential for sustainable growth, and will explore innovative mechanisms for
providing financial and nonfinancial services to microenterprises, including the use
of leasing as a tool to facilitate access to capital markets.

2.31 At the same time, the Bank is ready to cooperate to strengthen the role of savings
and loan cooperatives in the microenterprise sector, by strengthening State
regulatory and supervisory capacities so as to improve the transparency of such
institutions. With respect to nonfinancial services, the Bank will also help to devise
mechanisms for making training more widely available.

2.32 Regulatory framework and works and service concessions. Thanks to its
successful experience with the concessions mechanism, the Bank will continue to
support regulatory reform of sectors where concessions are used. This will mean
financing activities ranging from studies and advisory services for amending
regulatory frameworks and encouraging competition, to the design, approval and
implementation of regulatory agencies. The Bank could: (i) support the
government's planned concession transactions with financing under the MIF line for
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this purpose, and possibly through technical cooperation; and (ii) finance
concessionaire firms with private sector loans.

2.33 In terms of the regulatory framework for sectors such as electricity and
telecommunications, the Bank could provide technical assistance to the Chilean
government during initial discussion of the respective draft legislation. Since the
work of consulting, preparing, discussing and approving new regulatory
frameworks can create considerable demand for advisory and consulting services,
the Bank is prepared to provide assistance to this end through specialized staff who
are familiar with recent experience in these areas.

2.34 Regional integration. The Bank is prepared to cooperate with the government in
the process of Chile becoming a full member of MERCOSUR, primarily by
providing targeted technical assistance for refining the government's objectives in
this area, such as, for example, macroeconomic convergence and harmonization of
technical standards.

b. Social and regional equity and improving the quality of life

2.35 In the social area, the Bank's strategy has two thrusts: (i) improving the efficiency
and management of regional social investment; and (ii) reducing poverty and
increasing social and regional equity, with special attention to vulnerable groups,
including indigenous communities, female heads of household, the elderly, the
disabled, children and youth at risk, and victims of domestic violence.

2.36 Improving the efficiency and management of regional social investment. As part
of the objective of improving the efficiency and effectiveness of public services, the
Bank will help the government to develop mechanisms and tools so that the country
can improve its efficiency in allocating public resources for regional investment,
and continue making gradual progress in the decentralization process. The
government has requested the Bank to approve an operation (CH-0161) that will
focus on designing investment programs to improve the capacity of regional and
municipal governments to allocate investment resources efficiently, in areas where
they have independent decision-making powers.

2.37 Vulnerable groups. The Bank will give priority to inter-sector operations that
require forging partnerships between the different players involved. These
operations will include indigenous community development, reducing domestic
violence, helping the elderly to remain productive, social and occupational
integration for the disabled, educational reentry for young people and, in general,
actions to protect children and youth at risk. Despite the progress that Chile has
made in terms of its social indicators, all of these areas are still subject to a
"welfare" approach that limits the possibilities for preventing risks and ensuring
social integration for these different groups.
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2.38 In this component of the strategy, the Bank will stress the need to encourage
coordination among the different ministries and instruments providing service to
these segments of the population. In addition to traditional support tools, the Bank
will have to use nonfinancial products and workshops to improve the coordination
process. A key feature of such dialogue is that it must be highly participatory and
must involve the government, the private sector and civil society in designing
solutions.

2.39 When it comes to indigenous peoples, the government has carried out a series of
programs since 1990 to meet their requests and demands, and to help them lift
themselves of poverty. The current government has given priority to meeting the
needs of these groups and has proposed an action plan that will lay the basis for a
new public policy, based on the idea of establishing a new treaty with indigenous
peoples.18  The initiatives proposed in this action plan cover such aspects as
legislation and institutions, education and culture, health, communications, heritage,
land management and development, economic activities and indigenous urban
dwellers. As an essential part of its program with the Bank, the government has
requested support in this area, and is designing a program to improve the living
conditions and socioeconomic status of members of indigenous communities. To
meet this objective, the proposed program (CH-0164) will be executed in two
phases: (i) the first will involve dialogue, diagnoses, consensus-building and
strengthening project execution capacities; (ii) the second will consist of direct
interventions in various sectors, depending on the results and agreements achieved
during the first phase.

2.40 This program will be designed in a highly participatory way, involving indigenous
communities at each stage of design and execution. Officials will also work closely
with civil society organizations active in this area, to strengthen their links with the
government, and coordination will be improved among the various ministries,
programs and instruments to provide services to this population.

2.41 In the case of the elderly, Chile is already at a fairly advanced stage of demographic
evolution: life expectancy at birth now stands at 75 years, and is expected to reach
78.5 years by 2025. The National Commission on the Elderly, which is now about
to become the National Service for the Elderly, has made progress in inter-sector
coordination of public institutions and those of civil society active in this area, but it
needs to strengthen its promotion and coordination efforts at the decentralized level.
The National Health Program for the Elderly of the Ministry of Health, for its part,
has launched a program to improve the coverage and quality of preventive and care
services required for the elderly to remain active and healthy. The Bank could
support concrete proposals relating to such initiatives, since interministerial
coordination and preventive action are both priorities in its strategy for this sector.

                                                
18 Presidential Message of 21 May 2000. Ministerial Program.
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2.42 In the case of persons with disabilities, the current approach is one of "welfare",
and there are few initiatives to promote autonomy, independence and social
integration for such people. Nor is there any program of affirmative action to hire
persons with disabilities in the labor force, or any economic incentives for
companies to hire the disabled. For its part, the educational system offers no special
support to disabled children with disabilities and it has no training programs to help
them compete in the labor market. The program of labor opportunities for the blind
(ATN/MH-6959) that the Bank is now beginning to finance in Chile, and the
program for occupational training for disabled youth (ATN/SF-6562) will serve as
a test of efforts to improve occupational integration for this group. The Bank will
continue supporting this group on the basis of results and lessons learned from
operations now underway.

2.43 Domestic violence. Recent studies show that there is a high prevalence of domestic
violence in Chile. The Bank has recently provided funding for victim care programs
sponsored by specialized civil society organizations (ATN/SF-6287). Yet there is
still a need to develop national strategies of a preventive nature involving the
government as well as women's organizations offering services to victims of
domestic violence, and to increase efforts to improve and expand existing care and
rehabilitation services. As well, evaluations to date indicate the need to expand
training programs for public officials and judges in order to improve the quality of
services, areas in which the Bank could draw upon its experience in other countries
to cooperate with the government in the design of such programs.

2.44 With respect to child abuse, the last five years have seen amendments to legislation
and the launching of information campaigns to increase public awareness of this
problem. Yet efforts to design a future line of action have been frustrated by the
lack of any proper diagnosis. The Bank is participating in a study to systematize
existing information and determine the kinds of interventions that have shown
themselves effective in dealing with and preventing the mistreatment and sexual
abuse of children. The results of the study will be published shortly by the Bank
and UNICEF, and are expected to serve as a tool for designing public policies and
programs of prevention and care; the Bank will provide support for their design and
implementation.

2.45 Health. Under the direction of the Ministry of Health, an inter-sector and broadly
participatory committee is working to develop a consensus-based, comprehensive
proposal for improving health services. It will identify short-term corrective
measures that do not require major legislative amendments, as well as more
complex initiatives that may involve changes in health sector legislation or
institutions. The Bank could support this process through technical assistance by
financing studies selected by the committee, under the guidance of the Ministry of
Health.
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2.46 Education. Consolidating educational reform is a priority issue in the government's
program, and will be funded primarily with internal resources. The Bank's strategy
will focus on facilitating the coordination of initiatives and activities emerging from
the Ministry of Education and other ministries in support of vulnerable groups.

2.47 One initiative where the Bank's coordination and experience could be very useful is
the program to support youth at risk and to reduce school dropout rates. The most
pressing problem at the intermediate school level is the number of dropouts: the
Bank could help explore two types of alternatives: (i) to offer dropouts a high-
quality program to speed up completion of their education, including the use of
distance education and information technologies, so as to prepare them for the labor
market; and (ii) to keep the poorest children from leaving school in order to work,
by offering scholarships that will help to supplement family incomes. The Bank
will also support the "Linkages Network" [Red de Enlace] for modernizing the
computer system in the schools.

2.48 The Bank could also help Chile to analyze alternatives for improving technical
education, for example through the creation of a well-articulated technical
education system that would introduce greater flexibility to the current supply of
educational services and make curricula more compatible and progressive.

2.49 Employment. The Bank will give priority to efforts to create employment
opportunities for vulnerable groups through: (i) modernizing labor relations;
(ii) development and qualification of labor skills; and (iii) reintegrating vulnerable
groups into the labor force.

2.50 The new authorities have given priority to labor reform, as an area that must play a
greater role in the country's economic development strategy. The Bank has initiated
assistance to the Ministry of Labor for the design of the required legislation, and
intends to continue providing support in this area.

2.51 In terms of qualifying labor skills, the Bank will continue supporting this area,
based on the successful execution of three initiatives financed through the MIF, the
objective of which was to enhance the technical skills of youth from low-income
families and to certify the skills of employees and workers (ATN/MH-5393, 5394
and 5395).

2.52 The issue of increasing female participation in the labor force is a priority for the
new government (the participation rate of women with no formal schooling is 34%,
compared with 50% in Brazil and 64% in Argentina).19  The National Women's
Service, SERNAM, has been working within the Council for Social Dialogue to
develop a tripartite agenda of issues in which workers, employers and government
can cooperate in order to expand and strengthen female participation in the

                                                
19 Labor Markets in Latin America. S. Duryea and M. Székely. IDB Working Paper 1998.
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workforce, by overcoming discrimination, generating equality of conditions,
improving the quality of available jobs, facilitating access to social security and
health benefits, and promoting female participation in labor unions and in collective
bargaining.20  The Bank will provide assistance to SERNAM and other ministries in
this priority area of its country strategy.

2.53 Quality of urban life. One of the seven reforms (see paragraph 2.10) that make up
the new government's program relates to the cities, where the intention is to seek
greater social harmony and integration. In a context of growing urbanization, the
problems of unplanned urban growth, marginality, insecurity and exclusion
represent a serious challenge for the immediate future. With respect to this issue,
the Bank has a particular interest in supporting efforts at: (i) public safety;
(ii) environment; and (iii) public transportation.

2.54 Public safety. On this issue, the government has introduced a national program that
involves participation by the community, the municipalities and the police. The
success of this program will depend to a large extent on how successful the
government is in coordinating its policies and efforts to improve public safety.

2.55 Environment. The Bank's efforts in Chile have focused on developing key
institutions for environmental management. Between 1995 and 1998 the Bank
approved several institutional strengthening operations that have had a positive
impact on the country's environmental management. On the basis of this
experience, the Bank will continue working with public institutions, the private
sector and civil society to introduce environmental management at the decentralized
level throughout the country (regional and municipal).

2.56 Public transportation. The Chilean government has adopted a clear and consistent
position with respect to the importance of measures to improve public
transportation services, with the assistance of the private sector, as part of its goal to
introduce, by 2003, a modern and efficient system of public transportation. Within
this framework, the government has requested the Bank's support, through the MIF,
in preparing bidding documents for urban transit services.

c. Modernizing the State, strengthening partnerships with civil
society and increasing citizen participation

2.57 Since 1994, the government has followed a three-pronged strategy: (i) it has
stressed "modernization" rather than "reform", with an emphasis on achieving
results gradually; (ii) it has delegated the initiative for change to line ministries and
services; and (iii) it has built networks to foster cultural change in public service
management.

                                                
20 Presidential Message of May 21, 2000. Ministerial Program.
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2.58 To provide technical support to the government in developing its strategy in this
area and in promoting dialogue, the Bank and government sponsored a seminar on
Reform of the State in April 2000. Meetings with government authorities since that
seminar, and an analysis of experience in recent years, suggest that the Bank's
strategy should be to support government efforts to improve the provision of public
services, from the perspective of State reform.

2.59 A "public services strategy"21  must place the emphasis on reforming the quality of
government. The second generation of reforms could take this strategic focus, since
there is a risk that modernization efforts undertaken to date, and the significant
success already achieved, could be compromised if officials and citizens can see no
difference or improvement in the capacity or performance of the State. It is
important therefore to establish a clear and visible connection between
administrative reforms and the quality of services provided to the citizenry.

2.60 This strategy opens several fields for potential cooperation with the government. In
the first place, the Bank could support the development and application of a new
conceptual framework for improving the relationship between ministries and
services, strengthening the standard-setting capacity and strategic management of
the ministries, and reinforcing the operational capacity and the quality of the
services. In the second place, the Bank could support reforms in recently merged
ministries, and their relationship to the respective services. Third, the Bank could
support reorganization of this strategic sector. Finally, it could supplement efforts
now underway to modernize financial administration, through concrete actions at
key points in the process, for which the government has requested Bank support
through a loan for modernization of the Office of the Comptroller General of the
Republic (CH-0170).

2.61 This emphasis on services also gives importance to the Chilean government's
efforts to strengthen its ties with the citizens who are users of its services. The
general guidelines proposed by the government for developing and executing a
policy of citizen participation call for addressing two areas: (i) a horizontal
government policy to encourage citizen participation in public policies and
programs, including support for the creation of an Ombudsman's Office; and (ii) a
policy to encourage volunteer community service, including a pilot program in this
area.

2.62 In order to execute this policy, the government has requested the Bank's
cooperation. The general objective of the Bank's strategy in the sector is to support
government efforts to create conditions that will encourage more active citizen
participation in the design and execution of activities aimed at the public good. The
Bank could support the government through an operation to strengthen partnerships

                                                
21 The term "services" has a special meaning in Chile, since it refers to the actual name of the government

agencies and apartments that provide State services to the public.
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between the State and civil society (CH-0165), which would have the following
components: (i) encouraging citizen participation in the State apparatus;
(ii) strengthening civil society, and (iii) a program to encourage volunteer activities.

3. Instruments for implementing the strategy

2.63 As of 2000, Chile is giving new impetus to its operational relationship with the
Bank. In order to implement the agreed strategy, it has requested a program of loans
accompanied by a broad program of nonfinancial services and direct operations
with the private sector, through the PRI, IIC and MIF Windows.

2.64 By its readiness to use this variety of instruments, the Bank will be demonstrating
its willingness, its innovative capacity and its flexibility to adapt instruments and to
create new mechanisms for helping the country towards its development goals.

a. Operations program

 (i) Loan scenario

2.65 Although the country strategy is designed to cover the period of the government's
mandate, which in Chile is six years (2000-2006), the Bank and the government
have established a basic scenario of loans in the amount of US$600 million, which
would be concentrated in the period 2000-2002 and updated regularly thereafter
(see Annex II). In this regard, there are no limitations imposed by the Bank's
exposure in Chile, either in terms of the percentage of the country’s debt in the
Bank's portfolio or in terms of the Bank's financing as a share of the country's total
external indebtedness (the proportion of IDB debt service in relation to total debt
service would remain below 30%). This means that projected flows from execution
of the existing portfolio and from the new operations proposed would give rise to
acceptable levels of debt service and net flows.
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CHILE. DISBURSEMENT SCENARIO AND DEBT INDICES

HISTORIC PROJECTED

1998 1999 2000 2001

Loan disbursements (US$ millions) 22.8 93.1 110.5 99

Repayments (US$ millions) 66.7 65.2 63.4 66.7

Net lending flow (US$ millions) -43.9 27.9 47.1 32.3

Interest and fees (US$ millions) 40.0 38.9 42.2 49.1
Net cash flow (incl. IDB capital subscrip. & contr. )
(US$ millions) -89.4 -15 4.9 -16.8

IDB credit exposure  (18%) 1.52% 1.37% 1.33% 1.31%

Total disbursed external debt/ GDP 44.8% 52.9% 52.3% 52%

IDB debt service/Exports BSNF (8%) 0.5% 0.5% 0.5% 0.5%

IDB debt service/Total debt service (30%) 2.7% 2.1% 2.1% 1.4%

Multilateral debt service/Total debt service (50%) 6.9% 5.9% 5.5% 3.4%

Total debt service/Exports BSNF 19.9% 24.9% 23.7% 36.5%
Source: World Bank and IDB estimates

 (ii) Non-financial services

2.66 Dialog workshops. An integral part of the Bank's strategy is to continue supporting
the government of Chile in sponsoring dialogue on priority issues relating to the
challenges facing the country's economic and social development. In this area, the
Bank's comparative advantage lies in its knowledge of the region and its analysis of
successful experience in other countries, as well as its ability to facilitate events of
this type and to be an objective and credible player.

2.67 During the year 2000, the Bank has designed and cofinanced with the Chilean
government five workshops to promote thinking and dialogue on priority issues.
The results have provided feedback to government programs and have helped
define specific activities for financing by the Bank through its operations program
(see paragraph 2.16). In addition, in early 2001, the Bank financed a meeting in
Chile to present its strategy for support of the private sector and the various
instruments it has to implement the strategy (PRI, MIF, IIC). At the meeting, both
the strategy of the Government of Chile and that of the Bank to promote an
enabling environment for development of the sector were discussed. These events
have contributed to enriching the internal dialogue in the country and have led to a
more participatory, and hence more effective, process for defining the country's
priorities for growth.

2.68 Technical assistance program. Now that a new stage has been opened in its
relations with the Bank, based on providing loans in areas where the Bank has clear
competitive advantages, together with a program of non-financial services, the
government of Chile has requested the Bank to approve a program that will respond
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swiftly and effectively to the country's needs. The intention here is to establish a
flexible mechanism to provide the government of Chile with advisory services
needed to support specific, short-term undertakings in the area of public policy.

2.69 The Advisory Services Program (PSA), now under preparation, represents a new
technical assistance facility that the Bank can offer Chile, whereby the government
can draw upon short-term advisory services, not exceeding 10 days, provided
primarily by the Bank's professional staff, or if necessary by contracting outside
consultants. The program's area of activity will be limited to formulating,
monitoring and evaluating various government policies.

b. Coordination of instruments for the private sector

2.70 Private Sector Department (PRI). Given the importance attached both by the
government and by the Bank to making the private sector an effective partner in the
creation of public infrastructure, the PRI will continue its work in Chile, developing
mechanisms and methodologies to help the private sector to play its role in the
strategy.

2.71 A significant obstacle in developing these instruments has been the limits imposed
by the Bank on granting loans denominated in pesos. This situation could well
improve, as a result of the 1999 mandate to the Private Sector Department to assist
countries in the development of their capital markets. The global guarantee program
is an ideal instrument for financing large infrastructure projects, because it makes it
easier for companies to access domestic capital markets to find funding for their
projects. This program is being used in the Santiago-Valparaiso-Viña del Mar
highway project. In addition to the guarantee program, the Bank will continue its
involvement in more traditional lending operations under the "A/B" scheme, as it
did with the Puerto de Mejillones project. Other projects, including the Antofagasta
desalination plant, are under consideration.

2.72 Multilateral Investment Fund (MIF). In light of the Bank's strategy for the country
in previous years, the MIF has focused its private sector support in five areas:
(i) expanding private sector activity, particularly in the transport and energy sectors,
(ii) global integration of the Chilean economy, in light of various economic or
commercial integration agreements; (iii) establishing dispute settlement
mechanisms; (iv) improving human resource productivity, including certification of
labor skills; (v) strengthening environmental regulations; and (vi) developing small
enterprise by providing access to financial and business services.

2.73 Based on results from previous efforts, and in light of the new government's
programs and the priorities established in the Bank's strategy, MIF support in
coming years will be concentrated on promoting competitiveness and integration
into the new economy, and on improving the State's management and its
relationship with civil society.


	Background and Development Challenges
	Economic background
	Social background
	Principal medium-term development challenges

	Objectives and Strategy of the Bank
	Former strategy and results
	The government's strategy and program
	Objectives of the Bank's strategy, priority areas of action and instruments for implementing them
	Objectives
	Priority areas
	Supporting competitiveness and integration into the new economy
	Social and regional equity and improving the quality of life
	Modernizing the State, strengthening partnerships with civil society and increasing citizen participation

	Instruments for implementing the strategy
	Operations program
	Loan scenario
	Non-financial services

	Coordination of instruments for the private sector


	Other multilateral agencies
	Risks to implementation of the strategy
	Monitoring implementation of the strategy

	Agenda for Dialogue with the Country
	Topics for dialogue


