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Chile 
Introduction 
"In the beginning of time, God created the wonders of the world. When he was finished, however, he saw that he had many leftover pieces. He had parts of rivers and valleys, of oceans and lakes, of glaciers and deserts, of mountains and forests, and of meadows and hills. Rather than to let such beauty go to waste, God put them all together and cast them to the most remote corner of the earth. This is how Chile was born."- A Chilean Legend 
Chile is an up and coming country in the global business world. This long skinny country is ideal for port trade. When a company is considering entering Chile they should have a clear understanding of what to expect in there international business dealings. The important aspects to know for understanding Chilean business practices are the culture, business etiquette, political system, laws, accounting practices, trade issues, globalization standing, and financial matters. This paper gives a country summary to help implement business dealings in this growing county. 
Culture 
Chile, with its European heritage and centuries of Parisian education, has influenced its art, music and architecture (Pacific Island Travel, 2005). As in most cultures, religion has also played a large part in its architecture and art. Chile is ninety percent Roman Catholic. The most dominate language is Spanish, although, English is widely spoken. Chileans are a wide range of races and nationalities including Spanish, English, German, Italian, and Asian (Chappell, 2005). 
The varied nationalities of this country have meshed to make their own unique identity. The cuisine of this country reflects its topography with a variety of seafood, beef, fruit, and vegetable dishes (Pacific Island Travel, 2005). However, most of the traditional dishes are Spanish influenced. In the more recent years, North America has started to strongly influence the Chilean culture, from food to fashion (Chile Information Project, 2005). 
Business Etiquette 
While doing business in Chile there are many differences between their culture and that of the United States. In Chilean business culture, the ability to fit in and maintain friendly relationships is often thought higher of than actual business skill. By learning and practicing their culture, conducting business is simpler to apply 
Chileans tend to dress more conservatively in the business environment (Executive Planet, 2003). Dressing well is a sign of respect to your business colleagues (Executive Planet, 2003). While there, it is in your best interest not to wear bright clothing that attracts attention to yourself. By dressing in the same style as your Chilean counterparts, you will promote comfort and security that will help ensure acceptability (Executive Planet, 2003). 
Making appointments is also an important aspect of Chilean business. Introductions through third parties are considered a necessary beginning to doing business in most firms (Executive Planet, 2003). The summer season is opposite that of North America so January and February are not the months to conduct business. These months are usually popular vacations times for its residents (Executive Planet, 2003). Appointments are usually schedule through a firm's secretary two or three weeks in advance (Executive Planet, 2003). As in most European countries, Chile writes the day first than the month and year (Executive Planet, 2003). 
There are many culture differences when dealing in Chilean business. Business cards are usually exchanged after a handshake. It is polite to have your business card translated to Spanish on the back before exchanging it (Executive Planet, 2003). When receiving a card it is respectful to look at it and read it before going to next subject or introduction (Executive Planet, 2003). Chilean people tent to avoid aggressive behavior (Executive Planet, 2003). Their religion has a dominant effect on their thinking making ethics extremely high and truth is valued. 
As stated before in this paper it is important to Chilean business people to establish a firm relationship. This is often done in a social environment. Lunches and dinners can last two to three hours, are a good way to get business done, and help build these ties. 
Business Operations 
The key to competing in Chile and opening the communication doors lies in finding a good Chilean partner to use their established connections to promote further dealings (buyusa, 2005). This type of partnership can help overcome language, cultural, and regulatory obstacles that may occur (buyusa, 2005). If it is decided not to form an alliance, it is important to appoint an agent with access to buyers and expertise (buyusa, 2005). Establishing relationships in Chile is paramount for optimal success and national acceptance of foreign products or services. The Commerce Department's U.S. Commercial Service offers a partner search database for to help establish a successful market entry (buyusa, 2005). 
Two months and approximately $1000 is all it takes to incorporate in Chile (buyusa, 2005). The first step is to present a declaration of intent to the Chilean consulate explaining the type of business and the amount of capital invested (buyusa, 2005). A request for a permanent residence visa should be applied for at the same time, conferring official residency status of the company to prevent being barred from conducting commercial activities (buyusa, 2005). 
Franchising, joint venture and licensing are popular to gaining entrance to Chilean business society. Franchising has been a popular sector of entrance in to Chile since the 1990's. There are no special laws concerning franchising. Franchise companies are subject to regular trade laws with a value added tax of 19% and a withholding tax on royalties of 35% (buyusa, 2005). Except for the fast food industry, franchising is relatively unexplored to date (buyusa, 2005). Joint ventures and licensing agreements must have an established Chilean partner who can be responsible for the local legal and tax obligations (buyusa, 2005). Contracts are created to establish between the partners concerning administrative, commercial, and profit distributions involved in the agreement (buyusa, 2005). 
Corporations that have other subsidiaries under its umbrella may open an authorized branch in Chile (buyusa, 2005). This type of market penetration is only suggested when sales are large or when local services and inventories are imperative to the corporations success. Securing a local Chilean branch office will help to ensure product promotion and efficient services (buyusa, 2005). As stated previously however it is still wisest to go through an agent. 
Port entrances are the most common type of merchandise entrance into Chile. Chile has a good infrastructure and merchandise is usually deployed by truck or is warehoused close to the port. Chilean transportation agencies operate efficiently and effectively to further the distribution channels for foreign and local investors. 
Price is a key factor in operational success. Chile is still a lower economic society and lower cost products or services are most often purchased. Technology however is most often purchased depending on reliability, durability, and availability depending on the consumer. 
Political System in Chile 
The president is elected to a term of six years by absolute majority of valid votes, and may not run for two terms consecutively (Library of Congress, 1993). The constitution states that the president must be at least 40 years of age, meet the citizen requirements as listed in the constitution, and are born in Chile (Library of Congress, 1993). If no candidate receives an absolute majority vote, a second round election is implemented to prevent political bargaining in the legislature and to ensure the president has the backing of the countries citizens (Library of Congress, 1993). 
Sixteen ministries and four cabinet level agencies make up the executive branch in Chile (Library of Congress, 1993). The sixteen ministers serve strictly at the president's discretion. Every year the ministers must give a series of objectives to the president that he/she will use to evaluate their successes and progress (Library of Congress, 1993). The four cabinet level agencies are the Central Bank, Production Development Corporation, National Women's Service, and the National Energy Commission. 
The bicameral legislature in Chile is composed of the Chamber of Deputies and the Senate. The Chamber of Deputies is made up of 120 members, two per congressional district, serving a four-year term (Library of Congress, 1993). The Senate in compromised of 38 members serving eight years, with half coming up for election every four years (Library of Congress, 1993). The Senate also has nine designated senators who serve eight-year terms. The supreme court names two from former court members and one who has served as comptroller general (Library of Congress, 1993). Four senators are former commanders in the armed forces and are designated by Cosena (Library of Congress, 1993). The president also gets to select two senators; one has to be a former university president and the other a government official (Library of Congress, 1993). Former presidents who served the majority of their term are considered designated senators for life (Library of Congress, 1993). 
Sixteen appellate courts with jurisdiction over one or more provinces make up the Chiles judiciary system. Most courts have four members unless it is larger than that and needs more members to carry out decisions (Library of Congress, 1993). The Supreme Court, selected by the president of the republic, has seventeen members and a president serving a three-year term (Library of Congress, 1993). Prosecutors and justices are appointed by the president off a list provided by the Supreme Court (Library of Congress, 1993). 
The Comptroller General is an autonomous power that serves as the government's auditor, making sure that the laws are strictly upheld (Library of Congress, 1993). It also serves in the judicial functions and is empowered to rule on the legality and constitutionality of decrees and laws prior to adoption (Library of Congress, 1993). The official is selected by the President with Senates approval until the age of 75 years old (Library of Congress, 1993). 
The Central Bank of Chile is in charge of printing and controlling money circulation (Library of Congress, 1993). The office is insulated from political pressure to ensue sound monetary and economic policies (Library of Congress, 1993). Each of the five members is assigned by the president (with Senates approval) for ten-year terms, staggering them throughout the president's terms. 
The electoral Certification Tribunal evaluates the electoral process and rules on challenges to it (Library of Congress, 1993). Its membership is made up of public figures, jurists, current or former ministers of the Supreme Court, a lawyer, and a former president of the Senate of Chamber of Deputies (Library of Congress, 1993). 
The Armed Forces are also essentially an autonomous power in Chile (Library of Congress, 1993). The constitution grants them comparable privileges like that of congress and the courts (Library of Congress, 1993). The constitution defines commanders as the "guarantors of the institutional order of the Republic" and lets them exercise education over the elected government and state bodies (Library of Congress, 1993). 
Political Parties and the Electoral System 
Chile has a multi party system compromised of Parties of the Left (Communist), Center (Christian Democratic Party), and Right (National Party-a combination of the Liberal and Conservative Parties). The law requires that each party have 5% of at least eight regions signatures, and restricts party activities, financing and selection of leaders (Library of Congress, 1993). The selection of Party leaders is by democratic means (Library of Congress, 1993). The parties are determined by matters of government involvement on social services and welfare. 
Chilean Business Law 
There is a favorable environment for foreign investors in Chile (deloitte, 2005). With this warm welcome, they offer liberal foreign- investment laws and a favorable tax regime (deloitte, 2005). Decree Law 600 was established in 1974, based on promoting non-discrimination between local and foreign investors (deloitte, 2005). This allows foreign investors to operate on the same level as local investors (deloitte, 2005). Foreign investors can have from three to eight years to implement their investment depending on the invested amount of U.S. dollars (state.gov, 2005). 
In November of 2002, an investment platform initiative was launched by the Chilean Government to encourage foreign investment growth (state.gov, 2005). This initiative addresses several incentives to achieve this type of growth. Exemption from the Chilean earnings tax on profits the firm receives from its overseas subsidiaries is one incentive (state.gov, 2005). This addresses the issue of three-way taxation. 
Corruption is low in Chile, rating 20th in the corruption index, while the U.S. rated 16th (state.gov, 2005). In recent years, corruption has grown and the Chilean courts and congress have implemented a number of legislative and legal reforms. Chile has also signed and ratified the Organization of American States Conventions against Corruption, and the Organization of Economic Cooperation and Development convention on Combating Bribery (state.gov, 2005). Although bribing a foreign official is not yet against the law, wide ranges of bribery acts are considered crimes under the Chilean penal code (state.gov, 2005). 
Chilean Accounting Practices 
Chilean Companies generally follow the international practices for accounting. The Chilean Institute of Accountants issues the specifics. However, accounting practices of the Chilean government may differ in many ways to that of the international practices. 
The absences of specific rules differ in Chilean accounting from that of international practices (GAAP, 2000). A few of the differences between the two are; the failure to recognize provisions in the context of business combinations treated as acquisitions, employee benefit obligations, the requirement of annual impairment tests when depreciation of goodwill and intangible assets exceed twenty years, and start up and organizational costs (GAAP, 2000). 
Chilean generally accepted accounting practices often have no specific rules requiring disclosures (GAAP, 2000). For example, there is no rule require ring the discloser of a primary statement of changes in equity, the FIFO or current costs of inventories valued on the LIFO basis, and the fair value of financial assets and liabilities (GAAP, 2000). There are also no specific rules concerning discontinuing operations or earnings per share (GAAP, 2000). 
Under Chilean accounting practices there may be difference that can affect many companies (GAAP, 2000). Instead of using the fair value method on book values, Chilean accountants use the purchase method (GAAP, 2000). Another example of the differences is that provisions may be recognized before there is an actual obligation, and not all provisions are discounted where this would be material (GAAP, 2000). 
In the case of employee benefits, there is no need to take account of estimated future salary increases, and past service costs related to employee benefits are treated as assets and amortized over the expected employee service life (GAAP, 2000). In addition, cash flow statements do not need to reconcile to cash and cash equivalents (GAAP, 2000). 
Taxable income for residents includes wages, salaries, gratuities, bonuses, and dividend income from all sources, local and foreign (deloitte, 2005). Banks are required to report interest paid to account holders to the Chilean tax agency, Servicio de Impuestos Internos (deloitte, 2005). Income is determined differently in Chile for tax and financial purposes, therefore items on the financial statements must be duly adjusted with the applied corresponding tax (lexuniversal, 2000). 
As of January 2002, monthly incomes that are less than US$580 are tax-exempt (deloitte, 2005). To implement this new tax cut corporate taxes were raised (deloitte, 2005). There are seven marginal tax rates of 5-40% in the new personal tax system (deloitte, 2005). The following chart explains in income detail the applied tax rates. 
Monthly Wages US$ 
Range Tax Rate (%) Range Tax Rate (%) 
0-580 0 3,011-3,870 25 
581-1,290 5 3,871-5,160 32 
1,291-2,150 10 5,161-6,540 37 
2,151-3,010 15 6,541 and over 40 

No matter the source of the income, people who resides in Chile for six moths or longer consecutively must pay income tax. Exemptions are for foreigners who reside in Chile for no more than three years (extensions may be granted), in which case they are taxed only on income derived from Chilean sources (deloitte, 2005). After this period, foreigners are taxed on their worldwide income (deloitte, 2005). Non-resident persons in Chile are subject to 35% tax rate on income received from Chilean goods or services (deloitte, 2005). 
Trade Issues 
Chilean economic strategy is built on export led growth (deloitte, 2005). There are very few restrictions inhibiting imports and company growth for foreign agency wishing to do business in Chile. Trade regulations and standards that may affect importation to Chile include tariffs, trade barriers, import requirements and documentation, U.S. export controls, labeling and marketing requirements, prohibited and restricted imports, and customs regulations and contact information. 
January 1, 2004 brought into force the U.S. � Chile Free Trade Agreement (buyusa, 2005). The FTA lifted tariffs on 90% of U.S. exports such as automobiles and parts, technology equipment, construction and agricultural equipment and medical devices (buyusa, 2005). The FTA also states the Chile agrees to phase out its luxury tax on U.S. made autos (buyusa, 2005). Other luxury goods, such as alcoholic beverages, jewelry, pyrotechnics, and tobacco products are subject to additional taxes (buyusa, 2005). All imports are still subject to the same 19% Value Added Tax that is imposed on domestic goods (buyusa, 2005). 
There are very few import or investment barriers in Chile, generally foreigners receive the same protections and operate under the same conditions as local firms (buyusa, 2005). The Health Service Office at the port of entries must grant permission for all imports after testing and taking samples of the goods (buyusa, 2005). Imported items for consumption must display country of origin as well as list all necessary information in Spanish (buyusa, 2005). Temporary admission on equipment or samples necessary to conduct business are duty free under Chilean law (buyusa, 2005). 
Few items of importation are prohibited in Chile. Used cars and cargo vehicles are prohibited (buyusa, 2005). However, restrictions depend on Chilean approval. Products that are considered non-lateral with Chilean morals, public health, national security, or not favorable to the environment are such items (buyusa, 2005). 
Chile's overall policy is to comply with international standards, specifically the WTO Committee on Technical Barriers to Trade, barring that they look towards Chilean trade norms of their largest trading partners (European Union and the United States) (buyusa, 2005). However, as of today Chile has no associations to promote or regulate standards. 
Globalization 
Chile's economy is highly influenced by globalization. They working on their governmental, educational, and financial reforms to ensure and stabilize their economy. It is a matter of time before they are no longer considered a middle-income society. The government has already implemented and changed trade policies to encourage this growth. Education is also a top priority to the country. Their main export partners are shown on the following chart. 

Higher productivity and increased living standards has caused wages to rise faster than their inflation rate. In 1997, forty-six percent of Chile's population resided below the poverty line, but fell to 20.6% in 2004 (CIA, 2005). Central Bank, one of Chiles leading financial institutes works to maintain a moderate inflation level (wikipedia, 2005). In 2004, the rate was 2.4 (CIA, 2005). 
The government is encouraging exporting of non-traditional export item to ensure diversification and limit dependency on export products (wikipedia, 2005). Traditional items included natural resources like copper and timber and non-traditional export items include fruit, wine, and fish (wikipedia, 2005). The latter has far exceeded the former in terms of growth accounting for about 60 % of its exports (wikipedia, 2005). 
Globalization is an important function to stabilizing Chile's economy, which is very dependent on international trade (wikipedia, 2005). In 2004, exports increased to $29.2 billion and imports increased to 22.53 billion (CIA, 2005). The following information was taken from Wikipedia.com. 
"Chile's export markets are fairly balanced among Europe, Asia, Latin America, and North America. The U.S., the largest-single market, takes in 17% of Chile's exports. Latin America has been the fastest-growing export market in recent years. The government actively seeks to promote Chile's exports globally. Since 1991, Chile has signed free trade agreements with several countries, including Canada, Mexico, South Korea, USA, Central American nations (Costa Rica, El Salvador, Honduras, Guatemala, Nicaragua), the EFTA and the European Union. This means Chile has trade access to roughly half of the world's GDP. Chile currently holds free trade negotiations with New Zealand and Singapore and intends to negotiate with countries such as India, the People's Republic of China and Japan. In addition, Chile is member (in different degrees) of many international economical instances, like APEC, OMC, Mercosur. Such diversity of relations makes Chilean economy non-exclusively dependent of any major partner and provides stability." 
Financial Issues 
Characterized by a high level of foreign trade Chile has a market-oriented economy (wikipedia, 2005). Chile's economic reform strengthened even more when the democratic government took over from the military in 1990 (wikipedia, 2005). The country experienced high economic growth in the early 1990's but due to the tightening of monetary policies (implemented to keep current account deficits in control and lower export earnings) it went to half that in 1998 (wikipedia, 2005). This was also caused by the financial crisis's that were occurring globally (wikipedia, 2005). In 1999, their economic growth slowed yet again due to a severe drought that lowered crop yields and hydroelectric energy (wikipedia, 2005). With exporting markets growing and the price of copper going up Chile started to recover in the year 2000 (wikipedia, 2005). GDP growth for 2004 is 5.8%. 
Chile, with its lifted trade restrictions and reduced tariffs, has become known for its free market economic policies (Yahoo, 2005). It currently has the highest rating available by the International Monetary Fund for the absence of the trade restrictions (Yahoo, 2005). In order to diversify is economy the country has realized the need to expand its international trade and financial ties with other major trading nations (Yahoo, 2005). Foreign companies are allowed to own 100% of the company located in Chile (Yahoo, 2005). 
The central bank has stopped the dollarization of the peso to the U.S. dollar as of 1999 (Yahoo, 2005). Although the peso has declined about 20% since this action was implemented the foreign reserves remain strong (Yahoo, 2005). This economic strength supports the steady inflow of unrestricted foreign capital (Yahoo, 2005). Even though the economy on a global scale has been declining, Chile has grown. The central bank of Chile has managed to keep inflation between two and four percent (Yahoo, 2005). 
With the economic growth, the country is experiencing, Chileans are now enjoying new financial opportunities. These opportunities include home equity loans, currency futures and options, factoring, leasing, and debit cards (wikipedia, 2005). Along with these new products, loans and credit cards are becoming increasingly more popular. With assets worth about $54 billion, Chile's private pension plan is an important source of investment capital for the capital market (wikipedia, 2005). Chile currently has one of the best credit ratings in Latin America (wikipedia, 2005). 
Conclusion 
With the help of the information included in this paper, establishing a business in Chile will be simplifies. The wonderful location and port access make this country idea for transportation of merchandise. The change in the Chilean government over the last fifteen years is making Chile a new face in the global arena. With the lessening of trade laws and the wide use of the English language, competing in this country is simplified. 
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