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L. TIhe neture of foreign investments in Chile

Foreign loans and direct investments have played an important
part in the Chdlean econody since,the‘early niheteenth.centufy,
Up to the end of that century, the foreign capifel was European,
largely British., Loan capital was made available for the
financihg of public wcfks and eduify cabital wes invested in
rellweys, rlnlne and ramifacturing, United: Stw tes capital became
of increased 1mportance durlng the. fLrSt two decades of the
twentieth ceﬂtv“y,:.+«elf1 ow . of. CqULtY cepltal into m*nlng and
ﬁublicthtllltle° began sho”t]v afuer tbe *urn of the century, and
locns floated 1n uhc United Statec efter Lhe rire t v_rl ﬂr
rupblled funde for pvbllc wOTiS ‘and otner eoverhmentel expendlture.

The 1nf1ou 01 forelﬂn cqcltal, prlnclpally from the Unlted
Stetes, reached a peak during 1925~ 1929 The LlOW ceased after :
the 1929 depre351on? thh dwsastTOJe cOLuequences to ‘the Chilean
balence of pavmenuJ ard to Lhe country's ability to meet serv1ce
payments on previousiy invecsted capitel. The external debt went
into default, and exchange .control was Imposed in 1231, Service
of the forelpn delxt was partially resvmed in 1935, and a more
complete adjustment was effected in 1948. During the past
decade Chile hes turred to the United States Export-Import Bank
and the International Bsnk for Reconstruction and'Development.for
loans to help finance investments undertaken'at7the‘Governmeht’s

initiative.
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A, External debt

1. Amount outotandlno and serv1ce requlrements L

B The external long- term debt of the Chllean Government was -
approx1mate1y $295 mllllon at the end of 19%8 ~The bulk of thls, :
some $2795 million, consisted of direct and auaranteed obllgatlonsrl
of the national r)*errmedua while the remalnlng $20 mllllon %f}fT
'represented non-guaranteed bond issued of publlc corporatlons. -
Excluded from thesé figures are $62 million.cf loans authorized ;r
by the International Bank for Reconstructlon and Development and
by the United States Export- Imnort Pank whlch had not yet been ﬂ
drawn upon. Cutstanding dollar obligatlons amounted to $l75
mllllon, $9§lelllon of.the total was denomlnated 1n sterling

' and $25‘m11110n 1n'Sw1ss francs.::0nly $71 million of the $126
nillion of dollar bonds. were. reported  to ba held in the Unlted
States at ‘the end of 19483/ o |

Serv1ce payments on Ch11e S outstandlng external debt are

)

-estlmated to haﬁe.oeen abouu $21 mllllon in 1049 and are due to
remaln at about that” level untll 1951 ThlS equals 10. per cent
of the forelcn exchanae proceeds 01 ehoorts in 1948, excludlng
sums retalned abroad by forelen-owned mlnlng oompanlesa If no.
additional debt were incurred, annual service charges would,
gradually deoline'from $18,1 million in 1952 to $15.9 million in
1955, These estimates are based on'the assumption that
bondholders will assent to the 1948 debt adjustment plan and that

retirement: of obligations through sinking fund operations will be

I/ Eee zaple 1

/Table 1
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Table I

External Debu of Chlle. 31 December l9h8
" (in millions of United States dollars) |

| ‘ Outstandlng . Undisbursed
Natlonal government bondsm/ , ‘ q I
Dollar bonds : 125 7_/ . -
Sterling bonds (k22, 7) . 91,5 -
Swics franc ?onds (Sw1ss S L8 :
' ne o7 S T 22,0 _ o
Export-Import Rank 1oans°/ . 32,6 46,2
Tntefnational Bank 1oansi/ ' ‘ _ - 16,0
Corporate bonds, non—guaranteed h | |
Chilean. Nitrate and Iodine Sales . ,
Corporation~dsliar bonds 14,9 -
Chilean Nitrate and Iodine Sales o
~ Corporation-sterling bonds (E842) 3.4 e
Tarapaca and Antofagasta Nitrate

Company-dollar bonds 2.0 | o
L T _20.3¢
 TOTAL 295449 62,2

a/ According to Debt Adaustment Plan approved by Law No, 8962 of
22 July 1948, ‘

Dollar bonds owned in the United States were reported to be -
$71.% million at the end of 1948, See. United States Department

of Commerce, The Balance of Pa ents of the United Statesq 19%6-
1948, (1950) page 268,

¢/ For the most part extended to government corporations and
guaranteed by the national government

g

&

Extended to govermment corporatlons and guaranteed by the
national government. :

?

As of 31 December 1947,
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carried on in the open market at prices substantially below paréf
Of the $21.3 mlllion of debt service required in 1949, $15 8
million are pdyable in dollars, $H L m11110n in sterllng and $1 1
- miliion in Swiss francs. | -

2. Historical development-

(a)_ggyerﬁmental'debt

. Forei gn borrowing by the Chilean Government began - rith the
tflotatlon of ‘a loan of Bl million in the London market in 1822. Up
to the first world war, the equlvalent of about $300 million was
flosted in the Londou market. These credits were used to finance
the construction of railways, port facilities,'highways and other
public worksp/ Deht service wés maintained with the exceptidn'of

a five-year perizsd in the early 1880's foilowing the war of-thé‘
Pacific between Chile and Perfi and Bélivia, when amortiZation was .
temporarl Ly suspended after arrangement with the bondholders. From
the end of the first world war until the default of 1931, external
financing was affeb+ﬂﬂ cniefly through the issuance of more than
$3OO million of dollar bonds in the New York market. Natlonal

- government issues accounted for more than $185 million, municipal
‘issues‘for mere . than $21 million, and government-guaranteed cbrporéte
issues for moere than $90 million. The loans to the national-
govérnment and municipalities were used principally to finance
public works, inciuding the construction of rdadsg saﬁitar&:
facilities, water supply systems, port -
:7__TTEIE+rau¢vc ~uotations for certain issues with a par of 100

were 26 7/8 in New York, 33 1/2 in London, and 27 1/2 in Zurich
at the end of September 1549,

2/ Aldunate Carvallo, Guillermo, Pogibilicdades Qe 1la Economia
Chilena para los Capitales Extranjeros, Santiago, (19%9), page 75.
/installations
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'installationSg‘rdiiﬁeys and irrigation facilities,

The heaviest borrowing dnring‘the twentieth century was
compressed within the few years between‘1925 and 1930, Total
publio debt, internal and external, including debts of
mmicipalities and provlnces guaranteeo by the government,
“increased from 3323 mlllnon at the. end of 1926 to #h56 mllllon by
the end of 1939, D;reCu external debt 1ncreased from-$l9h mllllon
to $279 mil 110*19 and, ouaranteed external debt from $102° m11110n to‘
$130. million duiing thak period, A further increase in the
-external dollar obligetions of the rational gc%ernment'and tne
-municipalities of about $27 million oceurred in 1930, in Uhlch
vear thsesre was 2ls0 an additional 1ssue of Swiss franc bonds.

The heavy borrowing by Chile in the late 1920's was
J,faoiiitatedbe'its reoord of nunctuality in meeting debt service.
A con31derable amount of forelgn borrow1ng was undertaken to
meet budgetary oef1c1ts which were not 1ncurred to flnance
productive’lnvestments. This occurred et a time when 30 to 40 per
cent of the na ationsl i noome depended upon eXports and two products,
nltrﬁtes and eonper,‘constltuted about three fourths of these
exportsoh/ | | | | ;

Cnile'slcapeoityto:sernioeits foreign-obliéations-was'_” _
drastlcaLry'a féoted by the depr6551on of the 1930's and the ~~'ff

consequent severe decline in 1ts exports, whlch were a prlmary

detcrn;ndnL'no; on.y of foreign ex che @ rece“pts but also of the

T/ EDT ¥ Laorth, Chile: An Economv in Tran51t10n (New York,
19h5; page 3. . | |
/level
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level of national income'and of the governmentfe‘fiscal position: .
'Chlle's foreign trade suffered a Sharper decalne from 1929 to 1932 :

than d1d that of any other country in the world v The gold value of

exports in 1932 was only 12 per cent on that: in 1929 n/ Sharply
reduced actlvity in mlnlng and agriculture, following the decline of

exports, soon arfected,other areas of the eccnomy.._Gové%ﬁment.revenues
deciined rapidiy, and fell short of curtailed expenditures by more
than 20 per cent 1n 1931 and 1932, |

Chile therefore found itself unable to meet either the local s
currency or foreign. excnange requircments of its external debt
Even before the collapse of its export markets, whlch began in 1930
the government had found it Necessary to raise 1arge loans abroad in
order to meet the heavy serv1ce of outstandlng debt.;l The virtual
cessation of lendlng act1v1ty by the creditor nations after 1930 N
therefore aggravated the Chilean balance of payments problem, and
exchange control was introduced in July 1931,

At the same t1me a moratorlum on all foreigh debt payments was
declared. Partlal payments were made in 1931,and‘l932,abut no’
payments were made in 1933 and 193H ' Partial payments were not
resumed untll the Debt Adjustment Plan of 1935, under wn%ch certain
governmental receipts were earmarked for service on the e;ternal

debt, including the proflts of the Chilean,Nltrate and

T7 League of Nations, World Economlc Surveva 1932—19?%, (1933) page 21H

2/ - : Chile's Forelan Commercea 1929-1932
_ (in millions of "gold pesos")

| 1929 1930 33 1932
%XPO$§S‘ 2:%93 1,£ ‘ 26 85
mports 1,617 - 1 70 21
Trade halance 676 - 75 118 . €8

/Todine
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Todine Sales Corpbfation;:income“taXes on'copper ¢ompanies, snd
dutles on petroleum 1mported for the nltrate and copper industries. ..
Fifty per cent of the recelpts were to be ueed flor 1nterest ‘and the
balance for retlrement of outstandlnv bonds quObed belon par'ln ‘the -
| open. market or by draW1ng at par if bonds ware ~quo? led at P27 oF T":
| above. Debt service was llmlted to the amount of earmarked recelpts,
From the beglnnlnb of the Adaustment nlan in Tenu Ty 1935 untll
February l9h9,.total recelpts earmarked iOT.QeTV1Clﬂp amounted to
about %lOS mllllon, of whlch %50 mllllon was paid in int ervst
averaglng about 1. 5 per cent of par value annuallyﬂ Abtlt $ 5
mllllon Was used to retlre(bonds of an estlmated orlelnal R
pr1n01pal amount of %168 7 mllllona Thls was aéhieved by open
market purchases at prlces well below par.i Amortlaatlon was
1nterrupted in 1939, when amortlzatlon funds were allocated
temporarlly to flnance the reconstructlon of a zone devastated by7f*
earthquake.‘ In March 19+6 pavments were resumed accordlng to the
contractual arraneements and restltutzon was begun of fund dﬂverted
from debt amortlzatlon, 7
| Obgectlons of bondholders organlzatlons to tbe execution of
the 1935 plan centres around the pol:|."v of retlremert of oonds'at

prices far below pal, the relatlvely large pr portﬂon of ea rmarked"

o receipts:devoted'to retirement, the diversion of.earmarked ?unds-«'-

from amortlzatlon to other purposes, and failure by the Chilean

government to devote to debt serv1ce funds derlved from taxes on

 /copper imposed
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copper imposed after tbe 1935 adjustment.l/ .
In December 19&8, the éovernment offered a new plan of debt
settlement, This proposed to COnvert;theldireet,and indirect
obIigations of . the government into new obligations for wnich<the
: Natlonal government vould assume sole responsiblllty. Unllke the
arrangement in 1935, the: payment of interest and amortlzatlon is
not limited:<by the amount of gOVernmental 1nﬂome from the COpper '
and nltrate'rndustrres, o ' | . R
"+ Outstanding securities, .mostly 6 per eent_dssnes,are to. be |
exchaneed for an-equal nominal amount of new bonds; Interest had
been paid in 1948 on the old bonds, at the rate of 1,03 per. cent .
~on coupons that- had been due in l9h3 19Mh HOldeLS of the new
bonds~will‘fcmegxyinterest_on.unpaid_eonpons, and 1nterest,retes~J” T
on the new bonds, which extend present maturity datee uniformly:t
to January. 1994 will rise from.1 1/2 per cent in 1948 to 3 perd
cent in: 1994 and subsequent years. From January 1954 debt service
will amount to 4 per cent annually of;thewprlnc1pal Qutstandlng n
atithe! end ef 1953 ::: Chile. :reserves the right to apply addltlonai
sums for amortlzation or retirement, Agreement has been reached :

with commlttees representing forelgn bondholders for settlement

1/ The funds earmarked for debt service under Law No, 5580
which were derived from the copper industry included.receipts
from certain taxes in effect at the time the law was éenacted..
No' provision was -included for earmarklng of recelpts from any
,future taxes that mlght be imposed.-'
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accordlng to the above plan.l/ | - .

At the end of 1948 the market value of Chllean dollar bonds
3owned 1n the Unlted States was 3# per cent of par as compared w1th
Lo per cent for all Latln Amerlcan dollar bonds. At the end of |
January l9h9 a Chllean 1ssue of dollar bonds due 1n 1993 was' o
quoted in New York at 28 8 per cent of par representlng a t
current yleld of 7 0 per cent as compared W1th a nomlnal rate.of
1nterest of 2 per cent under the adjustment plan of 1948 2/ |

_(b)' Export-Import Bank 1oans ‘ ‘ S

After the collapse of the 1nternatlonal capltal market in
the early 1930'5 Chlle dld not recelve addltlonal forelgn loans
zuntll the latter part of the decade. Total credlts to Chlle of
$97. 9 mllllon were autherlzed by the Unlted States Export—Import
Bank between 1939 and the end of 1948 The status of these N
credlts as of 31 December 19M8 was as follow3° _

- (mllllons of United States dollars)
Totdl autliorized L | | o 97.9: -

Cancelled and expired : 2
Net available foruse - = . - o 97,0
Not disbursed . Le,2
Dlsbursedri"v‘¢@1 e BT ' Lo
Repaid ' ” - 18.8
C Outstandlng ' T S T S 3255

1/ chord1ng to the Fourth Annual: Report of the International
Bank for Reconstruction and Develogment, gage 20}, the
International Bank, during its early consi eration’ of an
applloatlonlw'Chlle for a loan, drew the attention of the
overnment to the existence of certain conditions which, “in-
he Bank's view, were likely to impair the efficac¥ of a 1oan
* and to deter thé resumption’ of -international investme _
' Chile, Theé Bank's report states that the Chilean Government
moved gromptly to rectify these conditions ‘and ‘cites in this
connexion the settlement. reached with.:/foreign bondholders..

2/ International Honetary Fund, Internatlonal FlnanClal Statisties,
February 1950, page 30.
/From 1934
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' From 1934 to 1939 the Dxport Import Bank extenaed a total
of $6.7 million of short-term and 1ntermed1ate credits to Unlted
States exporters to fac1lltate the export.of goods to Chllea
These credits have been totally_fepaid.- |
- Almost all'of the feoent Expoft—lmport Bank credits have
been granted to the Chllean Development Corporatlon, a governmental
agency, and to the Chllean State la=1waJs and are guaranteed by
the Chnilean goveonﬂept The State ralliways have been authorlzed
to ‘draw on 2 total of $lb mllllon for various types of eoulpment.
Loans to the’ Development Corporatlon have been made 1nocoanefion
vith ité”industrial?development_programme,the_most important
being'a'oredit ofrtu8‘million fof the construction of a steel -
plant planned to have an annual capaclty of elose to 200,000
tons upon 1ncept10n of operatlons in 1950. The company formed
to Operate the plant. Companla de Aceros del Paéifico, S. A., is.
a mixed governmental-private entelprlse9 the private oapltal
having been subscribed by 1nvestors in Chlle, 1nclud1ng banks,
1nsurance and mlnlng oﬁ qnies as well as prlvate individuals,
and the governmental capltal by the Development Corporatlon and
the Autonomous Amortlzatlon Fund° / Other aet1v1t1es flnanced by
Export—Import Bank credlts have been the estAbllshment of plants
for the productlon of electric power, cement, COpper -wire and
automoblle tires and for  the importation of agricultural

17 Guillermo Aldunate Carvallo, op. cit., page 110.

/machinery

S,
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machlnery,(/
The repayment of these ‘loans 1s generally not scheduled to
begin until a numoer of years‘(;n;most cases five to ten) after o
~the line of credit is eetablished. Maturities after repaymeht'
begins in most cases have been flve years or less,’ w1ﬂd the A
exception of ‘the loan for the steel plant whlch w1ll be repald
over a period of nlneteen and a half yearsq Interest rates range'l
‘from 3 1/2 to 4 1/2 per centa. o o .‘
During 19&9 sub tant1a1 addltlonal credlts were authorlzed
In Auvgust 19%9 a credlt of wl 2 million was established in favour
of ths Chwlean Develovment Corporation for machlnery and edulpment__,
'for a_iayon plante In Octobev l9h9, the Corporatlon was granted :
a c”edit”of;$2:75 mllllon for the acquisition of rallway and
constructlon eoulpment for the development of a new dep051t of |
iron ore, im October l9h9 the gove"rwedu as also granted a credlt
of $25 million to finance eesent;al‘lmports.from the Uplted States
needed for'”produotive iﬁveetments"‘during the rerainéer of‘the
year, R o

{c) - IDtO“ndrlonal Bank loans

Two- loane totdlllng $16 mllllon were authorized by the
Internatlonal Bank for Reoonstructlon and Development in March l9h8

1/ Dasidario, Gartia ”Prevalllng Practices, Methods and Problems
Involved in: Obtalnlng Domestic Financilal Assistance for
Economic Development in Chile", United Nations Economic and
Social Couneil Document E/l562 Methods. of Increa51ng Domestic. .
Savings. (15 December l9h9) page 126, B

/subject
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subject to- the guarantee or the Chilean Government, Whlch was
granted in Mahch 194, | One 1oan, for $13 5 ml+llﬁn, is for hydro—. -
electric development amortlzatlon Whlch beglns in the 51xth | |
year, w111 extend over twenty years, Wlth an annual 1nterest rate
of 3 1/2 per cent in addltlon to the normal 1 per oent comm1351on.l/..
The loan w1r1 pruv1ao forelgn exchange for the consuructlon of o
additlonal hyzreneleetrlc plan,s and related transm1351on llnes,‘ |
for the 1n8ea11ablon of addltlonal generatinﬂ units in ex1st1ng
plants and fcr rhe 1nstallatlo of nnmylng equlpment for
1rr1gat10nn' A second’ loan of $2a, million was made to the
Development Corporation for the pnrehase ofiagrlcuTtural machinery.“
Special attentvion is being vlven in ccrn kiOﬂ w1th uhlS programme
to the technical uralnrno of’ perscnnel in order that full | _
advantage.najzbe uaken of the equpment uo be made avallable.2/ :
Amortlzatlon beglns in the thrrd year:j and will be carrled out
orer six ahd one-hajﬂryears Ulth an annual 1nterest rate of 2 3/4 |

N
per cent plus l p““ cént commlsclonn

(d; Short-cerm externa obllfacions

During 10#7 Chlle purchased £, 8 uilllon United States dollars o
from the Ine rnatlonaL Monetary “und, an amount rougnly )
equiva ent to the'pontion of 1u5 Fund qLota previously pald 1n gold.

1/ Z mInimum eommiseion of l per cent is mandatory during tne
first ten:yeors of the Bank's operations, but may.be reduced

subsequen*lj, if the reserves accumulated by the Bank are.n.@rahhwr

considered sufficient to: jusuify. this,

2/ International Bann for Réconstruction’ and Deve10pm nt, Thl
Arinual Renoqu ,0+7w HB paee 220
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The pesos sold to acqulre thls‘sum had not been repurchased from
the Tund as of November 1949, '_ | |

];; Chlle has drawn on a credlt established by Argentlna
equlvalent to $l7 > mllllon in 1947 and . 8 mllllon in* 19#8 to
flnance purchases of wheat and 01lseeds from that country.- ‘This
credit has not been 1ncluded in the: long term external debt of ‘
Chile summarlzed in Table I since it may be regarded as a short—u
term transactlon. It is understood that an agreement 51gned in
February 19b9, prov1ded for settlement of this obllgatlon by o
July 1950, | |

B,_ Drrect 1nvestments

1. Estlmates of the total

No off1C1al estlmates of the value of total dlrect foreien -
1nvestments in Chile are avallable.; Tt has been estimated
uncfflClally that such 1nvestments amounted to about $775 mlllion
in 1938 2/ More than half cons1sted of Unlted States 1nvestment5°--*
Brltlsh and Unlted States 1nvestments together constltuted about

90 per cent. The estimate also ineludes French, German, Italian

and Spanlsh holdlngs valued at %60 mllllon of Wthh German and
'Itallan, llquldated durlng the war, were. estlmated at $32 million, -

Slnce 1938 there appears to have been a considerable -

reductlon in the value of Unlted States and Br1t15h~d1rect'l’ay

1/ Internat10na1 Monetary Fund, International . F1nanc1al
o Statlstlcs, December 1949, pages 10-11,. .~ .

2/ Cleona Lew1s ‘The United States and Foreign Investment.
Problems, (The Brookings Institution, 19%8) page 330.

/investments in
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" investments in Chile. Official United States estimates. show a
decline Frdm 818k million’ in 1936 to 414 million in 1940 and to
$329 million in 1943, By the end of® 1948, United.States
1nvestments probably had risen ‘again to more than $3h5 mlllion, |
- judging from’ estlmates of net .capital movements and ‘the |
reinvestment of earnlnws by subsidlarles 1n post-war years. '
British 1nvestments ‘declined from $300 million in 1938 to $l71
million in l9h8,~/'some of the decline in dollar_equlvalent |
reflecting the depréeciation of the pound.during that period. l
The reduction in British holdings, computed in terms of sterling,
exceeded'ég:per;ceﬁt.' | | |
- On the basis of these flgures forelgn dlrect 1nvestments in
1948 may be estimated: at $500.=525 . million, of whlch more than %345
million represent United States investments, somewhat less than
$l70 mllllon Hritish investments,  and perhaps about $20 mllllon
1nvestments originating in other countrles._

2. Hlstorlcal develqpment

"As 1n the case of external- borrowing, almost all dlrect
1nvestments until shortly ‘before the first world war vere derived
from Europe, prin01pally~the United Kingdoms, Durlng:the_later

years of the‘hiheteenth century British oapital was invested

1/ South American Journal,(London) "British Investments in Chile™",
12 Februrry 1949, page 79, ConvePfsion was made .at the rate of
$4.89 per L for 1938 and $4,03 per & for 1948, These estimates
relate to securities traded on the Londor Stock Exchange, and
may include some-non-British holdingss They are not directly

..comparable. -with the United States estimates sinece .they include
some portfolio ‘holdings: and- their: values. are nominal or par
valuess 'book values™ are the basis of valuation in. the Unlted

States estlmates. /especially in the
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especially in the north, where 1t contrlbuted to the development
of the nitrate 1nlu°try and aux111ary fa011at1es, 1nclud1ng
railways and electric-power plants, British capltalwwas;also
invested in the cattie indnstrfmin the-southern:part of the
country, French oap1ta1 was 1nvested ﬂn mining and. German )
capital in electrlc power and transport fac111t1es in Santlago |
and in manuﬁacturlng, trade-and finance,. German and - Itallan o
investments were to a considerabie degree‘aooompanledwby
1mm1grat10n and settlenents,"..  ‘ o B |

The 1nflow of United States capital for dlrect 1nvestments J
became 1mportant after the fLTSu woe}d-wa-” It has been estlmatedx
that United States dlrect 1nvestments in Chlle, amountlng to only L
about $2 m!lllon at the. end of 1897 had. increased by 1914 to
- some $180 million, of. whlnh $17O mllllon were in copper and iron
mlnlng.l/ | | o '“

Unlted States dlrect investments 1ncreased steadlly after the
first w rl’ "a:; reachlng $423 million 1n 1929._ In. partlcular,
there was an 1norease of Lnlted States 1n¢estments 1n the copper
1ndustry9 in nltrate holdlngs acqulred from British interests and
craln publlc utllltles. There was ‘also some 1nvestment in

‘manufacturlng encoﬁraged by the tariff protectlon after the first |
t-world war and by quantitatlve restrlctlons on 1mports after 1929,

B e FTed Rlppy, "Investments of Cltlzens of the Unlted States
in Latin America", The Journal of Busingss of the University

—.———-—-—-—-—-—-—-————-—dﬂw

of Chicago, (January, 19597, pages 17 29.,_,

- /Tnelchanges in
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The changes in United States direct investmentsﬁin Chiie"
since 1929 are shown in Table ‘IT, Investments in mining and
smelting, public utilities and transportation accounted for about
85 per cent of the total in 1943, as against 95 per cent in the
earlier years. The correspondlng flsures for mining are 65 and

L/

80 per cent respectively, -Investments 1n manufacturing

1ncreased conslderably to about 8 per., cent of -the total in 19H3. R
‘ The 1ndustr1a1 distrrbutlon of the %9 milllon net outflow

from the Unlted States for direct Investments during 1945 1947

inclusive reveals some 1ncreases 1n manufacturlng and publlc

utilities and a further sllghJ~ decrease in mlnlng. In 19%8 there.'

was a net capltal Jnfrcw of &3 mllllon 1nto the United States

from Chile on account of dlrect 1nvestments. These flgures of . -

caplital movements include the re~1nvestment of earnlngs by branchi'

plants but not by subsidiaries, Accordlng to estlmates by the .

Department of Commerce, $3 million were re-invested bylsub31d1aries ,h

in 1945 and less than $50,000 in 19%6,

1/ The rise in the flgures for mining from $332 million in 1929

- to $383 miilion in 1936 does not represent an actual increase
in investments since a eonsiderable part.of it ig- ‘due to an
omission of one large item from the 1929 total,. The -
substantial decline from $383 million in 1936 to $268 million
in 1940 has been’ explained by the United States Department of
Commerce’as comprising a "larse capital distribution, decreases
in holdlngs of lorig=term- obllgatlons, and an exchange
depreciation of 20 per cent", The value of investments in
public utilities expressed in dollars increased by 50 per cent
between 1936 and 19ﬁo,deSpite exchange depreciation, -

/Table Il
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| Table IT
o Unifed”Sfé;es*DireétVInuéefments o
(milllons of Unlted ‘States dollars)
| - Total outstandlng o
A - A " Vet inflow
Industry 1929 1936 T R 1) “19#5-1947a/
Manufacturingld”“ 6.9 1*4;7l | .6;55 2745 1
Distributien: - 1340 0 12,1 - Wbt 647 e
Apriculture : - - S 8.3 oA
Mlnlng and smeltlng .331.5‘-- 382,9 267.8 215.3 =3B/
Petroleum . e/ e/ - cf 3.3 2
Public Utilities: and 66' T :; L L
transportation o7 79,7 121,k 65,9 7
Miscellaneous . Gk R4 4,7 ,2.2@/_4 el
E§3'6f/ T8I Ko 0 33 . 5

g? Excludes&feﬂinvested“earnings~of subsidiaries.d

Included in “Mlscellane
Includes Q7 Tor.. ”flnan
Less than -$500, 000, ¢

See Footnote 1 on previ
components because of r

ous"

Cefl :

ous pages.
ounding.

Outflow from Chile to the United States.

-Total\does nOf-equel sum of

United States Department of Commerce,
Amerlcan Direct Investments in Foreign Countries,

Unlted States Treasury Department, Census of Ty
Amerlcan-Owned Assets in Foreign Countries, 19#7.

Sources: 1929, 1936, 1940:
1930, 1938, 1942,
943
”)1945 1957

United States Department of Commerce, L

g sqrveyfof Current Bu51ness, November 194 99 B
pages 18-23. o : B

/United States enterprises
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United States entefprises in Chilé are carried on largéiy
by branches of parent organlzatlons whlch constltuted 72. per cent _
of American-owned enterprlses 1n 19H3. A small number of N !
enterprises “account’ for the bulk of United States 1nvestments;“1g_
1940 all of, the 1nvestments in minlng vere owned by eight o _Hﬂ;
concerns, which accounted for about 67 per cent of total."‘ |
1nvestment33 nine enterprlses owned all of the investments in

public utillties. The rema1n1ng thlrtywnlne enterprlses held

only about % per cent of all 1nvestments.

'II; Eg;eign investments in the Chilean eccnomy

Al Industrial distribution - .

1.- Mlning . _ _

| Foreign 1nvestments 1n the Chilean economy are. particularly
'importapt in mining, which in recent years has aceounted for 70
to 80 per ceptzqf tqtaliexpprts,,-Although-mining*employed‘cnly' o
5.pef cent of thejlabour force and was the source of only about j.ﬁ’
10 per cent of the national income in 1943, it is an important
determinant of the level of econgm;c activity because of ifs
copfribgtionté‘éxports. ‘Ranked in order of  their importarce, -
coﬁber, nitrates and iron afegtherprincipal mineralslproduced;;/'\
In additibn to the large foréignqowned mining‘enterprises-there
are numerous small mines mogtly owned by Chilean capltal and

accountlng for about 5 per cent or less of productlon.? Domestic -~

7 The value of forelgn sales of minerals by the large mining -
companies “in 1947 was as follows: copper, $160,8 millior;
nitrates and iodine %61 7 millions iron ore, $h.8 million.

/enterprises
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‘enterprises, are alse engaged in-the extregpion-of,gold,vcopper,"-’
silper and non-metallic minerals including coal, The:previously - =
undeVelppedeetroleum-reeoureeSWOfxChile‘are%being*worked=by—theffx“
government, '

Copper is the leading product of Chilean mining, prOducpiOn~'""“
being secondaonlyato4thet*of;tthUnited States. . About 95 per .cent..
of the output is. produced- by threé - énterprises owned.by?phernited‘w-
States interests and established early in the present: century,:.
Half of the output comes from the Chuquicamata dep051ts, worked
by a sub31d1ary of Anaconda Copper Company and belleved to be the
world's largest dep031t of coprer. In l9h8 thls enterprlse 51gned
an agreement w1th the Chllean government prov1d1ng for the S
1nvestment ultlmately of $l30 mllllon to extract copper sulflde
ores because of the approachlng exhaustion of the copper Odee o
ores prev1ously used. A sum of $6O mlllion is to be 1nvested .
“during 19#9 1952, of whlch %36 mllllon w111 represent 1mported |
equlpment. Second in 1mportance 15 the Braden COpper Company, 5”7,
sub31d1ary of the Kennecott Copper Corporatlon accountlng for apout )
one- thlrd of production. French 1nterests own several smaller -
mlnlng enterprlses.‘ More than 3 OOO smell mines, owned - :“
predomlnantly by Chllean natlonals,'account for the belance\of
productlon.' An off1c1al credlt institutlon, "CaJa de Crédlto_fpi-_
Mlnero", hae alded the small operations by eAtendlng credlt and o

operetlng processang plants.‘ The - formetlon of a local 1ndustry

-

/for the manufacture
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for the manufacture of copper products has been sponsored by the
government's Development Corporation, and the copper mlnlng
| compenles are requlred to set aside the copper needed. h

More than 90 per cent of Chile's output of nltrates is:
produced hy‘foreign enterprises, but the operations of the induStry
are controlled by the government through the Nltrate and Iodlne
Sales Corporatlon (Corporac16n de Ventas de Salltre v Yodo de
Chlle).. About 60 per cent of the production is accounted for by
two United States enterprises, ahout 30 per cent by British-
controlled enterprises, and the remaining_lo per cent by
”independent" producers including Chilean and small foreign
interests, = B

The development of the nitrate 1ndust”y proceeded rapldly
| after the acqulsltlon by Chile of the 'mitrate prov1nces” from
Peru as a result of the war of the Pacific (1879~1884). Durlng
‘the war Peruvian 1nvestors, apprehen51ve of the securltj of their
prOpertles, sold thelr ‘holdings to- Brltlsh 1nterests whose tltle
to the propertles was subsequently valldated by Chllean courts.
By 1890 forelgn capital, principally Brltlsh, represented 88 per
Vcent of the investments in the 1ndustry.1/ Productlon expanded |
-steadlly unt11 the first world. war,when competitive synthetlc
nitrates were developed abroad. Chllean productlon, wnlch reached
a peak of more than 3 mllllon tons in 1914 has declined to about
‘one-half of that amount in recent years. In the l920's_Un1ted

1/ Felipe, Herrera lane, op. cit., page 65,
o . ' /States enterprises
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States enterprlses zseguired two important nitrate companies in
Chlle and supported the: comnetltlve position of the industry by
1ntrodu01ng the ”Guggenhelm” process which achleved ‘a con51derab1e
reductlon in costsﬂ' Although the nltrate 1ndustry has decllned '
from its former posltion in the Chllean economy, it remains the
second“;anklng export 1ndustryo B | 5 _
o Chlle S dep051cs'ot hlgh-grade iron ore ‘have been only'“h'””"
partlally explolted0 Conce551on rlﬂhts ‘to the only denuslt
1nten51vely worked thus far were acqulred in 1908 by a French flrm
and leased 1n 1913 to a'sub31d1ary of the Uolted States—owned
Bethlehen Steel Corporatlono The lease, which expired in 19%3,
was renewed at that vime for a second pericd of s ”'ca“s Most of
the output is exported to the United States, but steps ‘have been
taken to ensure needed supplles for the steel plant now'nnder
constructlon 1n Chlle,' In h annual message to Congress in
May 19%9 the ltroc cn‘ of Chlle announced “that the supply of ‘ore to
the 1atter plant had been guaranteed for thr 7 ye““s and that the
Bethlehem Steel Corpolatlon ‘had made a substantlal investment in
the developmenu of acdltlonal propertresg]/‘ e Export- Import Bank
credlt of %2 75 mlllron adthorleed in October 1949 is te flnance
about one- thlrd of tbe cost of developlng a nsr iron ore deposit,

the remqlnlng two thﬂrds to be snpplled by the Bethlehem Corporatlon.z/

L Mensa-e de oaJ, ml Pre51dente de 1a Repﬁblzca don Gabrlel—
ST Cane AT e VideWa-Q1 L- Comgreso Nacional sl inauvgurar el e !WO
ordlnarjo de se51onesn 21 de Mavo de 1949, page 1,

2/ Internatlonal Monetarﬁ Fund, Internatlonal FlnanCLal hews
“Survey, % November. 1949 ; |

IR
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2. Manufacturlng

Forelgn enterprlses have partlclpated in manufacturing in
“Chlle 51nce the second half of the nlneteenth century.. They have
‘1ntroduced new technlques 1nto the country and thelr contrlbutlon
has been more 1mportant therefore then a purely quantitative B |
comparlson may suggest._ German 1nvestment and 1mmigrat10n into
southern Chlle 1n the last part of the nlneteenth century .
lcontributed to the development of manufacturlng 1ndustriesa .Adﬂ_-
small steel 1ndustry was started by French capltal 1n the early ‘
twentleth century. Varlous Unlted States and Brltlsh tradlng flrms,
which have been 1mpo ant in dlstrlbutlon 1n Chlle, have |
broadened thelr act1v1t1es from ordinary merchandlsing to includel
manufacturlng, partlcularly in consequence of import restrlctlons;
resultlng from forelgn exchange shortages. . S

It 1s estlmated that 1n 1938 about 25 per cent of the
1nvestments 1n manuPacturlng were forelgn owned, e United States.
1nvestments 1n recent years 1nolude enterprlses enﬂaged 1n the
manufacture of glass products, automoblle t1res, asbestos, 1ron‘i;
and steel products, and synthetlc textlles.- Chilean private and
governmental capltar kas partlclpated as a ninority interest in .
these enterprlses. The value of Unlued States 1nvestments An
manufaoturlng 1ncreased from %M 7 mllllon in 1936 to $27 5 million
in 19#3, but the 1nfrow of Unlted Statcs cap1ta1 1nto _h
manufacturlng 51nce the end of the war has been negllglble. 'It

77 Geor g Wyth ; Industry in hatln Amerlca, (New York, 1949) .
‘ page 222,

/may be recalled:
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may be recalied however, that a large proportion of .the .credits
extended by the Export~Import Bank have . flnanced the establishment
of..Chilean-ovned manufacturlng .enterprises, some of which are owned
jointly by .the government and Chilean .private interests.

3. Other industries -

;,There:is1littleef0reign investment outéidefmihinéfand*ih5S???
manufacturing. . Branches. of United States, British, Frenchand other
foreign banks have operated in Chile., About.25 per cent of the . .
railway mileage is foreign-owned. The Chilean-owned merchant .

. marine carries all.coast-wise freight and also maintains some ..
overseas service. Internal air. traffic ls monopolized by a .
government%owned‘cpmpanyg ‘The-telegraph lines are owned by-a: -
Chilean-enterprises but telephone serviee 1s-largely controlled .-
by a subsidiary of a United States company. A subsidiary of a .
United States-company.also-opefatee,an important part of the;
elecfrnglight and,power.industry,;/ ~In 1948 this enterprise ...
was plaqning-e.six—year;programme of investment invelving the
expenditure of more thean $35 million. - Previously, in 1945,
the. government had acquired- a five-year option fo purchase the .
enterprise, but this option has. not. thus far been‘exercised. ~In.
. 1945,the\government—alsogpurchased;a,tremway system from the same:
enterprise,mafter‘having taken over*its,management in lth-withbut'
1/ This subsidiary of the. American and Foreign.Power Company
serves 52 communities with an estimated population of

;;l 666 000, .. See. the Company's Twenty—flfth Annual Report.
'_2__9 (New York, 1949) page 3 o

/coﬁpensation”during
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compensation dnring a labour dispute. In 1943 the Development
Corporation drew up a general plan for the electrification of. .. |
Chile and formed a subsidiary, the Empresa Nacional de
Eleotricidad,'S.A. (Endesa), to carry it out. The plan, extending
' overj18 years, is considered basic to the economic development‘of
Chiie'and the rew generating facilities are to be constructed by
Endesa. Private enterprise will be permitted to'partioipate in
transmission faeilities, however, 4n International Bank loan' of
$13.5 m11110n has been granted in connexion with this programme.

B. Foreiﬂn 1nvestments ang economic development

The investment of fOTGl\U capltal in Chile's nitrate and
copper resourdes undoubtedly nas had a profound 1nfluence on. the
oountry's economlc growth. The early establlshment of manufacturing,
transportatlon and power fachltles was associated 1arge1y with
the working of these resources. Partlcipatlon by forelgn capltal
in other 1ndustr1es has been llmlted. |
Slnce the post—l929 depre831on the ceuntry's economy has
beoome more diversified., thle prlvate-forelgn capital has played
B minor part in thls processrc external credits from the Export~
Imnort Bank have been 1mports1t, constituting close to L5 per. cent
of the total resources of the Development Corporatlon in the last
deoade,%/ - | o
It may‘be estimated that_15—20 per cent of the national income
is presently accounted for hy foreigneowned enterprise, This

figure is arrived at from the figures in,Table 11T bv assuming that

1/ "See Desiderio Garcia, op. cit., page 126,  /Table TIT
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Table 111

o Natlonal Income of Chlle (at factor cost)
| (1n mllllons of pesos)
EEGE R - ~.,1943:

Value  Per cent

Agriculture
Fisheries - i.. -
Mining
Manufacturing -
Construction
Transportation. . .~ . .
Public UtllltleS‘
Trade - e
Flnance ‘

Servicas. ool /
Rent and Interesta
Government

Other

|.-J
&q;xn

e .

(ﬂHHNFO&FﬂO@@MO

o
~

e,

i S
N0 OO F W FIAL OO

. 4 o .2

LI N - ]

&*

. Totalio: 1o

7 Tneiudes government debt .and mortgage- 1ntete¢t as well-
- .as rent..“;hA
b/ Total does not equal sum of" components because of ‘rounding..

o

o Source Statlstlcal Offlce of the Unlted Nauions, National -
o Income Statistics, 1938 1947 (1948/, page Rk

foreign capital'éccoﬁﬁted?fdf'§5 per cert of the ‘mining industry,:
25 per cent of manufacturlng, 20 per cent of traHSportatlon, and- -

taklno general account of 1pvestments in ocher industries. -

C Forelgn 1nvestments and “the balanee of pavments

. The Chllean belance of payments was ‘under -strain‘even-
before the depre351on of the 1930’5 largely As-a result-of the
burden of external debt serv1ce. "The heavy 1nflow of  1oan capital

from abroad in the 1920‘5 had not been invested s0 as to B

ol

Lf90111tate the resultlng outward paymentsa Durlng ‘the ‘lagt half

.'I
g e ; T L

. /6F the 1920's
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of the 1920's, the foreign exchange position of Chile beceme
increa31ngly precaricus in Splte of heavy borrowing abroad Whlch
was largely absorbed for the payment of serv1ce on the forelgn'!-
:debt. In 1929 debt service and the transfer of income and
capltal on ‘direct 1nvestments is estlmated to have equalled 5#
per cent of total exports. With the collapse of the markets for ”
Chile's exports and - the cessatlon of forelgn lending, the straln |
_on the balance of payments became severe. As a result the o
default on the external debt and ‘the establlshment of r1g1d
'exchange control, were fcrelsn exchange reserves ma1nta1ned 1ntact
in 1932. There were no transfers of 1ncome on- account of d1rect
1nvestments ‘other than by the minlng enterprlses.‘ These o
enterprlses retalned abroad in that year about 29 per cent of the
proceeds from their exports, B | | |
Small export surpluses in 19#6 and 1947 were 1nsufflclent :
to flnance the outflow of capltal, the payment of 1nterest on |
_publlc debt aid the transfer of income on direct 1nvestments.p:”
”Fcrelgn exchange reserves were drawn upon, $8 8 milllon were-f
obtalned from the Internatlonal Monetary Fund. 1n~l9h7, and
‘commer01al credlts were recelved from Argentlna and Braz11. _Af.
lareer surplus on merchandlse account in l9h8, resultlng chlefly
i'from increased exports of mlnerals, helped to prevent a loss of
'reserves ln that year.‘ In 1949 the export surplus was agaln
relatively low, about $+ million compared to 78 m1lllon 1n 1948
lorgely ‘as a result of a decline in the price of copper. The

/main elEments
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main elements in the balanceioﬁrpaymentsfin'1948 are summarized

Exports by the large mlnlng companles have contlnued to

account for 70 to 80 per cent of total exports. In recent years

these companles have retalned abroad about 30 per cent of the 1i
proceeds of the1r exuor*s,' Durlng 19h6~19h8”th15 averaged $53

'mllllon annually. / Other 1nvestment 1ncome transfe red during

4 thlS perlod amounted tc $1l mllllon annuallya. Together thesei
payments on account of . forelgn Capltal equalled about 22 per cent?
o ,

of the ayerage annual Value of exports.

Under Ch1lean exchange control regulatlons, the large mlnlng'

enterprlses are free toftrensfer earnlngs and capital on the rfsf‘

1nvestments w1thout off1c1a1 1nterventlon. They return forelgn '
exchange to the country to the extent of thelr local currency -

requlrements for such current operatlng expenees as salaries and

taxes., The H_ylng rate for exchange surrendered for these o

purposes 1s 19 37 peces per dollar whlch is. con51derably 1ess
favourable than the buylng rate fol proceeds from other exportsg/

1/ Lxcru ive ot,_npO“ts Witk *helr ovn cxchdr"c dnd nueroompany
* Capltal i Oﬂrﬁ ﬂ',\;l .l|) a7 . . - . k L . .

g/ Thn o*ylrc-rates_fer procees From o*hcr crooite ranced from
37 Lo 43 pesos per .dollar until 10 Fanuary 1950, on that date
the. I‘tcrnatlonal Monetary Fund onnouncaed the ftemporary - o
'estjollshuent by ‘the governmen® of .a new rate of. 60 pesos per
“dollar . applicable “to all exports-exeeph those later to be-

sibject Lo export itaxes and. thgse of mining companies,

i-Temporary establishment of this- ‘rate was dcscrlbed as. préliminary

to the adoption oi a new single par value:at about the 1evel of
the  temporary rate: to- replace present m?ltlple nates of:- :
exchange. -

/Table IV
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Table IV

Balance of ‘Payments of Chiléj 1948
(millions of United States dollars)

a, Cﬁfreﬁt transactions -

" Surplus on merchandise trade& a/ : e 77q6 .
Profits remitted or retained abroad by L
mining companies =563 .
Other interest dividends paid (net payment) w742
Other services etc: (net payment): - 1.6

- Surplus on current. transactions . 1245
. B, Capital and monetary gold
“ - Withdrawal of c¢apital by mining companies

(depreciation of plant and equlpment, ‘
reduction of stocks) | =275 .

Other private capital (net 1nflow) . - 13.5
Amortization of public debt Lo S =12
Export-Import Bank loens ' 172
Commercial credits raised abroad by the : .
government (net) 3.5
Acquisition of gold and foreign exchange : _ .

by the Central Bank and private banks = 949

| Net capital inflow | ~15,6

C. Efrors and om’ssions (difference betweén A and B) 3.1

7 ~Based on exchange control records and reports. by the large
mlnlng companies. Export sales by these companies are on a
Coelafs ba31s9 a contra-entry for insurance and frelght is
included in "other serv1ces"

Source: International Monetary Fund, Internatlonal Flnan01al
Statistics (October 1949), page 14k,

/However, exchange
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However, exchange surrendered by the mining. combanles for capltal
investment is bought by the exchanee authorltles at a rate of 3
pesos per‘dollare Imports by these enterprlses‘areupald_for-withyi
their'own foreign exchange resources*and-therefore'do“not enterinto
{he annual foreign exchange budget establlshed by tne exchange
control authorltles. _' ) ' ,
o, In addltlon to Spe01a1 treatment accorded to the- aarge foreign~
ouned mining enterprises, the right to transfer of earnings and .°
amortization of capital on-other fOreipn investmentsimay'beilf
assured by agreement w1th the exchange control authorltles, pursuant
to a decree :of April 19#5 v The decree dlrects the e“Change
control authorlty to grant flrst prlorlty to the transfer or
earnlnes on registered forelgn capltal g/ It establlshes the
pr1n01p1e that such earnlngs may be transferred in thelr entlretyq
Capltal may be amortlzed normally at an annual ratce of not more
than 20 per cent, but the rate may be 1ncreased up to 30 per cent
1f the 1HVested capltal produces forelgn exc ange or enaoles the t;'
country to save forelgn exchangew These transrers have been |
effected untll recently at a selling raue of M3 1 pesos ner dollare
The buylng rate for incoming - cap:L ald hda been h3 pesos per dollaro_
Follow1ng the establlshment of the new temporary excnan“e rate in
17 Decree No. 2040 of 16 April 1945, '
2/ TFor example, the income and capitzl transfer recuirements of the

the subsidiary of the American and Foreign Power Conpany,

the second most 1mportant 1nfestment after mining, were

accorded first priority in 1949, See the’ Company ' s Twenty-
w;Flfth Annual Report, (19 8) page 9.

/January 1950
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January . 1950 lﬁ the rate for 1ncom1ng capltal was increased to

60 pesos per dollar, and a s1m11ar selllng rate was applied to .

2/

outward - transferso

Income’recelved in the Unlted States from direct 1nvestmentsfﬁby5
in--Chiley expressed as a percentage of the value of the
1nvestments decllned in 19h6 from the hlgh point reached during -
the waT. ~In 19%3- the yleld was 10 3 per cent and in 1946 about
943 per cent 74 In the less profltable pre-war years of 1938-45
1940 yields: averaged 7 1y per cent In 1943 the yield was
con51derably hlgher than the general average for United States
?"1nvestments in Iatin Amerlca (6 6 per cent) By 1946‘~hOWever,'
+the yleld in Chlle had fallen sllghtly below the general average
(9. 7 per cent). o

"Available data 1nd1cate that the re-inve tment of earnings
ot United States 1nvestments in Chlle has occurred to a smaller ,
degree in Chllewthan in Latln Amerlca as a whole, The"

re-1nvestment of earnlngs by sub31d1arles, whieh aceount for 28

per cent of total Unlted States dlrect 1nvestments in Chile,
amounted to $3 million, or about 10 per‘cent of earnings on all |

‘investments in 1945, and was negligible in 1946, The comparable

;7“ See Tootnote 1 on page 28,
2/ Decree No, 1831 of - 31 January 1950.

3/ "Income received! included re-invested esrnings of branch
plants but not of subsidiaries. The value of the . L
investments is the Yook value. as reported to the Unlted
States gevernmento

‘/propertionareciﬁvested
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proportion Téwinvested in Latin America as a”whéle:ﬁés¥aﬁdutﬁ
25 vér cent in eashyear. |

The yields of interest and dividends trané%erfed‘On”British'”
iﬁ&ééﬁméﬁ £s are censiderabl 1y Tower tnan ‘those of income received
on United States direct investments in Chile. TIt is-to be noted’
that the estimates of these yields are not directly comparable
with fhose*fbr‘United?States'investmenﬁs since the British-
yields include portfolio’ investments, relate only tbfinterest*andf
dividgnds remitted and are caleulated on the basis of nominal or -
par véiaés of securities traded on the Tondon Stock Exchange.l/*”
Raiiﬁay Secufitiesgiwhichfconstituté-abdﬁt“a‘tﬁi?d‘of-thé*Bfitish"
hol dmgsB ylelded only 1.5 per cent in 1938-1940 and 1.2 per cent
in 1942 and 1946, The more'profl able "miscellaneous" Eroup,
incltding nitrate holdlngs,‘wnlch Vle ded only 1.5 per cent in
1938;1§H§, increased to 304 per cent in 1943 and 3,9 perjcent in
1046, L e L L L

11T, GovernlenT pOllCV and_forelgn 1nvestment

A,:'General'cbﬁtrols

1, Entr of foreign’ capital -

" In general Chilean lews make no distinction befween domestic
and foreign nationals and firms with;respégt_to;tbe,r;ght”to“m
organize business enterpr%ses. ,Specificnauthorizat%on‘iém‘
required .for -foreLan corporatlons to establlsh branches. in the

countrys- put thls regulatlon does no+ appear to have been

1/ Ceufn Anericen Journal' {Lomden). 12 Feb?uary:l9h99
_(?h ’70 Y .

yJ

Japplied to exclude



E/CN.12/166/A34 .3
Page 33 -

applied ‘to exclude such enterprises., Authorization is also.
required for the formation of domestic- corporations, whether
organized by'domestié or foreign interests.

Regulations limit Lhe business of insurance to domestic
companies but permit foreign.intérests to participate in:SUCh
companies., Similarly, petroleum may be lmported and distributed
only by domestic companies, but foreign enterprises may
-participate in such companies.

Coastal shipping is reserved to vessels owned by Chilean
" nationals, "Two-thirds of the capital of domestic airlines must
be €hilean-owned and at least two-thirds of the members of the
board of directors must be Chilesn nationals, ‘A governmeptfgwnedﬂ
concern operates domestic air transport facilities. By virtue_ |
of a special arrangement with this concern a foreign-owned
“airline (PANAGRA) has been permitted to operate domestic passenger
service, Radio broadcasting is reserved for Chilean-owned
enterprises.,.

. Governmental control:of new investment, domestic and foreign,
is authorized by the so~called Law of-Overproducfion, adoptedrinl
1932 as an anti-depression measure.;/ In practice thisaLaw has
beeh invoked only to .a limited extent in respect of certain |
branches of menufacturing. The Law empowers the President to
declare specific industries "saturated", following which new
factories may be established only upon autporization. Regulations

I7 Decree-Law No. 2815 25 July 1932, . -
e ' /established.
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established pursuant to the Law ip_1939.placeapsrtain_reStriqtiQns
on the tfansfer to foreignssntsrpriSes sf‘factories in indusfries_
declared subject to.ths,Law,;/_As.interpretsd in_practicé the |
Law confers sufficiently broad powers'fo the gsvérnment‘to require
offlclal approval of all nev 1nvestment, domestlc or forelgn, _:.
whether or not a partlcular 1ndustry has been OfllClBlly declared -
"saturated", In effect, therefore, all potentlal forelgn e
investment is subject to spe01f1q.approyal in each qases .

While Chilesn 1sgislation does not requiresthat_foreign
capitsl be invested in any determined proporfionin associsﬁion s
with.domestic_capital, official encouragement has been_givsn_sos._
the formaﬁion‘of Qnterprises involving joint participstisnlby.:
foreign and domestic investors. The purposé of this lei¢y.h§S'
been the stimulsfion of productive investment by domestic |
nationals:and_the introduction of modern industrisl’teshsiqueeg |

A number of such'joint enterprises are important in Chi;esh
maqufacturing‘industry.gfislnﬁglass production, the Corniﬁgralsss
Works and the Pittsturgh Plate Glass Corporation of the United States
are associated with Cristalsrias de dhile; Sshe | Part of the stock’
ovnership by the foreisn 1nterests represenbs an 1nvestment of
funds and pspt:relmbursemsntrfor patents, trademarks and.tschnlqalr .
assistance, In the tire indus%ry, the General Tire.and Rubber |
Company of the United States is associated with the entsrprlse
_7H_§E?¥_e—Lﬁw Yo, 16M9, 1% November 1939,: _
2/ Guillerrio Aldunete Carvallo, 09_01t., pages 171—¢9O

/known as
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known as "Insa''se The Development Corporation stimuléted the
formstion of this enterprise during the war in association with
domestic private capital and the foreign enterprise. . SupéfQiéidn
of plant construction and of production processes has beéﬁ |
carried'ongby the General Tire Company. In“asbestoéFCemehtu‘ N
DrOduction, Belgian enterprise, through the firm "Etefnit":ﬁhiég
has widespread foreign interests, has been associated since 1938 |
with "Pizarrefio, S.A.! in Chile and has prov1ded ‘technical -
assistande as-well as-capital:funds,. The ereign copper and
nitrate”pompaniegphave=invested'jointly withv%hé‘Défélophenf o
Corporation in.the formation of'ﬁhef”Compaﬁia de Aceros del .
Pacifico, S.A.", to which $48 million of credit has been'exféhdéd{
by the Export-Import Bank. . Furthermore, capital stock, whlch the '
Development Corporation has the option of Durcha51ng after o
initiation of production, has been-takén in payment of servicéé-
by the United States firm of Koppers Company,‘whlch de31gned the
plant., An Itallan-Chilean .firm is reportedly pr0p051ng to | ‘
establish a galvanized iron-pipe plant-near -this steel mlll.llih |
4 United States engineering firm, Kohorn'cdmpany,:whiéh.deéiéﬁed "
a plant for the'manuﬁacture“of rayon'and‘other synthétiéﬂﬁexti1e§7.
for the "Victoria de Puente Alto" company Has also taken éapitai -
stock in payment for services, 'OthéfiinétanCés”of‘5éiht.iﬁvéstmeht
are found in industries manufaeturing electric értiéles,‘édft
drinks, milk products, and matches., . | |

1/ United States Department of Commerce, Forelgn Commerce'
Weekly, 10 January T9h9, page lh L

/2- 292&9299&



E/CN, 12/166/Add 3
Page 36

2+ Personnel

s

[P W S
{ow B

Employment opportunltle Ifor nationals are safeguarded by

the prov151on of the Chilean Labour Code that employers hiring

five or moré employees;must employ Chlleans to the extent of at _
least 85 ‘per: cent of the totel, and must pay at least 85 per :if;if?;‘

cent of . total wages and salarles to such persons._ This

\.

provision does not however, apply to spe01allzed technlcal :

personnel whose work cannot be performed by natlonals. !Chllean
oo ;,"rﬁ R al R L :
employeesfmay nou be pald less than allens for 51m11ar work..“}”“_ﬁ“ﬂw

r 5'.“}?(»;;_ PR

3 Taxatidn

T : o - -..‘;:::141 S I TP

The normal 1ncome tax cor51sts of a ba51c rate, varylng w1th

the source of 1ncome,‘and suruaxes on 1ncomes in excess of

A

50,000 Desos.l/ The ba51c rate of taxes on corporete income,

except in the mlnlng 1ndustry, 1s 13 per cent. Corporate 1ncome

in the mmnlng -adustry:.s subgect to a normal tax of 16 9 pen cent.

Iron mlnrmg enterprlses, however, pay a 1ower rate of 7 8 -per. corite”

from 7.7 per cent of the brackot of 1ncome from 50 OOO to

100,000 oesos to 25 8 per cent of 1ncome over 2 OOO OOO pesos.ck

=¥

Dividends” dlstributed to the stockholders of corporatlons are

also taxed at the rate of 19¢) per cent and in the case of bearer

shares, at’ 283 6 per cent. ”,',. S fpﬂ%f” R R
Exceds proflts, deflned ms those in excess of 15 per cent of

1nvested capital; are taxed ‘at the rate of 13 per cent on profits:

~ between 15.and .20 per cent of capltal, 26 per cent between 20

Law No. 3996, .2 January 19 5 “as amended to date. /and 25 per centifﬁ

-
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and 25 per cent of capital, and 39 per cent on prefits in excess

~of 25 per cent Of-capltelale

Excess” proflts remalnlng efter ?‘
payment of thls tax must berre- -invested. 2/ Enterprlses may
re-lnvest such profits in:the: llquldatlon of thelr oblwgatlons5
in the expsnsion of their activities, ' in ‘other” enterprlses which
'_w111 augment national productioly, or ih bonds of the 5eiurnment s
Dﬂvelopment Corporatione. st .o A - -
Forelgn—owned enterprisesy. whether- organlzed under Chllean
1ew or. Operatlng as.branches of. foreigh companles, are subaect to
a spe01al tax of . 16 9 per-cent on income "in addltlon to ‘the - |
normal taxes on.business: income and excess’ pTOfltS.E/; Howetef,
taxes pald by -foreign~owned subsidiaries 0n°d1v1dends dlstrlbuted
to thelr parent. companies: are offset against thls taxo o
Proflts are also subject to taxation 1n order to prov1de for-
the h0u51ng of workers,  .The levy for workers' hou51ng amounts to
;_5 per cent of. the annual net profits of 1ndustr1al and mlnlng
;companles [ per .cent of nitrate companles), or 2 per cent 1f the
companies provlde ‘housing for:their workers,h/: |
In addltlon to.the taxes. mentloned above, enterprlses engaged

in the mining of copper are subject to a tax. of 50 per cent of the

income obtaincd as a.resuit of increases in the price of copper

17 Taw To. 714, 31 December 1941,
2/ :law No. 7747, .23 -December 1943;
3/ Title VI of Law No. 8419, 27.March 1946,
4/ Law No. 7600, 8 October 19H3
~ -/ovér certain
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over certain bésic7priées3l[?*The'nitraté induétry is exempt from
the income ‘tax sircé it sells at cost to a semi-official
corporat;On5~whichfin*turn'exports-thé product and distributes
25 per cent of its profits to the goverhment.

' Exeémptions from certain taxes may be accorded to enterprises
‘on an individual basis, CQmpanies engaged in:the'productionaor
procesSing‘of‘cbppergﬁironior”steel‘frOm domestic ores, may be.
zranted’ total or partial exemstion from income or other taxes,
provided that 60 pep ceht of “their ‘Share capital is owned by
Ch¢leans, or 30 per cent by “ias Development Corporation and 20
pef*&ent'by~chileéﬁ§Q*VMiﬂin§fenterprises and*manufacturingﬁ
concerns engaged‘iﬁfﬁhe5pf6céssing of locally extracted ores may
be granted ‘exemption from the excess profits tax and from the
reqﬁirémeﬁt of compulsory feniﬁvéstmeﬂt'régandlesscofethe:
nationality of their ownérship, A similar exemption ‘may be granted
fot a ﬁériod’pf ten years to new enterprises that"prbcess domestic .
raw matarials and prodﬁce‘aftﬁcléérnotfpfevidusly'prdduced-iﬂ the ...
cauﬁtry'iﬁ suffidient"q&aﬁtityétd*SatisfyulocéI demand, "

I, - Commercial policy

‘Import duties and quantitative restrictions on imports are
applied with.a view to achieving the diversification of economic
activities. This policy has h;obably tended to attract some |
fo“olvn capitel into manufac*u ing in Chile. although it was not

1ntended primarily for thls oufpose.

1/ Law No. 7160, 20 Januar 1942, ,
'/ 7 ! .y 7 /Important upward
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Important upward rev181ons of the basic tariff of 1928 were
made in 1931 and 1932 to protect domestlc industries, "Essential’
1mports are generally subgect 0 lower rates of duty than locally
produced goodso Slmllarly, 1mports are gererally taxed over and -
above ordlnary customs dutles, the usual rate belng 18 per cent
but a lower rate of 3 per cent being applied to goods "essentlal"
to the natlonal economy and a hlgher rate of 38 per cent to
speclfled luxury 1tems s It has'also been a feature of Chilean
commerclal pollcy to accord exemptlon from ﬂmport duties on
capital equlpment for certaln new enterprlses¢

} Domestlc‘df*ustrles have also been protected by: import quotas
and exchange control. Dlrect 1mport quotas ‘have been applled to
certaln products, chlefly sugar, wheat teatlles9 chemlcals, glass”
dand electrlc appllanceso In the case of exchange control “the -
local avallablllty of goods has been an 1mpoltant crlterlon for
the esuabllshment of prlorltleso N

iy

Bo Government partlcﬂpatlon 1n 1ndustrV

) The Chllean vovernment partlclpates dlrectly in the nltrate-*:
_1ndustry, 1n ra11Ways, and in the electric light and power,
petroleum and mlscerlaneous other 1ndustr1es through its Corporatlon
tor the Development of Prcductlon. o
A tate monopoly in charge of the export of nitrate and iodine
_was established on 8 January 193% These’ monopoly rights were -
ttransferred by the Povernment for a perlod of 35 years to the

17 .Decreea?772§l18 August l9h3, as:amended. /semi-official-
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sem1 OfflClal entlty known as the ColporaCJgn de Ventas de-
o“lltre y Yodo de Chlleal The corporatlon S eleven-man board of
dlrecto s con51 ts of ¥ ve governmental representatlves, flve
representatlves of the producers, and a chalrman, elected by
elghu votes who s e e alea.g' The chalrman in practice has
fcecn tho Mlﬂlmcer of Fluance.n/ The r“orporatlon allocates
productlon quotae to the producers, wio are. requlred to sell thelr
output to 1t at costcﬁ The Corporatlon 1n turn sells the output
abroad and dlstllbUUeS a; pcr cent of tae proflts to the
gove ucnr and 7: per rent;uo the producers, ThlS method of
ccztrol was acop,cd prlmarlly to facilitate compet;tlon_abroadtoﬁn_
Cnllcan nltcate ulth syntﬁetlc_nitrateel~ | :_- ” | o
- The‘Chzlean_vaerhrwlu hau eytendeu 1ts partlclpatlon 1n publlc

service irdvetr’es by g“a Ual acnu151troa from forelgn owners of

rallwayo.'a lerge pert of which are owned ahd operated by 1ts

.

organizztion kncwn as ho Chilean State Rallways,'and by 1ncreased
ownershrp and oo trul of electrlc llght and power enterprlses.
In 1936 thc gzvernmehu quUITGd pertlal control of and a flnan01al

Jntercst lh the pr pcl electrlc lleh+ and power concern, the

~

Con nafii a.C‘ilena de lectrl01dad a Unlteo States owned sub51diary.

_l9 5 lt porchaseo 2 rarwav JyStem lrow thlS enterprlse and’
acqulroo a flve year optlon to purchafe all of the share capltal
of the enterprlsea Mu ecver, coe trenoe toward State partlclpatlon

in the elocurlc power ﬁeoustry has been wnten51f1ed in recent years

;/ T Felipe Herrera Lane, Politica P”cﬂfrlca; Tomo II, Santlago,
19L|'0, pagug 68 bgﬁ
/through the
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through the act1v1t1es of the Development Corporatlon sub51d1ary
known as Empresa Naclonal de Electrlcldad, S A The obaectlves
of this off1c1a1 enterprlse are: (1) the development of the oo
:dprimary generatlng pos51b111ties of each region of the country?
:(2) the inter- connexion of reglonal transm1551on systems? and
(3) the control of the entlre system under ‘a 81ngle agency. :
| Exploration for and reflnlng of petroleum has been carried
ion exclu51vely by the Chllean government in recent years through
:1ts Development Corporatlon. The rlght to explore, explolt and
reflne petroleum has been reserved for the- State.l/ In Aprll 19H8
the Development Corporatlon created the Chilean Petroleum ‘Service
| to assuiie complete respon31b111ty for the petroleum develOpment
'programme. A State monOpoly on the importation and dlstributlon
hof petroleum and products was authorized in. 19322/ but hes not
since beern made effectlve. The government . does partlcipate in this
trade, however, through Compania de Petréleo de Chlle, which was
:organlzed under OfflCIal Sponsorshlp -and with partlal offlclal
' flnan01ng in 193# : Thls company sheres the trade w1th two
:“leadlng forelgn concerns, one Brltlsh and the other Amerlcan.
" The emphasis on economlc dlver51f1catlon and development in

‘the pOllCleS of Chlle led to the formatlon 1n 1939 of a governmental
Corporetlon for the Development of Productlon, whlch has come to

1 Taw No. 4109, 23 December 1946; Law No. h28l, 15 February 10283
 and Law No. %927, 5 January 1931, o

2/ Law No. 5124, 17 May 1932.

/assume an
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assume an oxtremely 1mportant role 1n the further develOpment

of ex1stlng 1ndustr1es and 1n the formatlon of new ones. Ther
Corporatlon vas formod as a complementary organlzatlon of a
-Reconstructlon and .a Rellef Corporatlon in Aprll 1939, the latter
concerned w1th the short—term problem of rehabllltation from
earthquake damage that had occurred early in the year and the
former w1th the 1ong—run problem of development In connex1on W1ﬂ1
_1ts general respon31b111t1es for economlc development and )

dlver31f1oat1on, the Colporatlon was dlreoted ”to obtaln greater

-;-partlclpetlon of Chllean 1nterests in 1noustllal and commer01al

‘_act1v1t1es” - | ' N
" The Corporatlon has been aotlve in a w1de varlety of spec1flo
Rlndustrlal fields as a first step toward 1ts obaectlve of a more

'developeo and better 1ntegrated economy. Durlng the flrst phase

... of. 1ts act1v1t1es, it. spread itself over w1de areas of the

;economy in agrlculture,,mlnlng and commerce and mlscellaneous
1ndustr1eso At the end of the second world War, the Corporatlon
adopted a. pollcy of concentratlon on a few maln branohes of

act1v1ty, prlnolpally the product1on of ste”l, eleotrlclty, and

Alpetroleum, the constructlon of 1rr1gatlon fa0111t1es and the

-_‘1mportat1on and. dlstrlbutlon of agrlcultural machlnery.

7 ~The Corporatlon has 1nvested 1ts capital dlrectly in 1ndustrle
. on an. equlty ba31s ahd in the form of 1oanso It 1s at present
‘CO“OWHGT of approx1mately 3ixty uel;o:ent enterprlaes.‘ AS regards
1ts holdlne of:eh Sy 1;5 'pollcy is to sell them’as soonZESdthe

/enterprises are
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enterprises are consolidated'ecoﬁomiéélly'énd fih&héially and
can gain the support of privatéfinvestbfsﬁ.l/"It'thus-applies’é
policy of stimulating the investment of private savings in
productive activities rather than replacing private investment, In
his annual message to Conoress in May 19@% President Rioz stated
that the Corporatlon ‘should not compete with private 1n1t1at1ve
but should'undertake ventures-that do not attract’private investment -
or are beyond the eapacity of- prlvate fleS-2/

The domestic finaneing of the Corporation was originally -~
échieved\by diverting to it government revemiés derived from the
copper’ industry, but the goverﬁment‘contribution is at present
made from the general budget. Additional capital is derived from .
income on the Corporationtsown reminerative activities. Goverhment
contributions increased from somé 176 million pesos in 1940 to
707 million pesos in 1948 and the Corporation's own income from
b million to 155 million pesos. As previouslyfiﬂdicated, the’
Corporation has also relied heavily on Export-Import and
-International Bank credits., 7 o

The bBroad powers -of the Corporation an@‘pafticuiafly'itsJ“
responsibility'fdriélaboréting a national plan of production place
it in a potential position of virtually complete cohtrol over
1nvestment act1v1ty, domestic as ‘well as forelgn. Tt may
contrlbute capltal o new enterprises on its own 1n1t1at1ve 1f
:?r-zﬁifubsiderio Garcia, Ops Citas page - 124,

2/ As guoted in George Wythé, ob, cit., page 221, =

/such action
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such action is deemed of national interests

é;‘.gttitude‘toward foreien investment’

Chilean go{réfnméntal ‘authorities have *expfes;séa" “the view -
that. forelgn flnan01ng 1s necessary for the achlevement of a
de51rable rate ;0f econom1c develOpment because of the
1nsufflclencv of domestlc sav1ngs and the‘lnflatlonary
consequences of attemptlng ‘to achieve’ ‘such & rite of development
without forelgn a351stance. “Fmphasis has been" placed on: - |
governmental Ioans from abroao, although prlvate equlty capltal
' has also been asslgned an’ ‘important role- 1n the development
programme. ‘In a publlc stateément in Fébruary 1949, the Pre51dent
of Chlle stated that the country's programme vequires forelgn g
loans-for bas1c development. Forelgn loans'have been stressed -
because of the unattractlveness to prlvate invéstors of 1nvestmentswl
in publlc utllltles and other basie development pTOJeCtS and
because of the 1nfluent1al role of ‘the Development Corporation in
starting 1ndustr1es5 such as'steel, not*deemed by such invest0rs L
as sufflclently profltable, in view of the rlsk and heavy outlays
1nvolved. The President also stressed that Chlle de31res foreign
prlvate capltal to 301n with domestlc capltal in developmental o
projects and:that'foreign“investorsfmay'be:assured of non- -

diseriminatory tfeatment. .In‘nisvannnal‘meSSage-to:CongreSS in
May 1949, the President indicated that "4s regards thé inflow of
private foreign capital,:the*cellabofation ofwwhichliS“SO” R

necessary for us , my government is-disposed to ehter - 1nto
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agreements with capital-exporting countries that will centribute
to the removal ef the principal obstacies which obtain at present
such as, for example, the elimination of double taxatioﬁ.ﬁl/
Chilean officials have expressed the view that foreign loans
should not be limited to providing the foreign exchange required
for capital goods imported for specific development ﬁrojeets. At
the meeting of‘ekperts‘on financing of economic develepment
sponsored by the United Nations in Novewmber ZI.9‘L+<),J the Chilean
expert present r?*‘@“Sed the fcellowing views of this subjecfs

"The more one studles economic developments capable of
resulting in an increase of production, .Jn “the’ lowering of
costs and, generally.in a real improvement of the living
conditions of the people as a whole, the more one becomes
convinced that in the under-developed countries it is -
impossible to make any progress with the systems. employed.
in recent years whereby external aid is received-only in
the form of imports of machinery and other essentials,
leaving all local expenditure to be covered with 1nterna1
resources of the country itself, The result is either
that because the investment i national currency has to

be financed from ordinary r=enr1ngs, development 1s so slow,
especially in the early stages, that it does not represent
an effective 1mprovement sufflclent to prevent the unrest
and chronic political and social discontent common in our
countries, with all their attendant dangers, or, if it is
sought to make the rapid progress requlred by the
circumstances,; the economny of the under~developed countries
must make an effort in excess of its normal capacity, which
1nev1tab1y results because of the undily large capital
issues which have to be made, in an 1nflatlonary process

- of forced sav1r1gsq and this neutralizes the beneficial
effects SP economic development for a comparatively long
perloda”

7 Mensaije de S.E.EL P“e31dente de la Repfiblica don Gabrlel
Genzbltes VJdela al uongreso Nacional al 1naugurar el -
T\f-«"’“'ulo oo r N3y u\ \_,\ ang: O“"Se 27 1”'1{0 fne’ 1949 page- XIq. .-

2 e s

2/ Desiderio Garcia, ope cit., page 1,
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