CHAPTER 3

CHILE

Evaluation of policy developments

Chile has a relatively open trade policy with support historically concentrated on a few commodities, The
country operates a price band system (PBS) for wheat, wheat flour and sugar, but with high world prices
and reforms to the PBS necessary in order to comply with WTO obligations, the economic significance of
the PBS has diminished. Across the sector, price support has continued to decline and farm prices are
now almost exclusively market determined.

Aided by strong copper revenues, payments to farmers and spending on agriculture more generally have
continued to increase. The former category comprises mostly payments for on-farm irrigation, productivity
and skills development programmes, and support for the recovery of degraded soils, while most of the
latter consists of spending on infrastructure, research and development and inspection services.

As a result of these developments, the PSE has been more or less constant, averaging 4% of gross farm
receipts in 2005-07. The GSSE has increased steadily and now accounts for more than a third of all
support to the sector. Total support to the agricultural sector imposes a smaller burden on the economy
than in most OECD countries, accounting for 0.31% of GDP between 2005 and 2007, compared with an
OECD average of 0.97%.

Agricultural policies have not been modified in response to high world prices. Social policies, on the other
hand, have been used to make a one-off payment of USD 35 to people enrolled in social programmes
and who belong to the poorest 40% of households. From the standpoint of producers, the benefits of high
prices have been partially offset by high energy costs and the appreciation of the Chilean peso. The
government has sought to restrain the appreciation of the peso by purchasing US dollars. However,
because of the financial crisis, only USD 5 750 million of a planned purchase of USD 8 000 million have
been bought.

Overall, Chile has ensured that its agricultural policies remain well targeted on its principal objectives of
improving sectoral competitiveness and facilitating smallholder development and has avoided the use of
distorting policies in pursuit of these objectives.




Summary of policy developments

1. Developments in Chilean agricultural policy reflect the government’s commitment to open
markets: Chile’s agricultural trade policy is essentially liberal, observed in the low levels of market price
support. The Chilean government has been increasingly active in adopting policies to boost
competitiveness, help poorer and less competitive farmers, and protect the country’s environment and
natural resource base, through the provision public goods and highly targeted policies. The Chilean
response to rising food prices has focused on reducing demand (by raising interest rates) and a one-off cash

subsidy to the poorest segment of the population.

e  Support to producers as measured by the %PSE has
declined from 8% in 1995-97 to 4% in 2005-07.
Since 1995 the level of support has been
considerably lower than the OECD average of 26%
in 2005-07, and typically less than 10%.

e Support based on commodity output is delivered
entirely in the form of market price support (MPS)
since there are no output payments. The share of
MPS in the PSE has decreased from 86% in
1995-97 to 30% in 2005-07. However, over the same
period, support based on variable input use, has
increased from 4% of the PSE to 14%.

® Prices received by farmers were on average only 1%
above those observed on the world market in
2005-07, as shown by the producer nominal
protection coefficient (NPC). In contrast, prices
received by Chilean farmers were on average 7%
higher in 1995-97.

e The share of single commodities transfers (SCT) in
the PSE was 29% in 2005-07. The highest SCTs
were for sugar and, wheat, with shares of 12% and
8% respectively.

® The cost to consumers (%CSE) has halved from an
implicit tax of 8% in 1995-97 to an implicit tax of 2%
in 2005-07.

e Support for general services to agriculture (GSSE)
comprise an increasing proportion of the total
support estimate (TSE), rising from 16% in 1995-97
to 32% in 2005-07.

e TSE as a burden to society has decreased over time
from 0.64% of GDP in 1995-97 to 0.31% in 2005-07,
about a quarter of the average in OECD countries
(1.2%).

Source: OECD, PSE/CSE database, 2008.

Figure 3.1. Chile: PSE level and composition over time
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Figure 3.2. Chile: Producer SCT by commodity, 2005-07
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Figure 3.3. Chile: TSE composition over time
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Table 3.1. Chile: Estimates of support to agriculture

(CLP million)
1995-97 2005-07 2005 2006 2007p
Total value of production (at farm gate) 2098 835 3627378 3517414 3594329 3770391
of which share of MPS commodities (%) 65 65 62 63 70
Total value of consumption (at farm gate) 2112343 3866 673 3739 493 3824230 4036296
Producer Support Estimate (PSE) 167 751 161 764 179 014 156 315 149 964
Support based on commodity output 137 683 48 134 81774 42372 20256
Market Price Support 137 683 48 134 81774 42372 20 256
Payments based on output 0 0 0 0 0
Payments based on input use 25910 111257 95 804 110 123 127 844
Based on variable input use 6697 22416 17 935 22060 27252
with input constraints 0 0 0 0 0
Based on fixed capital formation 9825 58 499 54615 58078 62 804
with input constraints 0 0 0 0 0
Based on on-farm services 9389 30 343 23254 29 985 37788
with input constraints 0 0 0 0 0
Payments based on current A/An/R/I", production

required 4158 2373 1436 3819 1863
Based on Receipts / Income 0 0 0 0 0
Based on Area planted / Animal numbers 0 2314 1436 3643 1863
with input constraints 0 2314 1436 3643 1863

Payments based on non-current A/An/R/I, production
required 0 0 0 0 0

Payments based on non-current A/An/R/I, production
not required 0 0 0 0 0
With variable payment rates 0 0 0 0 0
With fixed payment rates 0 0 0 0 0
Payments based on non-commodity criteria 0 0 0 0 0
Based on long-term resource retirement 0 0 0 0 0
Based on a specific non-commodity output 0 0 0 0 0
Based on other non-commodity criteria 0 0 0 0 0
Miscellaneous payments 0 0 0 0 0
Percentage PSE 8 4 5 4 4
Producer NPC 1.07 1.01 1.02 1.01 1.01
Producer NAC 1.09 1.05 1.05 1.04 1.04
General Services Support Estimate (GSSE) 32672 77 420 68 643 75 492 88 126
Research and development 8723 17733 15 164 17 396 20 638
Agricultural schools 362 749 771 654 822
Inspection services 400 8617 7126 8142 10 584
Infrastructure 20 888 42 644 38105 41523 48 306
Marketing and promotion 2078 7240 7015 7226 7478
Public stockholding 0 0 0 0 0
Miscellaneous 220 437 461 552 298
GSSE as a share of TSE (%) 16.3 32.4 27.7 32.6 37.0
Consumer Support Estimate (CSE) -171 216 94104 -176 400 -67423 -38 488
Transfers to producers from consumers -138 666 -48 073 -81774 -42372 -20072
Other transfers from consumers -34217 -47 020 -94 626 -27 167 -19 267
Transfers to consumers from taxpayers 0 0 0 0 0
Excess feed cost 1667 989 0 2117 850
Percentage CSE -8 -2 -5 -2 -1
Consumer NPC 1.09 1.03 1.05 1.02 1.01
Consumer NAC 1.09 1.03 1.05 1.02 1.01
Total Support Estimate (TSE) 200 423 239184 247 657 231807 238 090
Transfers from consumers 172 884 95093 176 400 69 539 39339
Transfers from taxpayers 61756 191 112 165 883 189 435 218018
Budget revenues -34217 -47 020 -94 626 -27 167 -19 267
Percentage TSE (expressed as share of GDP) 0.64 0.31 0.37 0.30 0.28
GDP deflator 1995-97 = 100 100 166 150 169 177

p: provisional. For the definition of OECD indicators of support to agriculture, see Annex A.1. NPC: Nominal Protection Coefficient.
NAC: Nominal Assistance Coefficient. A (area planted) / An (animal numbers) / R (receipts) / | (income).MPS commaodities for Chile
are: wheat, maize, apples, grapes, sugar, tomatoes, milk, beef and veal, pigmeat and poultry. Market Price Support is net of producer
levies and Excess Feed Cost.

Source: OECD, PSE/CSE database, 2008.



Policy context: C h i lagrituBure at a glance

2. Over the last ten years the contribution of the agricultural sector to GDP has been constant at
around 4%. The contribution of the sector to employment has decreased, from 19% in 1990 to 12% in
2007, but remains high relative to the sector’s share of value added, suggesting low labour productivity in
the agricultural sector. With regard to agricultural output, the livestock sector has grown more rapidly than
the crop sector, as new export sectors such as pork and poultry have been developed. Agro-food exports
have grown much rapidly than agro-food imports, with a net surplus exceeding 7.8 USD billion in 2007.

Table 3.2. Chile: Basic economic and agricultural Figure 3.4. Chile: Shares of agriculture in GDP
indicators, 2005-07 and employment, 1995-2007
%
18
2005 2006 2007 *
Basic economic indicators » \R
GDP (USD billions) 116 146 164 10
GDP growth (%) 6.3 43 5.1 s
GDP per capita, PPP (USD) 12173 12997 13885 s
Inflation (annual average, %) 31 34 44 a x._._-—‘——\_b_,__g
Exchange rate (annual average, local currency per USD) 559.8 530.3 522.5 2
Population (million) 16 16 17 o
Population in rural areas (%) 132 13.2 131 1095 1996 M%7 N9 0% 000 001 2002 2003 2008 2008 mete v
Share in GDP (%) —+—Share of agriculture in GDP g total
Agriculture 38 39 38 | Figure 3.5. Chile: Evolution and annual changes
Industry 96 M5 M5 of agricultural output, 1995-2007
Services 56.6 516 517
Share in employment (%) 16952100 Annualrate o growth, 5
Agriculture 133 12.6 12.0 160 16
Industry 233 237 238 1:2 ---------------- 1‘2‘
Services 63.4 63.7 64.2 100 | emz=z==m= e i e |5
Average share of income spent on food (%) na. na. 22.1 80 8
. .
Basic agricultural indicators 20 D D D D D H 2
Agro-food exports (% of total exports) 13.0 95 10.0 _ZZ o U U ] ?2
Agro-food imports (% of total imports) 6.0 6.0 7.0 40 4
Agro-fOOd trade balance (USD m|”|0n) 5834 6438 7840 * 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 *
GAO (% change from previous year) 42 09 22
. . = Total GAO annual rate of growth (right scale) ====Total GAO (left scale) —#— Crops (left scale) ==« Livestock (left scale)
Total cereal production (million tonnes) 4.0 36 37
Total meat production (million tonnes) 12 13 13

Figure 3.6. Chile: Agro-food trade, 1995-2007
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World Bank, World Development Indicators, 2008.




Policy developments
Main policy objectives and insiments

3. Since the restoration of democracy in 1990, agricultural policy has centred around three main
groups of objectives: first, the inherited goal of increasing competitiveness; second, achieving more
balanced agricultural development by better integrating poorer less competitive farmers into commercial
supply chains; and finally reconciling these objectives with goals related to conservation of the
environment and the sustainable use of resources. While the specific articulation of objectives has changed
from one government to the next, these broad areas have provided a common focus of policy concerns.
There has been some overlap, in that programmes targeted towards poorer farmers have focused mainly on
improving their competitiveness, while smallholders are seen to have an important role to play in the
pursuit of environmental objectives. There has also been a subtle evolution in the emphasis given to these
concerns.

4, In 2006, when Michelle Bachelet was elected president, her government further rearticulated the
country’s agricultural policy objectives, with stated aims of (1) transforming Chile into an international
agro-food and forestry superpower; (2) promote a more inclusive development for the support small-scale
family agriculture (AFC); (3) modernising public agricultural institutions; (4) generating new sources of
energy; and (5) ensuring a sustainable use of natural resources and protecting biodiversity. These
objectives are broadly similar and compatible with those that were inherited, although the specific
emphasis on generating new sources of energy is new.

5. In general, Chile domestic policy choices have been conditioned by its open trade policy. Thus
there has been relatively limited use of trade distorting policies. Market price support has declined over the
last 13 years and it is only provided through the use of a uniform MFN tariff of 6% (although preferential
access as a consequence of FTAs result in an average effective tariff of less than 2%); and through the use
of a price band system (PBS) for wheat and sugar. The PBS has been modified several times since the
WTO ruled against it in 2001, and is currently in the process of further reform. The main source of support
arises from budgetary allocation, whether through input subsidies or through the provision of public goods
or general services.

6. Government expenditures on agriculture have more than quadrupled in real terms over the past
ten years. About half of that spending is on public goods, while the other half consists of measures which
aim to make Chile’s poorer farmers commercially competitive. The spending on public goods includes
essential investments such as infrastructure in irrigation, animal and plant health, inspection services, etc.
that help raise agricultural competitiveness and protect the country’s environment and natural resource
base.

Box 3.1. Food inflation in Chile

Food prices in Chile increased by 18.2% between March 2007 and March 2008, while the CPI rose by 8.3% over
the same period. Within the food basket the products that exhibited the greatest price increases were fruits and
vegetables (40%); followed by oils, butter, and fat (39%); bread and cereals (33%); eggs and dairy products (28%);
and meats and deli-products (11%). In addition to the impact of rising world prices for cereals during, the winter of
2007 saw parts of central Chile suffer from severe frost and adverse weather conditions. This reduced yields for
vegetables, pulses and some fruits, raising their prices more or less until the end of 2007.

Even though Chile is a net exporter of agricultural products, high international food prices had a large effect on
domestic mar ket s. This reflects the struct wmanty fratd andCvaluel
added products such as wine and more recently dairy products and some types of meat; while imports are
characterised by such as wheat, flour wheat, maize and rice, and some types of meat and oils.

At the macro level, the Central Bank of Chile has increased interest rates to restrain demand and inflation. At the




same time, in order to stop the significant appreciation of the Chilean peso with respect to the US dollar, the Central
Bank decided to buy USD 8 000 million by the end of 2008; however given the new developments in the international
arena, the Central Bank decided to suspend the measure at the end of September 2008, and only USD 5 750 million
were bought (70% of what was initially planned).

Other measures implemented to alleviate the food price rise are: the implementation of one-off bonus of
CLP 20 000 (USD 35) to people registered in social aid programmes and belong to the poorest 40% of population. This
payments aims to help families meet the problem of high prices for food, energy and fuel. Lastly, the Ministry of
Agriculture (MINAGRYI) through its Office of Agricultural Policies and Studies (ODEPA), weekly disseminates price
information on fruits, vegetables and meats in strategic areas and markets of the capital city (Santiago), in order to
avoid speculation.

While producers of importable products benefited from higher international prices, these gains were partly offset
by high prices for fuel and fertilisers, the appreciation of the Chilean peso against the US dollar (until about
September 2008), and rising labour costs (in dollar terms). In the case of exportable products, there was little increase
in prices and farmers terms of trade actually deteriorated.

Figure 3.7. Chile's monthly wholesale prices (USD/tonne) of wheat and maize compared to world market prices
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Figure 3.8. Chile's CPI compared with oil prices and exchange rate (Index June 2006=100)
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Domestic agricultural polices

7. The government’s ambitious agenda for agricultural development has led to a wide range of
initiatives that involve budgetary expenditures. Budgetary transfers associated with agricultural policies
have more than quadrupled in real terms since 1995, from CLP 50 000 million (USD 125 million) to
CLP 205 000 million (USD 393 million) in 2007. Figure 3.9 shows the composition of agricultural
spending by programme area in 2007. It is important to note that many of the policy instruments are
designed to support small-scale agriculture (family agriculture and/or poor farmers), with these instruments
accounting for around 45% of total expenditures. INDAP (the ministry’s agency that deals exclusively with
smallholders) alone accounts for more than 30% of the total budget allocated to the sector.

Figure 3.9. Chile: Shares of agricultural transfers by programme area, 2007
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Source: DIPRES, 2008; MINAGRI, 2008.

8. Three areas account for almost 60% of total budget allocation: irrigation programmes that
provide subsidies for on-farm improvements and makes off-farm investments; productivity and skills
development programmes which comprise on-farm productive investments and preferential credit; and
rural development programmes which are limited exclusively to special poor areas and consists of a series
of subsidies for productivity improvements, given through territorial development programmes and via
land purchases for indigenous people.

0. The programmes that comprise the remaining 40% are: the soil recovery programme; R&D,
extension and training; animal and plant health, and standards programmes which include both on and off-
farm measures and services; and lastly, marketing and promotion programmes.



Price and income support policy

10. Price support is provided exclusively through trade protection. Chile has a very open trade
policy, with a uniform MFN tariff of 6%. Moreover, the conclusion of a wide range of preferential trade
agreements has led to many exporters into Chile benefiting from tariff free access for a majority of tariff
lines. In the case of agricultural products, this has led to an average applied tariff of less than 2% - a rate
that is slightly lower than the average for manufactured goods.

11. Chile’s MFN tariff of 6% provides an upper bound on the protection provided to producers, for
all products except those covered by the price band system (PBS) and those for which contingency
measures have been applied. The PBS was introduced in 1983 and originally applied to wheat and wheat
flour, edible vegetable oils and sugar. The mechanism was discontinued for vegetable oils in 2001. Chile’s
PBS for wheat, wheat flour and sugar has undergone reform and now has little impact on the prices of
these commaodities.

12. Chile provides few direct income payments to farmers, and only one programme was
functioning in 2007: the Subsidy for Auto-Consumption Agriculture implemented by the Social and
Solidarity Investment Fund (FOSIS) an institution within the Ministry of Planning and
Cooperation (MIDEPLAN). The Fund finances, in whole or in part, development programmes, projects
and special activities that contribute to poverty reduction. Through this subsidy, FOSIS provides direct
payments to poor small-scale farmers with the purpose of increasing their production for their own
consumption. The programme started in 2006 with an initial budget of CLP 1200 million
(USD 2.2 million) and by 2007 the programme had increased its budget to CLP 2 398 million
(USD 4.5 million). Other programmes that are under the umbrella of social policies can reach poor
farmers, such as Chile Solidario (also under MIDEPLAN), which provides several forms of support
including monthly income payments to the needy population regardless their economic activity.

Input subsidies

13. Irrigation programmes have been (and still are) among the most important of Chile’s
agricultural policies, accounting for an average of 30% of transfers to the sector since 1990. While over the
past ten years irrigation expenditures have averaged about CLP 40 000 million (USD 68 million) per year,
in 2007 they reached CLP 48 000 million (USD 91 million). These expenditures have both on-farm and
off-farm components. In the first case, farmers receive subsidies to install or improve existing irrigation
systems. These payments account for 40% of the irrigation budget and are provided mainly by the Ministry
of Agriculture through a specialised agency, National Irrigation Commission (CNR). In the case of off-
farm investments, expenditures are designed to benefit an entire community, region or area. This accounts
for 60% of the irrigation budget and is implemented by the Ministry of Public Works (MOP). Lastly,
irrigation programmes need to be understood in the context of the country’s water management policies, as
irrigation accounts for about 85% of national water use, a share that varies significantly by region.

14. Programmes that aim to improve farm productivity, have become more important in recent
years. In 2007, around 73% of these subsidies were provided by INDAP, whose constituency is limited to
smallholders (family agriculture). Of INDAP’s share, 60% is for investments to capitalise and modernise
the agricultural sector. The remaining 40% is given with the goal of improving the productive, managerial
and entrepreneurial capabilities of small-scale farmers, and thereby assists their integration into national
and international markets. In 2007 the two type of subsidies accounted for CLP 30 000 million
(USD 57 million). The other 27% of the budget allocated to these programmes is executed by CORFO,
which provides subsidies for improving productivity to all scale of farmers.



15. The Soil Recovery Programme continues to be one of Chile’s most important agricultural
policies. INDAP and the Agriculture and Livestock Service (SAG) are the two agencies in charge of the
programme, with INDAP support limited to small-scale producers. In 2007 INDAP allocated 61% of the
total subsidies equivalent to CLP 15 000 million (USD 29 million), the remaining 39% was managed by
SAG. The programme comprises a set of subsidies used to finance activities to recover and/or improve
degraded soils. Some of the activities are: phosphate fertiliser applications to restore the natural level of
soil fertility; calcium fertiliser applications; the establishment and regeneration of grassland; soil
conservation; soil rehabilitation and crop rotation. The ultimate aim of the programme is to improve
competitiveness through the improvement of the soil conditions of the farm.

16. The importance of INDAP as credit provider agency for small-scale agriculture has increased
steadily since 1990; with its credit allocations increasing from CLP 6860 million in 1990
(USD 22 million) to CLP 33 000 million in 2007 (USD 63 million). Although INDAP is the state’s main
agricultural credit institution, its share of national agricultural loans has been minor, and has declined to
under 3% in recent years. In 2007, 59 446 farmers received direct credit from this agency.

17. INDAP has two instruments which aim to increase credit allocations to smallholders from the
private financial sector. One is the financial coordination subsidy (BAF), which was created in 1996. This
subsidy covers the transaction cost involved in a loan operation and is given to financial entities that
channel credit to smallholders. The other is the fund of delegated cash management (FAD), which was
created in 2004 and compensates banks for the risk of operating with small farmers. This subsidy is
determined through an auction system; whereby banks compete for the interest rate they have to pay to
INDAP in order to receive the funds that later will be lent to smallholders. In 2007, through the two
instruments, a total of CLP 46 500 million (USD 89 million) in credit (almost 50% more than the value of
direct credit given by INDAP in the same year) was lent to 44 485 smallholders. One interesting
characteristic of FAD is that it has a mechanism of default risk coverage; meaning that INDAP deals with
any risk from transactions that were before assumed by banks. With the implementation of this fund,
INDAP became a second-tier-bank, by providing credit indirectly to farmers.

18. The agricultural insurance programme (COMSA) was created in 2000. Under this programme, a
subsidy is given to farmers who take out crop insurance and pay a corresponding premium. The subsidy
can pay up to 85% of the premium in case of small-scale farmers, and 50% for medium and large-scale
farmers. Private financial institutions offer the agricultural insurance. Risks covered are those caused by
climate hazards such as drought, excess or untimely rain, frost, hail, snow, and wind; while the products
eligible for the subsidy are cereals, industrial crops, vegetables and legumes. The COMSA subsidy
annually has averaged approximately CLP 1 000 million (USD 2 million).

19. The importance of rural development programmes has increased over time. These programmes
were designed to improve the economic conditions of poor (subsistence) farmers through the enhancement
of their agriculture activities. INDAP and the National Corporation for Indigenous
Development (CONADI) have implemented programmes that promote the development of indigenous
farmers. In general these programmes equate rural development with agricultural development in poorer
areas. In 2007 the combined resources from INDAP and CONADI accounted for 16% of budgetary
transfers to agriculture, totalling CLP 34 000 million (USD 65 million). Just over 70% of this allocation is
managed by CONADI. One particular function of CONADI is to purchase land which is given to
indigenous people for the purpose of undertaking agricultural activities, and to acquire wells and waters
rights. There are two ways in which land can be acquired: directly by individuals or communities with the
aid of subsidies; or through the direct purchases of land by the State, which is then given to indigenous
people who do not possess land or possess only limited land.



General services

20. SAG is the institution responsible for plant and animal health and inspection services. Export
certification and inspection activities have played a crucial role in the development of Chile’s agricultural
exports over the past two decades. Most of the programmes and activities implemented by SAG are
provided to the sector as a whole, although there are some on-farm services, such as pest and disease
controls and subsidies for the improvements of sanitary conditions. In 2007, a budget of CLP
26 000 million (USD 50 million) was allocated by SAG to on and off-farm activities, excluding the soil
recovery programme.

21. Agricultural infrastructure is mainly in the form of irrigation works and rural roads, and is
under the responsibility of MOP. The Wheat Marketing Enterprise (COTRISA) is the only stockholding
infrastructure owned and operated by the State (MINAGRI). Chile has notified COTRISA as a state
trading enterprise. COTRISA purchases wheat from Chilean producers on a non-discriminatory basis and
does not usually engage in import or export transactions (WTO, 2003). Its effects on policy have come
through implementing the PBS, rather than its existence as an STE per se. However, since the reforms to
the price band system, its role has been limited to providing storage and selection services to small-scale
producers of grains.

22. The Chilean system for the generation and adoption of agricultural technology involves a diverse
set of institutions, foundations, universities and private companies, which operate with a high degree of
autonomy. R&D represented 10% of the budget allocation to agriculture in 2007, equivalent to
CLP 21 000 million (USD 40 million).

Agro-food trade policies
Import measures

23. By the time Chile returned to democracy in 1990, tariff protection was mostly uniform across
sectors, with an MFN rate of 15%. This was lowered to 11% in 1991 and then reduced progressively to 6%
by 2003. The price band system for wheat, wheat flour and sugar is the notable exception and has meant
that tariffs for these products have exceeded the MFN (and occasionally the bound) rate. The PBS was
introduced in 1983 and originally applied to wheat and wheat flour, edible vegetable oils and sugar.

24. In 2001, Argentina argued successfully at the WTO that Chile’s PBS was not in conformity with
the tariffication requirements of the URAA. As a result, the PBS was modified. The PBS was originally
applied to wheat, wheat flour, edible oils and sugar. Following the WTO ruling, the system was
discontinued for edible oils. The bound tariff for sugar was renegotiated and raised from 31.5% to 98%,
and as a consequence Chile was obligated to open a tariffs rate quota of 60 000 tonnes for refined sugar.
Finally, the reference price and threshold calculations were changed for wheat, wheat flour and sugar, with
limits imposed such that the payable duty would not exceed the bound tariff rates (31.5% in the case of
wheat and wheat flour, and a revised rate of 98% in the case of sugar). In the case of wheat and wheat
flour, a 1.5% reduction in duties was specified for each year until 2014, after which the PBS would be
abolished.

25. The new system for wheat was challenged by Argentina, and in December 2006 the WTO’s
Dispute Settlement Body ruled that the modified PBS was still in contravention of WTO rules. Chile
appealed against this decision, but that appeal was rejected in May 2007. As a result, further changes will
need to be made to wheat policy. At present these changes carry few economic consequences, as in 2003,
2004, 2006 and 2007 a rebate was applied to the MFN tariff, and, with international prices at high levels,
the PBS for wheat becomes irrelevant.
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26. Following the WTO verdict in May 2007, two elements characterise the proposed reform for the
PBS of wheat: legal modification and preferential access

e Legal modification. Since the PSB is defined by Law (article 10 of Law 18.525), parliamentary
approval is necessary for any changes. Under the proposal before parliament, the PBS
mechanism is to be replaced with a specific tariff of USD 30 for wheat and USD 47 for wheat
flour per tonne. The overall tariff will be the 6% MFN tariff plus these specific rates. In ad
valorem terms, the final tariff will depend on international prices.

e  Preferential access. Given that the legal modification elevates protection, a bilateral protocol will
be created that will grant tariff free access to imports of wheat and wheat flour subject to certain
conditions of price. This will guarantee present conditions of access (0% tariffs for wheat, based
on the high international prices). If prices fall, tariffs will be activated automatically for imports
of wheat and wheat flour. Additionally, the protocol establishes that tariffs will decrease year by
year under the same measures established by the FTA with the USA, to zero in January of 2015.
This protocol will be applicable to all partners with preferential treatment (Canada, Central
America, USA, Trans-Pacific SEP or P4 - Brunei, Chile, New Zealand and Singapore-, Peru, EU
and MERCOSUR). Proposed changes to the PBS were submitted to congress in September 2007.
These have been approved by the low chamber, and are awaiting approval by the upper
chamber (senators).

217. After the WTO verdict favouring Argentina, Chile implemented provisional antidumping duties
of 31.1% on flour wheat (1101.0000) imports from Argentina. The measure started on May 2007 and
ended in May 2008. In July 2008 another provisional antidumping duty of 30.3% was established for the
same product, which will last until the definitive measure is approved by the upper chamber.

28. Another trade policy measure implemented by Chile is the tariff quota for sugar which was
introduced in 2002 following Chile’s WTO renegotiations following the Appellate Body’s finding against
the PBS, and occurred in parallel with the bound tariff being increased to 98%. Quotas are maintained on
refined sugar, with an out-of quota rate equal to the MFN rate of 6% plus the duty payable under the PBS
and an in-quota rate of 0%. Since 2006, no quotas have been used, as application of the PBS resulted in
zero duties.

Export measures

29. Chile does not apply export taxes or export subsidies. The only measure implemented is export
promotion, undertaken by the Export Promotion Bureau (PROCHILE) which basically only reaches small
and medium-sized enterprises. PROCHILE has a world-wide network, with trade offices and agencies
located in over 35 countries, covering 90% of Chile’s export markets. The offices are run by specialised
teams that use their market expertise to help Chilean export companies conduct their international
operations. PROCHILE also possesses 12 domestic regional offices which foster the development of goods
and services suitable for export throughout the entire national territory. These offices — along with regional
governments, the private sector, universities and other organisations — work together to identify the range
of regional products and services for export and to develop appropriate trade promotion plans. Through a
common agreement with the ministry of agriculture established in 1996, part of PROCHILE is dedicated to
the promotion of agricultural products. The budgetary allocation for agricultural export accounts for 4% of
total budget to the sector CLP 7 500 million (USD 14 million).

30. Export promotion has been one part of a range of policy and non-policy factors that have helped

boost Chile’s agro-food exports over the past two decades. Among those factors are: trade liberalisation,
the conclusion of trade agreements, the accomplishment of relative macroeconomic and political stability,
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the encouragement of FDI, extended periods of exchange rate depreciation, and supportive government
policies, particularly within the later the SAG’s SPS control and tight measures, assistance of CORFO to
producers in meeting the quality requirements of foreign markets, R&D provided by Fundacion Chile to
food and wine sectors, among others. Nevertheless, these policies have been rather marginal, and the agro-
food exports have grown in the absence of an active government policy. The role of government has been
limited to facilitating rather than directing economic activity.

Trade agreements

31. As a complement to unilateral reform, the Chilean government has negotiated a series of trade
agreements that, by offering better than MFN access, have further reduced the degree of protection. In
general, preferential trade agreements have been seen as a practical way of improving Chile’s market
access in a protectionist world. Chile has sought agreements with all its major trading partners in order to
minimise the effects of trade diversion. Given the country’s low tariffs and the limited use of other
protectionist instruments, Chile’s Free Trade Agreements (FTAs) and Economic Cooperation
Agreements (ECAs) have often had “WTO plus” characteristics, covering areas such as investment, trade
remedies, intellectual property and competition policy. The key point to note here is that most of these
agreements include some exemptions from reforms on either side, and that agriculture is the main area in
which those exemptions have been applied. The only agreements without exemptions are those with
Colombia, MERCOSUR and the United States.

32. Chile has FTAs with Australia, Canada, China, Costa Rica, El Salvador, Japan, Korea, the
European Free Trade Association (EFTA), Mexico, Panama, and the United States. In addition, Chile has
concluded ECAs with Bolivia, Colombia, Cuba, Ecuador, MERCOSUR, Peru, and Venezuela; association
agreements with the European Union and New Zealand-Brunei-Singapore, and a Partial Scope Agreement
with India. These agreements collectively account for the vast majority of the country’s exports and
imports. For countries with which Chile has an FTA, most tariff lines are covered and the average tariff
levied is less than 1%. Chile is currently in negotiations with Malaysia, Thailand, Turkey, and Vietnam to
sign FTAs.

Box 3.2. Structural changes: Preliminary results from the 2007 Agricultural Census

In 2007 was carried out the agricultural census,
(including planted forests) increased by 1.3% between 1997 and 2007, to 37.1 million hectares. With limited additional
l and avail abl e, Chilebés total ar ea enpglatvaly constand at 86e37 mnaillion

hectares for the past 30 years. Farm numbers decreased 11% between 1997 and 2007, with the implied average size
of operation increasing from 84 hectares to 109 hectares.

Table 3.3. Number and area of agricultural operations by type, 1997 and 2007

Number of farms Area (ha) Average size (ha)
1997 2007 % change 1997 2007 % change 1997 2007 % change

Individual producers 282 204 242 211 -14.2 13020 124 11095 218 -14.8 46 46 -0.7%
Associated producers1 25 802 26 743 3.6 3520965 1903980 -45.9 136 71 -47.8%
Corporate farms? 7523 10 604 41.0 6282145 9117808 45.1 835 860 3.0%

Publicly owned farms 717 379 -47.1 1904041 6248179 228.2 2 656 16 486  520.8%
Indigenous and historical communities 276 439 59.1 1775089 2110172 18.9 6431 4807 -25.3%
Total 316 522 280 376 -11.4 26 502 364 30 475 357 15.0 84 109 29.8%

1. Associated producers are farm associations without legal contracts, and communal producers.
2. Corporate farms are limited companies and other societies with legal contracts.
Source: Elaborated by ODEPA and OECD using preliminary results from the 2007 Agricultural Census and the 1997 Census results.

Over the past 10 years, there has been an important shift in the structure of farm ownership, with a decline in the
number farms operated by individuals (-14%) and a similar fall in the area accounted for by these farms (-15%). This
implies little change in average size of individual farms (46 hectares). At the same time, there has been a 41%
increase in the number of corporate farms, and a similar rise in area (45%); with the average size of these operations
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increasing slightly to 860 hectares. The main cause of increasing farm sizes has therefore been the rise of corporate
farming rather than changes in the scale of either individual or corporate farms. Indeed, whereas corporate farms
occupied less than half the area taken by individual farms in 1997, by 2007 the ratio was up to 82%.

Another factor influencing these results has been the increase in the area operated by publicly owned farms.
Total agricultural and forestry area declined in two of the 15 regions of Chile (regions V to IX), but increased in regions
to the north and south. Excluding forestry plantations, the number of operations declined in all regions except
region VIII, which now contains more farms than any other region.

Table 3.4. Agricultural and forestry land use in Chile, by activity, 2007(ha)

1997 2007 Difference Change (%)
Total 2303262 2129363 -173898 -7.6
1

Cultivated Soils Annual and Permanerlt Crops 1403782 1307369 -96413 -6.9
Permanent and Rotation Forages 454 173 402 010 -52 163 -11.5

Fallow 445 307 419 984 -25 323 -5.7

Total 34 335096 34983087 647991 1.9

Improved pasture 1018446 1052567 34121 34

Natural pasture 12083350 11162179 -921171 -7.6

Other Soils  Forestry Plantations? 2226014 2655317 429 303 19.3
Native Forest and Thicket® 12 524 103 11 728 076 -796 027 -6.4
Infrastructure® 347 664 239843 -107 821 -31.0

Sterile and other Unusable Soils 6135519 8145105 2009586 32.8

1. Includes annual forages.

2. Include forest and ornamental plant nurseries.

3. Include natural and native forests and thicket.

4. Does not include greenhouses.

Source: Elaborated by ODEPA using preliminary results from the 2007 Agricultural Census and the 1997 Census results.

Only a minority of C h inmlilliend rectaeeg) isicutivated, uvithathis atea falling iy 27.6%
between 1997 and 2007. However, this decline masks important regional differences: cultivated area increased by
60% in region 1V and by 18% in region V, but fell to varying degrees in regions VI to X. The area allocated to vineyards
increased by 58% to 129 000 hectares, and the area covered by fruits by 38% to 129 000 hectares. All other crops
except seeds and flowers showed declines in cultivated area, with area in cereals falling by 26%. There was a slight
decline in the area under pasture. While cattle numbers decreased by 9.2%, there was a 5.2% increase in sheep
numbers and a 71.6% increase in the number of pigs.

Changes in the type of farm operation, location of production and the product mix have been associated with
changes in technology. A 17.8% decline in the use of gravitational irrigation (a reduction of 171 000 hectares) was
more than offset by the rapid emergence of micro irrigation, which increased by nearly 300% from 62 000 to
247 000 hectares. The use of mechanical irrigation also increased from 31 000 to 57 000 hectares.

Source: INE, 2008.
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