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14 de Enero de 1991.

Qbop Excelentisimo Senor
C' Patricio Aylwin Azdécar RIODO
Presidente de la Republica PRESID DENCIAL
Palacio de La Moneda 001873
Presente ARCHIVO

Excelentisimo sefior Presidente,

El Consejo Chileno para las Relaciones In-
ternacionales, dentro de su propdésito de servir de foro de
alto nivel para la discusidén de los problemas internaciona-
les que interesan al pais, ha organizado su Primera Con-
ferencia Anual dedicada al tema de "Las perspectivas del
desarrollo politico y econémico de Chile y las necesidades
de su politica exterior". En esta Conferencia se examinara
la posicidén que es previsible que el pais pueda alcanzar en
el futuro cercano y los desafios que su politica interna-
cional debera enfrentar en un nuevo escenario mundial.

LT_:\&\

La Conferencia se realizard en Ralun los
dias 10, 11 y 12 de mayo prdéximo y a ella se esta 1invitando
a un grupo de treinta personalidades lideres en los campos
de mayor relevancia para este tema, entre las que se con-
tard con representantes de gobierno, medios politicos, em-
presas, Fuerzas Armadas e instituciones académicas.

Debido a la importancia que estas delibera-
ciones tendran para el futuro del pais, me permito consul-
tarle, aun conociendo sus escasas disponibilides de tiempo,
sobre la posibilidad de que pudiera usted aceptar realizar
la exposicidén inaugural de este Encuentro. Para este efecto
se sugiere como tema el de "El futuro de la sociedad chi-
lena y su participacién en un mundo en cambio", en el dque
interesaria de sobremanera contar con su visidén de estadis-
ta sobre lo que el pais puede alcanzar en el futuro. Se
prevé que esta exposicién tenga lugar el dia Viernes 10 de
Mayo a las 16 horas. Si su tiempo lo permitiera seria por
cierto muy honroso contar con su presencia durante el curso
de las deliberaciones que sequiran hasta el dia sabado por
la tarde.

Agradeciéndole de antemano su consideracion
de esta invitacidén, reciba un atento saludT\de
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Francisco Orrego Vicuha
Presidente

SEDE DEL INSTITUTO DE CHILE
Almirante Montt 453, Santiago 1, Chile. Tel 382847: Télex: 443024 INTERC. Telefax: (56 2) 2740135



CONSEJO CHILENO PARA LAS RELACIONES INTERNACIONALES

15 de Enero de 1991

Excelentisimo Sefior
Patricio Aylwin
Presidente de la Republica
Palacio de La Moneda
Santiago

Estimado Sefior Presidente,

Tengo el agrado de acompanarle el texto de
una exposicién que realizaré préximamente en el Council on Foreign
Relations en Nueva York. En ella se plantean algunas perspectivas
acerca del futuro politico y econdémico del pais que pueden intere-
sarle, tanto por su preocupacién de orientar a la sociedad chilena
hacia el devenir, como por haber usted mismo participado de las de-
liberaciones de esa organizacion.

Reciba, estimado Sefior Presidente, un aten-

Francisco Orrego Vicuia
Presidente

to saludo de

SEDE DEL INSTITUTO DE CHILE
Almirante Montt 453, Santiago 1 Chile. Tel 382847 Télex: 443024 INTERC. Telefax (56 2) 2740153



Political liberty and economic freedom: the Chilean
challerne

Discussicon paper prepared for the Council on
Foreign Relaticwns Study Group on Chile, meet-—
ing of 4th February 1331 on the "Overview: to-—
wards the year 2000",

FRANCISCO ORREGO VICURA

1. Demccracy arnd market ecoromy: will Chile keep its

model?

Chile is row completing a successful  transition to
democracy  based on an uanprecedented periocd of economic
growth and prosperity. The so called "Chilear miracle "is
ot a0 miraculous after all from the conceptual point of
view since it is based on the well known premise that
extended enonomic  freedom necessarily leads to political
liberty in the framework of demooracy, Just as political
democracy carnmot be sustained in the long term unless it
ensures economic  growth  and  social  development dervived
from the latter. But it is indeed quite extraocrdinary to
have had the courage to undertake  all the necessary
reforms to this effect.

Latin America is full of recent examples where
these basic rales have rnot been followed, with the ensuing
result of short lived ecornomic prosperity under author-
itariarn rule or formal democoracies built  on ecornomic and

soacial misery. Because of the repeated failuwre of either
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choice and the final frustration with  both is  that today
there is a strong reaction in favowr of market econmomies
coupled with democratic political opernness. Megentina,
Brazil, Colombia, Mesico, Feru, Uhruguay and Vernezuela are

but a few examples of this trend.

Because of havivg Chile undertakern the fundamental

economic  reforms since the mid 19707, with strong
emphasis on  a market gooncomy system, privatization,

Liberaliration of foreign  trade and investments, esxpoot
criented policies and Cerntral Hamk  autornomy, this model
has become most influential i Latin America and more
recently in Eastern Euwrope, the Soviet Union  and ather
countries. The political reforms  introduced since the
early 19807 s led towards full transition to demoocracy in
the 1989-1990  period, an aspect that has also had
profound international implications. It is the aggrepate
of both elements that provides the Chilean experience with
ites unique character arnd contributes to the identification
of  a model which is likely to become still more
influential internatiormally.

The key guestion that rneeds to be put at this stage
is whether this model will be genuinely kept with in Chile
in the years ahead. This is a most orucial guestiorn indeed
sinmce the answer to it will determine whether Chile will
enter the Twenty-fivet cerntury as a part of  the community

wf  developed nations of  the world or, on the contrary,



will have rejoined the rarnks o f a hopeless  and
impoverished Thivd World., However dramatic this choice may
appear to be, the fact is that it lies at the very heart
of the challenge facing Chile since an elected govervment

took office iv Mavceh 1990.

2. The adverse conjunctural situwation: the reed for clear

definitions

The issues assocciated with this dichotomy carmot be
Jjudged solely in the light of the conjunctural events of
the first twelve months of the tramsitiomal govermament.
NMeitheyr, however, Jjudgement can wait for o oa  lowg tevwm
evolution since in actual fact the trends likely to endure
will emerge in the couwrse of the next few months. In the
Chilearn political  traditiov what is not  achieved in the
first half of anmy givern administyration is hardly achieved
at all, above all because the second half is largely
devoted to the struggle for succession, a process already
well underway.

The conjunctural situatioconm emevgivg  from the fivst
year of such transitional administration, however
understandable, has rnot been the best for the purpose of
securing the contirnuation and consclidation of  the unigque
model described above. While the operation of the
reestablished democratic institutions has been generally

smooth, strained relatiovs can be observed in cormection
9
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with two major forces of Chilean society: the Qrmy and Lhe
Judiciary. Both being by their rmatwre cornservative
imstitutions they have come under fire on a variety of
assunmptions, which rnot always have twrned to be true. It
is the search for a "New Deal", with the difference that
the altermative has not beern clearly spelled out,

It can only be expected that relations with bthe

Army, arnd perbhaps with octher services as well, will worsen

in the light of current investigations into the question
of  humarn  rights abuses arnd finanoial tdeal ings of
individuals closely linked to the  former military

gaverrment. But  this should be a rather short  term
phenomencm. There does not  appear to be any danger of a
breakdown of democracy, but if these relaticorns are rot
tuwrned soon into a positive interaction towards the futuwre
there is a pgreater davger still: the "Alfonsinization” of
the Chilean goavernment, where all energy is devoted to a
fruitless strugrple with the Armed forces about  real o
perceived ills and to the detvriment of the substantive
tasks and the real challenges that the government rneeds to
face relentlessly. No orne can ignore the reed te provide
justice but this carmot be turned into a stumbling block
for the need to look ahead, leave the past behivd and mave
forward. From this perspective it is  imperative that the
issue of humar rights be disposed of gquickly, and so

appears to be the intention of the pgoverrment.



A second line of conjunctural comcern  has been more
troublesome. After a difficult process of economic
adjustment, the performance of the economy in 1990 has mot
bheewn pood, what of course corntrasts rather dramatically
with the record of the past few years anmd expectabtions. To
the extent that this is a merely corjunctural phercmerom
it is accepted as a faclt of life. However, to  the extent
that it might pive rise to a contirvuing trewd it is
serutinized with the greatest of concerns, and gquite
rightly so. Although there is a clear goverrmental
commitment to keep unaltered the balarce of macroeconomic
variables, there is alsc the view that the fire turming of
peoromic mananement has rnot beernr at all  times entirely
appraopriate and this could end affecting the verall
balarnce of the process.

Be that as it may the fact is that there is still
some uncertainty about the direction of fuature policies.
Ovi the one hand, the goverrnment oommitment  to ecornomic
stability, graowth, and operrmess to the global economy, is
regarded as a most positive sign for the futuwre. On the
other  hand, however, <cccasiconal coriticiem of private
busiress by high rarnking officials, the decision to stop
privatization, the discomtineed debt-equity conversiom
arrarngements because of market conditions, anc  the much
debated labrmur anmd sccial reforms, including the issue of

taxaticrn, have been ivnevitably interpreted by key ecoromic
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actors as rnegative signs forr future policies. The issue is
roct so much related to diserepancies about the merits of a
free market ecoromy as  to the choice of the appropriate
instruments for its implementation. It is  sugpested that
unequivoeal  sigrals of & positive kind throughout the
spectyrum of economic and social paolicies, coupled with
renewed economic stability and growth, will bhe the
decisive element of the rnext few months, upon which the
craedibility of the contirgation of the model will larpely

clepand.

3. Breoadening the pelitical and _ecoromic consensus: a rnew

econcomic pact.

In spite of the difficulties of the first year, and
notwithstanding the existernce ) Sme ideaclonical
reluctance to follow  the model in given sectors of the
govervment coalitionm, the present administration does not
appear to have a real choice in the matter. Firstly, in
the light of the past record, it could wnot rislk a long
economic downturn, which among other consequences would
provide the center—vight with a formidable weapon o the
1393 presiderntial elections. Second, it couwld rneither risk
a rise in inflation and unemnplayment, which have been
clearly identified by Chilean public opinion as the worse
possible evils of any goverrmental performance. And

thirdly, having beern praised the world over for zuach a
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suceesstul economic achievement and  pragmatic management
of the policies ivherited from the priore admivistration,
it comld  wet  afford to deprive dtself of  the truly
decisive tool o f foreign policy and  internaticonal
prestine.

There are of cowrse other elements that podint

towards the decision of keeping with the necescsary
continuwity and  accommodat ing the changes that are

compatible with the essernce of the model discussed. One
important such element is of course the public commitmernt
of the President and key cabinet members to relentlessly
pursue this goal. More decisive still is the fact that the
powerful graop wh "renewed socialists” within  the
govermment coaliticon  has clearly come out  in support of
market ecomnomy policies and international apenrness in the
context of an approach which is rot dissimilar to that of
the current French and Spanish adwinistrations. Thisg
approach in tuwrn has  led to a close relationship of the
business community with cabinet members representing the
latter line, which praovides an entirely rew outlaok for
broadening the economic consensus and even for overcoming
the old political rivalries between the right and the
socialists.

Because the ley palitical actors, with the
widespread support of poablic opinion, are all in fawvour of

the contirwity of a model based ov the twin prirciples of



8
democoracy and market ecocowamy, it i submitted that the
time has come for undertaking a long-standivg political
commitment to such  objectives and policies  which would
ensure that whatever coalition takes office in 1994 and
beyond such  a model will be kept with urmaltered in its
fundamental lirnes. The somewhat similear anderstanding
reached in  Germany between the Social Democrats  and
Chrigstiarn Democrats after the War could be repeated with
equal success in Chile, with the added advarntapge that it
could  completely reshuffle the traditional political
aligrments arnd options. Thus far only a  broad  pact fore
support of demoovacy has  beern discussed, but this is rot
encupgh if 1t does rnot include  the key economic component
aof the model. Ovi the other hand, there idis a troad
consensus tao the extent that such a maodel, in addition to
demscracy, developmernt and growth, ouwght to ineluade the
key social questions of  Chilean society in terms of
ensuing social justice and equity.

Rased orn the aggregate of reasons mentioned it wonld
appear as a safe assumptiorn to state that it s more
likely than wnot that the Chilean model will be lkept with
irn the rnear and long term future. Although Milton
Friedmann has warned recerntly that political liberties
will gradually ercde economic freedom, one can hope that
the Chilean experiernce proves him wrong. Furthermore, one

should also hope  that  the present o future Chilean
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adminigtrations will wmot Limit themselves to keep up with
the valuable inheritance received, but they might as well
deeper the process of liberalization and complete a task
that in marny respects was left onfinished. Admittedly,
this is & more difficult proposition to envisage in the

short term, but the lorng term might agaivn be different.

4. Liberalization, Glcbalization and Deideclcpizations:

locking ahead

Orn this assumption one might look with fascirnation
into the wnfolding of Chile's futuwre towards the year 2000
and beyond  and the marmer how the political and economic
system of the country will interact with the trernds
prevailing in the world community at larpge. In twn, this
perspective offers a clear indicaticn of the many and
challenging tasks facing the Chilean society in the years
ahead.

It is perhaps useful at the outset to visualize
Chile in a comparative perspective. Today Chile is »oughly
comparable to Portugal iv terms of  population, economic
size, outward oriented policies and other factors, with
the important differernce that while the latter has joined
the European Ecornomic Community Chile is nol yet part of
any such arrangement. Ivn a decade’s time it would rot be
an exaggeration to compare Chile with the present day

Spain as far as income is  concerned, what in actual fact
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means are important step forward both in guantitative and
qualitative terms. In both situations the nrneed to closely
interact with world markets and internaticnal policies is
quite apparent, havivg  the Chilean experievrce to date
proven exactly the <same point.

Three basic trends prevail in the world community
today and are likely to enduwre for a  long time: liberali-
~ation, globalizaticon and deideclogization. The Chilean
madel is largely inspired in these concepts and i marny
rezpects it anticipated their emergerce in  the world
scene. This convergence is offering unigue opportunities
for Chile while also warving about the high price that
wotld have tao be  paid  in case - departing  from such

mrlentat dor.

5. Strengthening political liberties: Chile's gsocial pact

Liberaliration is  uwndoubtedly the central trend in
today? s world political  and  economic  system. Fersonal
Liberties have beern rightly understood as the cornerstone
of humarn and economic  development, as the situation in
Fastern Ewrope, the USSR and a meaningful part of the
developing world clearly evidences., Chile is certainly rno
excepticn  to this powerful process and the years ahead
will show a gradual strengthening of personal liberties in
the frameworl of a democoratic and a pluralistic society.

This is arcther reason why it is so important to overcoome
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the differences of the past and build a rnew understanding
for the futwe., It should be noted, furthermore, that in
the context of an agreed transition, such as that reached
iri Chile, consernsus plays a fundamental role in providing
political stability and thus ensuwring ecovomic stability,
all of what poirts to the rneed to preserve and strengthen
this consensus.

The challernpe arising from political liberaliration
is not cnly a matter of  concern for the political system
but for private busirness as well, sivnce it provides the
cpportunity to consalidate individual  well -being, to meet
through proaduction and services the reeds of individuals
and society and to positively contribute to the preserva-
tion of  such personal liberties. Chilean busiress in the
past felt arntagonized by a democratic system that had got
out of hand and took a rather gloomy view of the prospects
far vetuwrrn to democoracy. This reluctant attitude has
already charnged and it can be expected that it will charnge
stil) more as the model consolidates.

Ore of the most significant developments uncer the
present Chilear model has beern the change experienced in
similar terms by the unions and the labowrs movemernt. These
v longer perceive busirvessmen as their ernemies within the
classic mould of class struggle, but, on the contrary, as
their rnatwal partriers in A process of growth and common

interest. A social pact has been  indeed reached in Chile
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for the first time, arnd to some extent this has reduced
political manipulaticn of the wunions. Everything points
towards the long term  endwrarnce of this highly positive
experience.

Discussion has beern intense rvecently in Chile about
whether the consolidation of  democracy and  peirsonal
liberties reguires the establishment of a parliamentary

goverrnment by means of  a constituwtional amerndment. The

examples of Great Eritaivn, partly Frarnce, Italy, Fortagal
arnd  Spain are invoked in this context, as  is  the

contributions that such system makes to the formation of
majority govermnments and consernsus building. This weiter
is not convinced at all about the werits of such proposal.
Foliticians  are rwot  prestigiowus inm Chile, nor for that
matter anywhere else, parliamentarians are not experienced
rior selected through & rigorows process within the
parties, and in fact such a system wonld pive a decisive
role in government formation to the political elites, not
to the people. This counld well end up defeating its very

purpcse of demcooratic consaolidation.

economic and scocial  reforms:

6. Ccmpleting

foerward choice

Liberalizaticon has a most important  ecovomic
dimension too, The wstrengtherning of private initiative by

means of deregulation and privatization and by means of
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putting precise limits to  the role of the State in the
econony, has  led to arn  urnprecedented expansicon  of
opportunities, corporate coreativity and  rnew  responsi-
bilities for busiress. Chile has beern in a rumber of
aspects the forerurmer of world trends in the matier,
having dramatically changed the attitude of individuals
and corporations in an envirorment of self-reliarnce which
no lonpger  depends on government favours., The State and
the key social actors  have entered into an entirely new
relationship based o cooperation and mutual
understanding, and neo longer  in antagonism, which is the
key factor making possible economic moderrization arnd
techrnological development.

Im such  a context the doubts occasiornally expressed
by goverrnment officials as to the merits of a continued
privatizatiorn, and the fact that a wrumber of ivdustries
earmarked for privatization are still in State hands, are
not helpful for the consalidation sought. In fact it has
been pointed ocut that such reluctarnce is hardly compatible
with the goverrment commitment to market ecorncomy. It can
only be hoped that this trernd will be resumed in  the near
future. One of the problems underlying this discussion is
that there are different points of view for assessing
corntirmity and charnpe: while for those relying an the
standards of the previocus administration any charnge will

be perceived as a form of discontinuity, for  those



14

managing  the process today most  changes are rather
perceiver as adjustments which do not alter  the

Ffundamental continuity of the scheme. In turn this prompte
the guestion  of whether only wmajor changes are capable of
affecting the model or this result can also be achieved by
means of a succession of small changes.

This question is a sericus one  indeed since as
pointed out above the task o f Chilearn ecornomic
liberalization is still wnfinished. There is a dramatic
need to overhaul and efficiently improve the social
services, which iwn  many respects are hardly compatible
with human digrnity. The social security services have been
mostly privatized with great success, bubt health services
have only partly been subject to this process and are
still lagging behind. Higher education has beern partly
apened to private institutions, but again this operning has
beerr frozen by the present administration, Frevograms
desigrned to eradicate poverty and other social issues are
subject to debate in respect of their approach, which
conld well offer  shooet  term relief but rno lasting
solutions, Ideoclogical cormotations would appear to still
urderlie some of  these doubtes o decisions. This
discussion again  is vot so muach related to discrepancies
about the meed to enswre social development as  to the
questicn of  which are the most  appropriate measures and

choice of  instrumerts to this erd, imcluding the



15
relationship of social development to  growth  inm the
BCCTICNY .

The choice of the Ffuture is guite straightforward
too. The completiorns of  the program of privatization is
important both foro improving the domestic standards of

Viving and well: being and for preparing the country for an

increasing worldwide competition and specializaticon.
Education is particularly meaningful  for  the latter

purpose since with  the present and largely obsolete
university system Chile will be hardly able to enter the
demanding conditions of  the Twenty-first century. Given

the important pricerity that  both business and goverrnment

are assigring the techrological irmovation avcd
development, the issue of education becomes a very

decisive one for the future prospects of the countiry.

Ome other dimension ought  to be  introduced ab this
stage. Envirormental oconcerns have forcefully emerped i
Chile, like elsewhere in the world, after a long period in
which ocnly producticon seemed to matter. This dimension is

not only dimportant domestically  but internationally as

well, since there 1s already a form of ecological
competition underway by means of the development of green

mraduct s, Furthermore, exports will irnoreasingly become
scrutinized under environmentally safety standards. There
is here a rew situation which will require close attention

irve Chile ivn *the futuwre. The challenge is particularly
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process of  pglabalization at  an  early stane. Tariff
reductions, elimination o FIn tariff SAFT L @G,

liberalization of foreign
oriented policies were the
achieved the pgoal of

Chilean market and taking
markets in & wvery signif
tionalizatiorn 2f the Chilean

one of the major trends that

the future, and ever will be

become a global country with

interests.

Hereiv, however,

ges facirng Chile in

oo i gt ed effoarts have rel

fishivng and mirning, ey

brirnging world

also

the years

investment rules, and export

key ta  this effect., which

competition into the

Chilean exports to the world

icant  marnner. This interma-
econcomy has tabkern hold and is
will be firmly kept with for
gradually expanded. Chile has

global political and economic

lie some other major challern—

ahead. Most of the export

ied o agriculture, forestry,

ding an important  degree of



17
specialization and improved guality, but meaniog also some
vulrnerability in w1 o mavbet and their  charnging
comditions, This was most deamatically illustrated in the
case of the grape poiscrming in the United States market,
but is also true in other respects. Manufacturing will
have to be added to this effort, by means of techrnolopical
irmovation and  the development of competitive advarntanes,
arn aspect which the pgovermment is  alveady begivrming to
define. SGervices, where the Chilearn economy is rather
weak, will rneed to ol low, particularly if  their
internaticonal liberalization is achieved. This additional
@ffort means that Chile will have to further refine ilts
inserticon in world markets,

The biggest problem of @ all is of couwrse that Chile
does not have available an arrarnpgement such as the FEG for
accommodating its  exports, and the Lativ American market
does not of fer a viable alternative for the time being. It
Fed lows that Chile will have to devise its own arrvangement
for ersuring the continued access to and the stability of
exports markets, urndertaking a highly complex negotiation
with key economic powers at a very difficult moment
characterired by growing protectionist  trends. This is
undoubtedly the most important task yet to be undertalen
by Chilearn foreign policy. In turm this will reqguire a

total rnew form of arganization of the private sector.
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The Initiative for the Americas of Mresident Rush
has been well received in Chile in the context of provid-
ing additional opportunities for  free trade, investment
and debt relief, but it also raises implicitly the risk of
regicnaliration of economic relations as  opposed  to the
global free trade arrangements that Chile rieeds in the
framewmrk of an effective GATT. I any event, if there
really is an intention to implemert this Initiative, Chile
wonld be guite ready bt enter  into a specific agreement,
viot waitivg  For the rvegotiatiorns with Mexico to be fina-
lived since these have Lo setbtle a  rvamber of difficult
points. In fact there is every reason to reach  an
agreement between the United States and Chile in  the near
future, which could well help the latter to come closer to
the first world markets and policies.

The EEC has become a major  area of  coneern within
the perspective of the pglobalization of the Chilean
economy, since protectionism  ared  agricultural cubsidies
directly affect Chile’s exports possibilities o that
mavket. Furthermore, the EEC contributicon to the failure
- the Uruguay GATT round raises very sericous implications
for the futuwre of free trade, and this rneither is  in the
interest of Chile. This attitude contrasts rather dramatbi-
cally with the many declaraticons issued by Ewropean
novernments  to  the extent that Chilean democracy could

conrt with their help and good-will, but this has twrned
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not to be g0 in what  really matters. Mere again a very
refined diplomatic rnegotiation would rneed to  intervene, a
process which  could be helped by a number of stete visits
scheduled for the rmear future. I political soclidarity has
any meaning at all, this is the occasion to prove it

In additicon to the U. 8. and EEC markets, Chile has a
kaer interest in a third major economic area - the Pacific
Rasin, with particular reference to  Japarn, the Asian
Niec?es, Australia, New Zealand and the potentiality of
China. Ecovomic  interacticon with this area is strong, bt
somehow Chile has not kept the path of its growth: in the
early 19808 Chile ryanked «imilarly to Korea and other
NIC?s inm terms of international trade, but tern years later
it had been surpassed by far., Today Chile rarnks closer to
the second generation of NIC's, those of the ASEAM region,
and even here there is the risk of having soon to face &
third generation coming up -~ that of Sri Lanka, PRangladesh
arnd other emerging forcefully in the horizon.

I view of the current difficulties in acceding to
the Japarese market, the reed to secure investments from
the Japanese and  Taiwarnese financial surpluses, and
generally to irncrease exports to the Pacific Basin area,
Chile would need too devise an agpressive and specific
policy for this purpose. The fact of being one of the most
experienced South American countries in the area could

well help Chile to be the door of  access to and from the
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Facific in  the Southern cone, what could result in an
important development of services.

The appregate of U.5., EEZC and  Pacific markets is
what Chile rneeds to approach on a long term basis in order
to ensure  the stability and continued growth of its
exports  and otheyr escomomic interactions. Having the
Chilean economy become so glaobal, no single market oould

pravide the answersy only all  such  powerful  markets

topgether can  secure  the rnecessary certainbty to this
effect. It ism in this context where Chilean foreiprn policoy
will have to become particularly dynamic  and imaginative,
eapecially if the protecticrnist trends mentiorned above are
to be avoided.

The Latin American market will of sorase ot be
igrierved in this process of accommocdation of the Chilean
econamy to glaobal trends. The wvery concept of scornomic
integraticn has beern charging rather dramatically in the
region as a result of liberalization and globalization.
Market and not plarmed economies are at the heart of the
new concept, business and rnot goverrmmental initiatives are
now the key to decision-making, functiconal and no longer
bureaucratic institutions are mamaging such interactions,
and, above all, its very purpose is no longer to substi-
tute for imporcts but to expand exports to world markets on

more efficient basis. On this ground trade agreements have

heern recently sigrned with Mexico and Vernezuela, and others
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will fallow, but no such  scheme will be acceptable ta
Chile if it would curtail to any extent the key principles
of  liberalization and globalization. This euplairns why
there has beern reluctance to Joivn with  Argerntina and
Frazil in the proposed Common market 5F the Soubhern Cone,
at  any rate wntil the liberalization in  these two
countries is  not completed. Chilean based business will
very likely take the lead irn iderntifying rnew opportunities
for trade, investment and services in the rernewed context
of latin America. The lead that Chile has taken in the
Latin American context should  be toened into a greater
capability to compete with  Argent ina, Brazil and Mexicoo
whern these ocountries will be im & position to resuame
economic growth after the completioo of their respective
processes of ecoromic adjustment and refornm.

This same trends have operned up rew opportuanities
forr Chile in Eastern Ewrope and  the USS5R. The strong
interest ivn  the Chilearn experience relating to privatiza-
tionm, debt renegotialbion, international firmancing  of
investment projects, Central Rank auwtonomy, managerial
capacity, information and  obther agpects of economic
liberalizatiorn, has led to a close interaction with this
cother  area. Joint-verntures, trade and other interactions

are alsy likely to follow in the rear futuwre.
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Thus far the pglobalization of the Chilean economy
has mainly followed the siports drive. s a consequences
the subjects of priority have been access to foreign
markets, related investments, aveidance of protectionism
arict the like. However, a second stage is  begivming to
unfold and will merit  increasing attenmtion  iv the years
ahead -~ that related to Chilean investments abroad. N few
such investments have beern made in the past in cormection
with exports, such as the case of joint-ventures for
refining copper in Germany, copper marmifacturing in China,
marketing chains for fruits in the United States, O even
shopping centers in Buenos Aires. But now investments are
begirrming abroad  irrespectively of  their cornmection with
exports, an approach which the Central Bank has auwthorized
in A growing ramber of selected cases, among other reasons

Lo af the «urplus of export generated foreign

exchange. A related development is the issuance of ADR’s
i the Meaw York  stock  exchange  for international
rapitaliration of major Chilean corporations.

It can be expected that intermational movement of
capitals will be irncreasingly liberalized in Chile, by
mearns of the eliminations of current  restrictions.

Investments abroad of the larpge accumulation of Ffunds of
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the privatized pension system is a matter of discussion in
Chile at present, as also  is the eventual gradual
liberalization of foreign excharnge transactions. A third
stage in this process can also be seen in the longer term
- the development of Chilean based irnternatiornal companies
operating in the plobal market, which would be the matural
cutoome of the liberaliration glaobalization, and deideclo—
gizaticn row  taking place. It should also be rnoted,
however, that the increasing veolatility of internaticrmal
financial markets will require arn every passing day more
efficient economic management and greater responsibility
o the part of goverrment and business alike, leading to
move ooherent policies, clear perceptions of the future
and diminishing risks, all of what amounts to & rnew inter—
national compornent of the Chilean ecoromic marnagement.
There can be wno doubt that the biggest challenge
facing Chilean business toward the year 2.000 will be how
to take better advantage of globalization and how to
undertake and approach  its owrn internaticmalization.
Competitiorn with experiernced multinaticonal corporations
will be stronmg and of a differenmt kind., Obstacles have
already beern fournd intervnatiocrally arnd this is likely to
hecome more severe as the presence of Chilearn business
abroad increases. This will require of a growing awareness
arnd ability of Chilean business to rnegotiate, look ahead,

overcome obhstacles and compete both domestically and in
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the international markets, what in turrn will regquire rnew

fovrmes of corporate organization and strategic plarrming.

9. A _consclidated democracy with prosperity: interrnaticonal

significance of the Chilean experience

Chile can no longer be looked at as  a small coundry
in  the farthest correr of Latin America, or for that
matter of the world., It has become a global actor, albeit
with modest  influerce. This riew reality is so strong that
a rumber of other problems ought to be approached from the
perspective o»f a global comparative experience, including
isgues such as urban terrorism, narcotics traffic or mass
immigrationy the latter, for  example, in a different
degree is begirming to affect Chile in a marmer similar to
the pressures existirg o the United States and Western
Europe.

It can evernn be argued that the main thrust of
Chilean relations  with the United States, Japan ard the
major Ewrcpearn countries is no longer strictly bilateral
but related to gloabal issues and to what extent there is
agreemevt or disagreemernt in  their respect. The same is
true of most regional affairs. This perspective offers new
mrounds for anderstanding with  major  powers, and is
becoming particularly nmotoriowns in U. 8. ~Chilean relations,
but it has yet to be fully explored. Regrettably, however,

the U.S. and other foreign policies do not appear to have
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realized this charnge of interest and corntent in relations
with Chile and keep on raising issues and approaches which
are largely irrelevant and damaging for the reeds of Chi-
lean development. One such  example is the insisternce on
official development aid while at the same time igrnoring
the real issues of trade anm investment.

In the years ahead Chile will have fully consoli--
dated democracy and simultanecusly  followed the path of
social  development in arder  to eradicate poverty and
provide increasing opportunities for its population. The
year 2000 showld see a country having completed its
domestic reforms and undertaker a steady course of
economic pgrowth  and stability. Mragmatic amd businesslike
attitudes, nixt ideclogies, will be the driving Force
behind this consolidation. Most importantly Chile's
ecarnmamy will  have become totally internationalized and
able to interact globally through trade, investments and
cther  interests, havirng reached lomg term  trade and
economic agreements with the U.8S., the EEC and Japarn,
markets which will become forr Chile's exports the
furnctional equivalent of ecornomic  integration, ocnly that
the arravpements will be again global and  wo losgere
regiornal. Such  an optimistic view of the futwre, on which
there is also substantial comsensus in Chile, contrasts
greatly with the confrantation and catastrophic outlonbks

of the past, thus evidercing quite clearly the change of
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attitude that has taken place.

This rather fascinating perspective is entirely
conditional upon the starting assumption, that is that a
nenuine market ecornomy will be kept with in the framework
of a foreceful palitical demnooracy. L.iberalizaticon,
glaobalization and deideclogization will be pursued in this
content as  well. To do the contrary would have such
frustrating and horrendows consequences, politically and
economically, that orne can simply refuse to discuss such
an  option. In any event, nice one would really think of
undoing sueh an sutstanding effort of  the Chilean peaple
in order to aobtain well-being with digrnity.

In the end, the uniguely successaful experience of
having Chile attaivned political liberty and economic
freedom is not just a guestion of domestic interest, but
of pglobal interest as well. This has become  the symbal
that the aoptions of the third world are not foreclosed and
that each country can fivd a rnew way forward. In turrn it
has become the evidence that lorng standing western values
are rnot confived to a few countries but that can also
reach out in a global scale. Above all, the comtinuity of
the Chilean model would demonstrate that wmarket ecoromies
are compatible with democvacy in developing countries
after all. The preservation of political liberties and
economic freedom  in Chile has thus become a matter of

broad international concern too.



Frarncisco Orrego Vicuna is the Mresident of the Chi-—
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Senor
Francisco Orrego Vicuha
Consejo Chileno para
las Relaciones Internacionales
Presente
De mi consideracién:
Por especial encargo de S.E. el

Presidente de la Repuiblica, tengo el agrado de acusar recibo
de su carta de fecha 14 de Enero pasado, donde invita a S.E.
a participar en la inauguracién de la Conferencia Anual del
Consejo que usted preside, en el mes de Mayo préximo.

Lamentablemente, por razones derivadas de
sus actividades de Gobierno programadas con antelacién, al
Presidente no le ser& posible acceder a esta invitacién. No
obstante por mi intermedio le hace llegar un cordial saludo.

Sin otro particular, le saluda
atentamente,

0

CARLOS SCUNAN EDWARDS
Je de Gabdinete

Santiago, Marzo 4 de 1991.
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