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CHILE'S IMPORT POLICY

The following communication has been forwarded to the secretariat' by the
permenent representative of Chile to GATT. In this connexion attention is drawn to
documents BOP/95 amd BOP/R/37 which contain information supplied by the Government
of Chile to the Committee on Balance-of-Payments Restrictions and the Committeels
report on a consultation with Chile in November 1969.

On several occasions my Government has stressed the importance of and the
necessity for regular communication between the contracting parties as to the
policies which they apply to foreign trade.

Consequently, I venture to submit to ydu herewith a study made by the Central
Bank of Chile on the new import policy of my country.
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The measures recently announced which change the import policy of the cocuntry
constitute part of a far~reauh1ng plan intended to produce a permanent change in
the structuré of Chilean foreign trad: with a view to promoting more cffectlvcly the
econcnic and social developneaw.of the counlry

In the first place, an efforu is beling nade to raduce prices and costs and
to improve quality so that Chilean industry will be more fitted to enter the
indean market. From this pcint of view Chile is engsged in = race against time:
so long as there is any aclay in the process of improving costs and gquality of
domestic outpusv, the greater will be the difficulties of entering the 4Andean markey
and the less will be the adna ages walch Chile will obtein from the resuvlting
expansion of its markets. Vithin this framework a suitably planned foreign trade
pol¢cy could play a crucial réle which it has nct performed up to the present time.

,In~the second nlace, 1t is necessary to reduce nonopblistic powers.or Hhe.
explcitation of the consumer by certain national or foreign undertakings located
in the country. In other words, while wishing to provide adequate protection for
anxious to onsure that the Chilean consumer or industria-

domestic industry we are
list can obtain supplics at ncre reasonable prices and recelve products of better
quality than is the cace at present.

In the third place. foreign trade may be zn nportant factor in ensuring
effective control cver inflation and pricss, It 1s not a question of temporary:
reductions in the prices of goods to replace imports at the cost of sacrificing

our international reservez. Ca the contrary, it is a guestion of controlling,
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thanks to the ccmpetiiion of foreign goods, the prices charged by national monopolic
in certain given fields. In thosc fields domestic prices ars very often hisher than
the international level. These differences are frequently due to the monopolistic

i
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v
profits and/or o lack of concern for lowering costs in a2 market in which the
¢ nsumer or the jadustrizlist is 2t the nerey of e single nroducer. In other ses
the difficulty is the excessive prices of donesiic raw materials or 1ntermpdlﬂto

goods, the levels of which must be re lewed.

Since March 19¢S thers has bewn a far-reaching revision of policies in this

ield., The guiding 1 ' tkls revisicn verc explained in a2 document entitled
"PrOﬁr mme of fliction for Foreign Trade” which was submitted a2s a basis for studins
to be carried wut by the Corfe, Odeplan, the Ministry of Economic Affairs smd the
Central Bank.’ The measures znnounced by the Ministries of Finance and Economic
Affairs form part cf this revision znd zre intended to cperate within ths framework
cof an effectively plamncd econcmy, but an ecoromy in vwhich decisions on micro-
economic matters {such as how and how much eny given undervaxing, -whether it be
public or private, should producs) will be decentralized.

In addition to the mass of materiel of 2 rpreliminary nature which was
prepared on the subject of policy concerning ruyaJtias, cormissions on foreig:.
trade, . foreign investments, etc., the que stion of import deposits has been almost
completely revised on the basis of zction begun in September 1963.
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I. IMPORT DEPOSITS

1. Import deposits from 5 per cemt to 180 per cent.

Thelfo;iowing are the measures which have‘bgén‘ddopteaz

(a) On 12 September 1968 permission was granted to importers to use deposits
for the payment of import duties and other import charges imposed .on-the goods to
which the deposit relates. This new arrangement frees importers from the need to
obtain double cover for a period of several days in order to pay both import
duties and the deposit, which could be withdrawn only after the import duties had

been paid. :

(b) On 23 May 1969 the minimum period of ninety days for deposits was
abolished and, with & view to avoiding unnecessary administrative formalities,
the deposit requirement for amounts below Z° 100 was also abrogeted.

In addition, a first revision was carried out of the list of goods
negotiated with LAFTA. In the course of this revision it was found that for
several products Chile was granting a higher margin of preference than had been
agreed. The need for a deposit on imports from third countries was abolished in
the case of goods the imports of which from LAFTA emounted to more than
$30 million. This reduced the price margin which the Chilean importer was
preparcd to pay to exporters from LAFTA countrics as compared with suppliers
from the rest of the world.

On the same date a list of goods wds seleceted which had been subject to an
aggregate amount of customs duties and -deposits resulting in a prohibitive cost
of importation. Deposits in thesc cases were abolished and the duties were
reduced. in part. C . ) )

Lastly, on the same occasion, goods subject to a 5 per cent deposit vere
freed. The effect of the deposit had been minimal (1 per cent) but it hed
constituted an excegsive administrative burden for importers, commercial banks
and the Central Bank. In this way an effort was made tc ebolish all controls or
obstacles ‘which raise the price of imports and involve unnccessery work for
public institutions without on -the other hand making any real contribution to the

development of Chile.

(¢) At the meetings of the Tariff Policy Committee (CPA) on 5 end 23 June
the question was discussed of abolishing import deposits and embodying th
financial eofuivalent in the. customs tariff. .The.folleowing criteria were

into consideration:

e
taken

(1) In the case of commodities on which the duty was less than 100 per cent

the equivalent' of the financizl cost of the deposit was incorporated in
the duty. Consequently, the deposit was abolished on the date of
publication of the decrce fixing the new rate of duty.



L/3381
Page 4

(i) The proposal did not include goods which on the basis of the criterion
mentioned in the preceding paragraph would have been-subject to a duty
which was considered excessive either because high specific duties
were charged and/or because the rate of deposit was very high or
because of the nature of the product. ’

(iii) In general, goods on which the ratec of duty was in excess of 100 per
cent werc not included. By way of cxccption it was decided to include
luxury preoducts on which the rate of duty was not sufficiently high
for the type of product.

(iv) The change in duty resulting from the incorpoc: tion of the cost of the
deposit gave the following resultis:

% deposit % increasc in duty
15% 5%
.4.&)‘/0 ’ 10%
907 20%
180% ’ 35%

(v) The rule mentioned in the preceding paragraph was not followed in a
few cases in which it was thought desirable to group certain headings
referring te very similar products.

The changes in the tariff werc published in the Official Gazcttes of 12,
19 and 29 August.

The monetary and fiscal effects of thosc measures werc as follows:

(i) Monetary. They represcnted a onc-time reduction of E° 23 million in
the amount of import depcsits spread over & period of six months.

(ii) Fiscal. The onnual yisld of custois dutics Wi about
16 million cscudos of 1970 - an ~rount whicl hin pTglludJlj beun
cveiloble for the gronting of 1loans, but'whicn new bsconics avanilable
to the eomrunity Lthubh the moechrnisn: of custous dutics.

(d) On 29 July the deposit of 90 pcr cent on a number of sports articles
was avolished. At the seme timc three types of changes in teriff duties were
proposed:  a reduction to 100 per cent on articles for popular sports (athietics,
ping-pong, etc.); an increase tc 200 per cunt for equipment for sports practised
oy small woalthy groups (golf and polo) and 140 por cent for others.

(¢) Deposits have been abolished for certain products where the percentages
were so high as to restrict imports of the zoods in question, or where they pro-
vidud cxcessive protection for domestic products. In such cases the reduction in
the rote of deposit hes no dirsct monctary effcet since the goods are no longer
imported and no deposit is peid. On the other hand this measure favours a reduc-
tion in domestic prices, by limiting the monopoly of the dowmestic producer or of
goods imporied duty freo.

(f) There has been 2 gradusl reduction in other import deposits. This was
carricd out in four or five stages. A sudden rcduction has the disadvantage of
producing & considerable and negative monctary uffect at the outset and of causing
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a sudden change in import costs. It was for that reason that a gradual suppression
was thought preferable. Three gradual reductions have already bezn carried outs:

(1)  On 1 Jenuary 1969 the deposit percentage was reduced on the average by
about 20 per cent. As a parallel measure there was an increase of
1 per cent in the import registration tax. This meinteined approxi-~
‘mately the cost of importing commodities subject to a deposit, while
at the same time incrcasing the amounts avallaolc for private loans to
the exchequer by E° 8 million.

(i1) At the end of August therc was a further gradual reduction in deposit
percentages, eliminating in addition the 15 per cent category. This
measure represcnted an average reduction of about one third 1n the

amount of ‘the deposits in force at that time.

At the end of December 1969 a third overall reduction ihAdepbsits(was

(1ii) A
nade, As a rcsult the change in rates between 1968 and 197C was as
follows: ‘ ’
1968 - 1970 Decline in average costs of imports
200% 50% 30%
100% 30% 14%
50% 15% 7%
20% . 0% 4%
10% 0% 2%

As cen be seen, tho cost of imports subjcct to deposit has been reduced
without cny reduction in the gencral yield to the customs and with an increase in
sone cases, as has clready becn shown (B° 24 million).

2. Deposits of lO 000 per cent

The rate of 10,000 per cenl is very offective in prohibiting imports of
certain commodities which arc rescrved for public institutions which cen thus
rogulate the market. It is also uscful for imports of limited end planned quen-
titics of certain goods which arc logally oxempt from any customs duty. For those
two reasons this type of deposit must be retainced. Nevertheless the list of goeds
subject to the 10,000 per cent deposit is much wider than is necessary for the
cbove purposes. Accordingly, on 23 May 1969 the deposit of 10,000 per cent was
abolished for thirty-eight groups or commoditics. In addition, the Tariff Policy
Committec approved the abolition of the deposit for seventeoun commoditics or
groups on condition that there was an increase in duty. On 17 July 1969 the same
Committoe approved the abolition of the 10, OOO per cent deposit for twenty-six
further groups op commeditivs, and in Ausust cnd December of $he some yoar
it abolished it for forty~four cormmoditicvs or headings subjuct to o rcvision of
the customs tariff to bring it to a level which, whilc not granting absolute
protection for monopolics, would nevertheless guarantcee reasonable protcction for
the indus try of a devcloping country.

All thosc changus have meant a reduction of two thirds in the list of goods
subjuect to the 10,000 por cent doposit. There is, however, still room for o con-
siderable further reduction. In the revisions which will still be mede, os in the
case of those mentloned above, proposals will be made, not only for abolition of
the 10,000 per cent deposit, but also for the introduction of levels of duty which
will gv01d undesirable disturbances in domestic production whilc ot the sane time
avoiding undue protection for monopolivs.
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II. LIST OF PERMITTED IMPORTS

So far very few products had been proposed for inclusion in the List of
Permitted Imports (LPI). The reason is the large amount of time and effort
required to prepare docreds on the subject. It is very sasy to decree a general
liberalization of imports, such as this country has known in the past, but the
result tends to be ruin, unnecessary dlsturbunces in producticn and, what is more

ssrious, unemployment. e

On tne other hand, rgtionalizatbion of the import policy by means of the List
of Permittud Imports ond the customs teriff calls for a very far-reaching and
careful study. This has already led to certain measures which were referred to
above. .t the seme time, it was neccssary to make changes in the system in force
in irica in ordsr to harmonize the interests of that area with those of the rest
of the country without on the other hand changing any of the adventagss previously
granted. The legal reguletions on this subject hove been in force only since the
e¢nd of December 1949.

The basgic criteria which arc being used arce the following:

1.  The incorperation into the List of Permitted Imports of =ll products which
had been the subject of negotlations in LiFTL (thus reducing the obsolute adventage
which suppliers from LAFT. to the Chilesn market had previcusly enjoyed) and in
general of products included in the first scction of the joint list. In terms of
the indean .greement the prohibitions existing for those products have to be
abolished in respzct of trede within the sab—reglon within 180 days from the

coming into « cffect of thu sgreement, that is to say, in lpril 1970. Those products
will remain included in the List of Permitted Imports so as to sveid giving an
additional margin of prefervnce to the .ndecn countries. On the other hand, as
regards products which were negotiated within the GLIT at very low rates of duty,
the import prohibition remains in force until the level of duty can be revised.

2. -8 regards products which werc not negotiated within the framework of L:iFTA,
most have been included in the List of Permitted Imports except those which arc
considercd to be of a2 luxury nature, by which is meant such itens as jewellery,

-

furs; cavicr, whisky, chompegne, perfumes and other similar products.

The inc orpcrgtlou of nen-luxury goods which are alsc produced domestically
will be made subject to o high duty at the initial stege. Tie criterion adopted
has been to meke thosc chenges at the outset by applying = sufficiently high tariff
to zvoid serious disturbonces in domsstic production.

In the case of products which are not deemed to be luxurics and which ars not
produced domegstically the rotes of duty have been fizxed at o level sufficient to
prevent the developmcnt of excessive imports. However, it is possible that the
rate of duby, although high, may uake it difficult for any ncw domestic industry
to attempt to producc this article. If it is thought the new developnent of
production 1s in the interest of the country the problem will be solved by giving
a higher rate of protuction for a certein period of perhaps onc to two years until
the domestic industry is beginning tc be firmly established.
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3. In the case of prohibited jmports there are many instances in which imports
of foreign goods have been prohibited so that the same foreign undertaking can
begin to produce those goods in Chile. Consequently, the manufacturing firm is
considered as a "domestic producer' in virtue of the complete protection which it
receives can therefore sell its product at a price three, four or more times
higher than it could obtain as a foreign supplier. A4s a result, the domestic
consumer is paying an sexcessive price, the foreign undertaking exports its profits
and the Exchequer loses: the customs duty. These cases will have to be enalyzed in
detail, and there will have to be a review of duty-free trsatment and of the.
serious shortcomings in the treatment of foreign invesiments in the country.

4.  As regards luxury products one must bear in mind certain problems and -
measures will have to be teken to deal with them: :

(a) Domestic production. When goods are listed as luxuries and it is
desired to restrict consumption thers must be some control over domestic produc-
tion by applying heavy basic taxation or szles taxes. In addition, there must
be a high rate of duty on imported components such as extracts, parts, etc.

(b) In the case of luxury products which fetch sxcessively high domestic
prices because of an out-of-date system of protection, it must be borne in mind
that a decreuse in tariff rates would mean an incentive to consumption that is
undesirable frrom the socizl aspect. In those cases, in order to harmonize in
practice the reduction of protection with a desirable consumption pattcrn, the
duty has to be replaced by a high indirect tax. In effect this will be a tax on
the production of = luxury article and as such will obviously be of 2 progreszive

nature.

III. TiRIFF STRUCIURE

One of tne characteristics of th: Chilean industricl sector is its low level
of efficiency, which is rsflected in prices much higher than the internztional
level, even in comparison with countries at a similar stage of industrial develop-
ment. The use of customs tariffs as one of the means of increasing the efficilency
of domestic industry is justified by the fact that the main reason for the present
situation has been an excessive degree of protection.

The reduction of the high levels cf protection will be carrisd out
progressively and as a rule will not aim at short-term objectives since the problem
is essentially a structural one. in ambitious programme of tariff reductions calls
for a thorough knowledge of the existing situation at the level of sach product.

To take action without having that knowlsdge could lead to a parslysis of certain
activities without necessarily ensuring any increase in efficiency. It is there-
fore proposed to carry out the task in two stages.

1. The first stage will include the following actions:
(a) When goods are placed on the List of Permitted Imports the tariff

structure will be revised so 2s to place them at a sufficiently high level so as
not to produce unexpected difficultiss for domestic production. In general, if
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no exhaustive study has been mads of the product in question, a very prudent and
cautious approach is recommended during this first stage. This will De the first
imoortgnt ster in the direction of est bllshlng a precedant to the effect that as
a general rule no activity shall be granted ebsolute protsction to an sxtent which
would make it a monopoly. A4t the same time and for the same reasons, a first
general rs svision should be carried out of the tariff levels in force for the goods
already on the List of Permitted Imports. ‘ '

(b) For key products, such as those which are widely consumed and/or on which
#mnopol'stié profits are nizde, the first stage will include a stricter revision of
the tariff applied so that monopolistic sctivities will be forced to fix a more
squitsa ible price for national consumption. The most effective manner of approaching
this problem will be to deal in ths first instance with 2 few importznt products.
Oncz those hsadings hev: besen selsctsd it should be possible to gain a knowledge
of the cost situation and the possibilities of increasing productivity in those
particular scctors. Finally, it should be possible to fix a tariff schedule that
would decreasc ovsr a period of time; and sufficiently realistic to produce the
inecrenses in ~fficiency which can already be forssecen or ths recadjustment to other
tvpes of production. The kind of »roducts proposed for analysis by speclalized
‘public institutions and subject to a prograrme of tariff rsductions would include,
for exemple, stoves, refrigerators, sewing nechines, shect-iron, bicycles and
textiles. The wvailable information suggests that domestic prices for those
articles are from threc to six times the international level. Ths first step,
which 13 already being taken by decress which have been announced, should be to
indicate to domestic producers that side by side with the reduction in ths azbsolute
protection which thsy 2t present unjoy, 2 wrocess of readjusiment of domestic
industrial production is being initiated. £&s a sscond and iore far-reaching step,
an GStlmatC will be mzde of the protection effectively being granted at present’
Tor those tvoas of products and a progzramme for its phassd rcauctlon will ©e
prepared. The duration of the pericd of adjustment should be closely co-crdinated
with the periods laid dowm in the indean Sub-Regional Agrecment.l Uonseauently,
the sooner the procsss of tariff refor:. is introduced, the longer could be.the
period of adjustment. This programme should be based on the actual tariff rates
and not on the nominal cnes; that mezns that account should be teken of the inter-
action between different stages of ths processing and manufacture of 'lndustrizl
cducts, naklnb due ‘cllowance for ths degree of protection or degree of inefficiency
the production =und import of cdmponents. It must be borne in mind that part of
the problem lies in the process of marketing, in which excessive margins are

aroed. These aspects affect equally domestic and imported products end call
for far-reaching revision.

%
£

icy must be cleerly aimed ot industrial develcpnient on a selgctive
ther words, Chile cannot continue to try to produce cverything on &
¢. On the contrary, it iwust chooss what it wants to pfoduce and can

1 . .
The prescrived periods ars umnarliy indicated in "Acucrdo Subrsgional:
Principales Compromisos”, Monthly Bulletin No. 503, January 1970, of the Cenvral
Eznir of Chile.
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suitably produce. Sustained, planned and sclid backing must then be given to
those activities to the dotriment of others. This process of industrial
reorganization will include -the merging of undertakings with a view to securing
economies of scale. Any trend towards a monopoly must be checked by exposing it
to the possibility of duly planned foreign trade.

(¢) 411 excessive marginsg at prcscnt in force w1th1n LAFTA are bc*ng sub-
stantially reduced. This should lead to a saving in forc1gn exchange at no cost
to the country, and -to permanent rcduct ions in domestic .prices. From this point
of wview a first step was taken on 6 September 1969 when the excessive margins on
many goods were reduced; the lsvel of annual imports of those commodities from
LAFTA countrics amounts to US4 million. These include such important products
as coffeec and cocoa.

2. In a second stage +tasks of two types will have to be undertaken:

(a) To estimate the protection ectually granted to the bulk of Chilean
industrial production. This task should be carried out by public technical
bodies but they might call for help from university or other research institutes

with experience in *this field.

(b) To outline tariff systems by sectors or groups of products. These
systems should include at least the range within which duties should be sitr
according to the degree of added value or complexity, and also programmes for
epproximating the actual tariff level towards the target level. quor,tdli hil
schemes will be of special importance for directing a detailed medium~ter:it pol
and preventing tariff policy from bcwno determined by somewhat haphazard decis

~
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IV. 1MPORTS BY THE PUBLIC SECTOR

Imports by the publ sector are exempt from charges of all kinds. The
result is that public institubions nurchase goods abroad which ths country is
perfectiy capable of produc1ng in satiafactory conditions; thus the public
sector discourages the developwint of domestic industry, even though the Import
bo“ulttce for the Public Scetor has succeeded in reducing appreciably the extent
" this problem. Imports by the public sector must gradually be subjcctcd to a
tariff systent wvhich is appropriats for ensuring the harmonious and balanced
development of the Chilean econony.

-
-

[£5]

The conditions which must be fulfilled avre the Ffollowin

(2) The fariff nust be such as to influence the decision where 1o buy.
Consequently, it cammot bs d in the budget as an item which moy bs
exceeded or as an item whic t be exceeded. Al any given moment the
institution concerned shoul ¢ 1o purchass wherever th. conditions ars

Qxb‘@
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nost favourable in the light of the customs tariff. The tariff to be applied to
imports by the public sector must be the optimum level (Qr objsective tariff)
rather than that at present in force in the general system. The distorting
influsnce of foreign credit should continue to be checksd by the Advisory:
Comuittes on Foreign Credit (CACH).

(b) One aspect of vital importance is the level of the chargss to be applied.
These should be, not the tariff generally in forcs but an optimum tarifi which
would be the one to which charges applied to the private scctor would gradually
be adjusted. Otherwise, the present excessive frecdom of imports for the public
sector would be replaced by excessive restriction in the case of many products.



