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The geographic  locativn af Chile, dishanct Fyom areat
international  markets, but stratecically situster in the FPacific

Basinj; 138 irregular terrvitorial structure; alwmng with its small

but eopen enport-oriented elomomy  ang deeper interpalional
inzgerticon, emphasizes +the ' important role played by its
Srangportation and communication infrastructure. :

GFross Internal Product has increased at an average annual rate of
&.4% Thise has been achieved +through a real effort of private
investment which has permitted to start-up preoduction in  non-
tratigional  areas, both in the natural rvesources as in the
manufacture and services areas. The above e¥plains the increaze
recorded in the last 1@ yesars by the investment rate from 13.3%
o ot 26.5Y in Froduct  permitting the outstanding exports

increase a8t an average rate of ?.3@ ‘ph vEar.

However, this export success is not only ewplained by  the
remarkable increase in productive  invesimet. Puring this same

period private sector has also invested in technolegy: has

=liminated irnefficiencies by expediting, rationalizing and
modernizing administrative and production procesedings; has
gradually, though significantly, reduced producktion costs

consequently oaining in competitivity which has made it possible

to penetrate new marhkets.



.

Although this modernization process of the private sector is not

still  over, nowadaye peocple in Chile &are &swears  that our
internmaticnal competitivity iz being threatened mainly by
infrastructure shortage and inadeguacy. in spite ot the

investment efforte that displayed by the Government in this area

during the last years.

This imadesuacy of infrastructure affacts dirsctly cur exports
competitivity with  international markests, producing & losz of

regources that reduse domestic product.

Thus, for example, Just in Santiage, the capital city, the road

congestion represent losses of US% 408 milliocns each YEar.

One of  our most important exporte product, fruit, iz subject to
damage while it is being transported from the fisld te the
factory due to the bad condition of secondary roads. This
iosses are estimated in about US$ 180 millicns per year; whiile
their is & surcharge on  freights of about USs 420 millicns per
year for delays inm highways amd by the premature waste of
vehicles dus to lack of maintenpance and consequent detericration
=7 inter—urban roads. In addition, WS% {20 millicons should be
added as a Lonsequence of physical damar. .. that highway

accidents produce.



The effect over people health associated to several
infrastructure prablems are calculated in US$ 200 millions to
which USs 106 miliiana should be added from gastrointestinal
illness caused by the lack of sewage systems and particulary, by

the lack of sewage treatment.

Congestion at ports produces delayes for more than USE 85 millions

per year.

Only these figures, which do rot inmclude total  leess from
infrastructure defficisncies, mean US% 1.43% millions per vear,

which represents 2,54 of ocur Grose Internal Product.

However, the’ situation of different kinds of infrastructure is

quite different.

In fact, in the 2lectric power sector, since 1988, a regulataory
and tariff framework has permitted the increasing incorporation
of the private sector to the concession of services and o the

cwenership of facilities.

A present, 75% of annual investment in this area corresponds ta
private companies which have recorded sustained increase in
productivity and eificiency, hiagh covearage and substantial
progress in guality and service, aleng with a‘sound fimancial

situation and a profitable operation.



At present, there is no energetic shortage and the devel opment
programs of these companies may assure vhel they are prepared to
meet the demand forseen for the middle and lung term.

Buccess achieved by the private eslectric power companies in Chile
has opened ways to increasingly enter in neighbouring countries
such as Armentina and FPeru where important investmente are being

made and our  know-hew and enterpreneurial capacity are being

tramnsmitted.

The Telecommunicaticons sector in Chile, 9274 of which was operated
in 13984 by State companies, was  totally transferred  to the
private sector between 1985 and 1990, At present, a strong

participation of foreign capital investments is vecorded.

This sector has, probably, been the most dynaminec  sector in
Chile's ezonomy during the last years and shows a remarkable

level of efficiency and great technological develeopment.

The legislation ruling the sscter has been improved  in recent
years, as well as its regulatery and tariff framewor k. Private
companies have important investment programs  ensuring  and

efficient development of the secter.
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On  the contrary, in tramnsportation as well as  in the sanitary
s=vrvice sectors, particularly in connection with sewage btreatment
- mainly managed by State companies — thers are cserious

infrastrurture defficiencies and severe shartages are evidenced

in services,

In worder to solve those defficiercies and to carry  out works
r=cuired, the prezent investmeni level af public. infraztructure

ecstimated today in US% 300 mrliicrmes, must be deoubled.

Based on % xve circumstance and since it is neot possible to
face such a challenge only through public rescurces, new openings
are necessary to the private sector parvicipation in  the
gereration, construction and management  of infrastructure works
subject to the Public Infrastructure Investment Framework

cutlined by the Sovernment’s Frogram.

With regard to the sanitary services sector, for eweample, a US$
43@ millicns average investment is reguired fer the next o years
in worder to carry out the development plan of the area. This
amcunt includes the urgent need of plants construction fov sewanes
treatment - where investment is estimated in abeut US$s  1.500 for
this only purpose - to conclude commercial aareements
possibilities with countries coalition  ar with developed
countries, where these sanitary conditionz will be an essential

reguirement.



On ithe other hand, since 1988 several legal regulaticons have been
set forth affering & rnew legal frame, more complete, modern and
censequent  for the development of sanitary services, making
posgibie te transfer these services 4o the private area, the
Government keeping  the fupction  of policy  planmning, regulation

and superevision of quality and LOvVerage.

Twenty sanitary service companiss are precgently operatinao,
thirteen of which are State-owned with a '393% share in thecze
services. Sanitary services concessions grant domain right, this
right wmay be transferred in part or as a whole and aeven the
exploitation right may be transferred. Thisg hacs arronecusly been
called sub-concession provided these legal processes have bean
previously approved by the regulatory imstituticn.

Three services sub-concessions have been recently tendered within
the area of public works concessione. A pnew strateqy for the

sector is presently being ocutlined to determime the way and scope
of private participation in this area =f infrastructure.

In relaticn  with the ports sector, export dymamics has already
surpassed the limits of progress achieved in the 88's through

ports  madernization, which permitted the private sector to

participate in the aperaticn of zome port activities.



Main, Chilean ports, all under the Estate administration, surpass

internationally accepted limits and are evidencing "bunching”
levels,
In additiorn. present povt capacity will be subject  to pressure

fram increasing freight volume which produces additicnal foreign
trade activities, for the convenience to preovide service to
neighbouring countries and for higher internal coastal sailing
valume ance -~ as it is forseen -~ highway freight transportatien

is required to pay for the use of infrastructure  and for

environmental costs that it produces.

Even though private sector has improved port yield through
innovative systems and the incorporation o f specialized
mazhinery, according to  internaticnal standards, for certain
freigh, efficiency should improve in the uwse of semi~fixed
facilities at gquayside where private secter has bheen restrained

from investing.

Our geocaraphical lecation, along with our  political and economic
stability, the availability of efficient companies in different
kinds of port serviceg, our "know-how"' and business dynamics are
advantages to place Chile as the presageway betweesn America and

Ao lia.



To face this challenge, it is necessary to complement the prausnt
competitive model at Chiles povts  through  local competition

between them but leaving to the privatz sector the coordiraticon

between povl developme-=t and foreign trade needs.

In order to carry out  the above, new legal and institutional
changes are wunder study to nomin, o o Regulatory Authority, not
involved in port operaticns, 2nly dedicated to establish rules; a
maritime concession system provinding some  type of regulated

cwnershipy and & clear and pre-defined tariff system for port

services.

With regard to railway transpertation, where Chile was the
Contiment?!s precursor, a remarhable development took place up to
mid = the Century, through which large territorial extensions
isovlated at the time, could incorporate to the economic  and

gocial life of the country.

However, the constructien of the Panamerican Longitudinal Highway
lowered the railway use which started a clear retrocession

process since then.



-The railway network, constructed and mananged by the State
Failroad o, (ERCY is only being used at 10 ta  1S% = f its
capacity, with low traffic density and high fixed costs. it is
seriously deteric&ated for  lack of maintenance due to  the
finsamsisl incapacity of the company, which has for several vears
been subject to operaticnal lezsies that the Btate must abeorb.

A couple of years ago, a new FRallwsy lLaw was enacted whereby ths
private ssctor could participate throuwgh freight transportation
cencessions and, occasionally, in passender trancsportation paying
ERZ a fes for the uwse of the railway line and asscciated

Services.,

At present, only & poor investment program is underway for USS 80
millions for the restoration =f the railway line and rolling
material. A tender for the concession of Yreight transportaticon

is being opened in these dave.

It is, precisely, in the FRoad System cector where a greater
investment effort is needed and to which the State =should divect

public resources to infrastructure.

The Law for the Concession of Public Werks has opened the
poseibility teo private participation in public infrastructure,
particularly that related to the ro-opment of  roads

infragtructure.



A praoject to improve the Law for  Concession of Fublic Warks  is
presentl younder wey to make it more  opsrative and to allow  the
ProsE”T inavesse in o the use ofF bhe,

o velation to the Urban Road  System, the imporlznt problems
gxisting in mair wrban centerz sught  bo be selved. The salutieon
in this vegard groups severel stepz., both to expand offsr through
the irevzase ol investment, &% 5o rationalize and lower  down
demand. Invaestments regquired by the urban road system anly for
the next five years will amwt b0 US%E 1,700 millicns, whereas
today, aonly US% 140 millions  are  invested per  year. The
investment plan will be complemented with measures to improve

tranzportation and traffic administration.

& Law Froject is aleo under way tv 2stablish a road tariff system
o expedite the use wof voade znd €0 collect fvom the usere  the
necesiEary recources for the corzbtiruction ard maintenance of coad
infrastructure, in general and urban areas in particular, P

putlic projects or strictly private initiatives.

Thus, ©Chile offere ewxcelient business opportunities in  the
infrastructure =ector where there is a great need of impartant

arnd wrgent investments.



The Guovernment has specifically assigned first pricrity to the
solution of  the probleme of  this  sector  and ig, therefore,
concertrated on the fastszt implementation of messures to attract
increazing Tliows  of private invezstment through, e2ither
corzeszions v thraousgh bBetzl or partial privatization of  public

compenies operating 1n the area.

Foreign investors interested in investing in Thile. may benefit
from the Forzian  Investment By-lLaws whic promotes investments
through benefits  and gusrant@es to bring and rveturn forsign

capital.

Thasze By-iLawg guarantee foreian investors  a non-discriminatory
treatment, free access  to foreign exchange and no State

intervention in their activities.

Chile’s future development greatly depends on our ability to
channel investments towards public infrastructure - task that
will vrequire the joint effart from the State and beth leoizal and
foreian private investors.

“hile, as Japan, looks towards the Facific Ocean. Our strateay
for  domestic development iz Absolutely determined by  our
condition of maritime country amd by our particular gecgraphical

location,
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It is nut  a coincidence that our trade market tripled dilring the
last 10 vesrs and that of Japer and Asia was almost multiplied by

PiwE, -

Together with bthis new stage of development that we ars starting
APy we expect fe conzol idats o country as the gecarapnic trade
avis for countries in the Facific Basin with Seuth America, while
Japan should be its natural partner a=  a bridge to cortinue
increasing our commereial trade with Reia.

flong with thie and beyond commer-ial exchange, we believe that
we  may egtablis interesting business relationship with your

country in our areas with infrastructure shortages.

Thus, for example, you have got the most advanced technolonies
and ons of the most efficient railrioad system of the worlid, which
may be a sustantial contributien to this sectar, helping ws to
restore L ‘ransportatien zyetem through the cutline of the best

solutions and intreoducticon of investment neaded.

Likewise, as Freviously menticned, the port area provides a field
of wide projecticne for investment develcopment and Joint ventures

between Chilean and Japanese enterprices. .

There ars alsc operings for investments in ether infrastructurs
aresas, as sanitary comcessions for  constructicn  of sewage

treatment plants and concessicns in RHighway works.



Entrepreneurs in Chile have been up ta know able to overcome most
wf the obstance to place Chile in the read bo devel opmant. We
are certain that we will, once again, face this new challenge
successfully and the peossibility  of achieving this gosl  through

- B

muetual cooperation  with Japan, makes us eoptimigtic in  our

st Cess,

R = X 2R R VTR v Vs
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ANNUAL COMPETITIVENESS LOSSES DUE TO
INFRASTRUCTURE SCARSITY

ROAD CONGESTION IN SANTIAGO.......cooeeeeeen.

ROAD DAMAGE TO FRUIT.......cccovumeeemaeeeeeonnn,
DELAY IN HIGHWAYS AND WASTE OF VEHICLES..

PHYSICAL DAMAGE CAUSED BY ACCIDENTS.......

EFFECTS OVER HEALTH......covuuiiiieeeeeeneeennnn.
GASTROINTESTINAL ILLNESS....ccoiiimeieeeneeennnnen.

.

DELAY AT PORTS.....ciriiiieemeeecteeeeeeeeeemeea e




RELATIVE SITUATION OF
INFRAESTRUCTURE (1993)

TOTAL PRIVATE
INVESTMENT INVESTMENT SCARCITY
US$ M TOTAL %  LEVEL

COMMUNICATIONS

ENERGY

IRRIGATION

SANITARY SERVICES

TRANSPORTATION




- a7 -

INVESTMEN@FRAMEWORK IN INFRASTRUCTUZE 1994-1998
AND ESTIMATED INVESTMENT 1980-1593
(IN 1993 MILLIONS DOLLARS)
| 1990 | 1991 1992 | 1993 | 1904 | 1995 1956 1997 | 1998
SECTORIAL INVESTMENT

Altports 4.9 8.2 12.1 34.9 13.0 20.0 29.0 9.0 10.0
Arquitecture 81.4 60.5 54.3 57.3 61.5 65.1 69.0 73.0 77.3
Port Works 3.3 15.8 25.9 8.1 24.0 28.0 18.0 13.0 8.0
Irrigation end Basins 9.8 16.3 41.8 52.2 0.0 40.0 48,0 80.0 84.0
Interstate Highway System 183.3 2408 2734 2945 3430 511,00 5850 €290 €400
Urban Highway System 62.4 525 87.8 1146 1520 2170 2310 2870 3000
Subtotal a4s.1 391.9 4949 5918 8435 8811 981.0 1,051.0 1,089.3

DESCENTRALIZED INVESTMENT
FNDR (Min.PubLW-Sanitary-Urban Rds.) 38.8 48.8 544 * 563 59.8 63.2 67.0 71.0 75.3
Municipalities 34.0 39.7 45.4 45.4 48.1 51.0 54.0 57.3 60.7
Subtotal 72.6 88.5 998 1017  107.7 1142 1210 1283 1360

GOVERNMENTAL INSTITUTIONS
Port 8.4 9.4 7.5 10.2 57 6.0 8.4 6.8 7.2
Rallroad Co. (ERC) 1.5 2.0 1.9 2.0 35.0 35.0 35.0 5.0 8.0
Subway 10.3 2.0 10.4 26.0 ar.0 90.0 20.0 83.0 30.0
Sanitary 52.0 82.7 1088  127.4  179.0 1380 1230 1190  107.0
Subtotal 72.2 98.1 1288 1858 2567 287.0 2544 2138 1502
SUBTOTAL PUBLIC INVESTMENT 4808 5765 7233 8589 11,0079 1,2623 1,364 1,393.1 11,3885

PRIVATE CORPORATIONS

Sanitary 11.3 11.3 11.3 17.0 17.5 18.1 18.8 19.2 19.7
Ports 23 15.0 25.0 10.0 22.0 57.0 52,0 23.0 15.0
Highway Concessions 0.0 0.0 0.0 9.1 53.0 2240 2950  210.0 2110
Interstats . 0.0 0.0 0.0 9.1 53.0 1880  213.0 1370 1380
Urban 0.0 0.0 0.0 0.0 0.0 380 82.0 73.0 73.0
Altpost Concesalons 0.0 0.0 0.0 0.0 16.0 8.0 0.0 5.0 5.0
Irrigation and Basins 0.0 0.0 0.0 0.0 2.0 28.0 38,0 38.0 23.0
Rallroad 0.0 0.0 0.0 0.0 22.7 22.7 340 34.0 35.0
Publlc Sanliary Corporxtions 0.0 0.0 0.0 0.0 23.0 60.0 Be.o 105.0 3250
D.W. & 8.8 Subconcesslons 0.0 0.0 0.0 0.0 8.0 13.0 21.0 30.0 38.0
Sewage Trealment 0.0 0.0 0.0 0.0 15.0 47.0 85.0 75.0 287.0
SUBTOTAL PRIVATE INVESTMENT 13.8 26.3 36.3 38.1 1562 417.8 5236 4352 6337
TOTAL INVESTMENT 503.5 602.8 759.6 8950 11641 16801 18800 158273 20192

SOURCE: "SUMMARY OF GOVERNMENT INFRASTRUCTURE AND TRANSPORTATION PROGRAM".




INVESTMENT NEED IN INFRASTRUCTURE

TOTAL PERIOD 1995-1999

(MILLION DOLLARS)
SECTOR 1995-1999
SERVICES
ELECTRIC 2,500
GAS 1,200
TELECOMMUNICATIONS 2,250
SANITARY 2,000
TOTAL 7,950
IRRIGATION
TOTAL 275
TRANSPORTATION
PORTS 350
AIRPORTS 150
RAILROADS 350
URBAN HIGHWAY SYSTEM 1,750
INTERSTATE HIGHWAY SYSTEM 3,500
TOTAL 6,100
TOTAL INFRASTRUCTURE 14,325

SQURCE: INFRASTRUCTURE COMMISSION, CHILE'S CHAMBER OF CONSTRUCTION.
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INVESTMENT DEFICIT IN INFRASTRUCTURE

(MILLION DOLLARS)
ANUAL AVERAGE INVESTMENT
SECTOR : 93-94  95-99  Dofich
SERVICES
ELECTRIC 500 500 0
GAS 240 240 0
TELECOMMUNICATIONS 480 450 0
SANITARY 150 400 (250)
TOTAL 1,370 1,590 (250)
IRRIGATION
TOTAL 50 55 (5)
TRANSPORTATION
PORTS 48 70 (22)
AIRPORTS 24 30 (6)
RAILROADS 8 70 (62)
URBAN HIGHWAY SYSTEM 150 350 (200)
INTERSTATE HIGHWAY SYSTEM 345 700 (355)
TOTAL 575 1,220 (645)
TOTAL INFRASTRUCTURE 1,995 2,865 (900)

SOURCE: INFRASTRUCTURE COMMISSION, CHILE'S CHAMBER OF OQONSTRUCTION.
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