[image: image1.jpg]International Year of
Microcredit 2005



Final Version



Country: Chile

Social and Economic Background of Chile

According to the World Bank, in 2003 Chile had a population of 15.8 million people, 65.7% of whom were between the ages of 15 and 64. The 2003 PPP adjusted GDP per capita in terms of current international dollars was $10,274, a 4.78% increase from $9,805 in 2002.  Chile had an unemployment rate of 8.8% at the end of 2004, according to the US Department of State. The World Bank also estimates that the informal sector accounted for 19.8% of Chile’s income in 2003. According to the World Bank, the GINI coefficient for Chile in 2000 was 0.57. The World Bank estimates that Chile’s M2/GDP ratio was 0.28 in 2003. Chile received US$75.6 million official development assistance and official aid and US$1.6 billion FDI in 2003, according to World Bank estimates.

Two percent of Chile’s population lived on under $1 per day and ten percent lived on under $2 per day in 2000 based on the World Bank World Development Indicators. There is no report for the remittances Chile received from 2003 to 2004 in the World Bank database. 

The currency of Chile is the Chilean peso (CLP). The average exchange rate was CLP688.9:US$1 in 2002, CLP691.4:US$1 in 2003 and CLP609.4:US$1 in 2004, according to the Economist Intelligence Unit (EIU).
The Financial Sector Assessment Program (FSAP) of the World Bank and the IMF in Chile is completed. The Financial Sector Assessment (FSA) report and the Financial Sector Stability Assessment (FSSA) report from 2004 do not cover major microfinance issues.

Doing Business in Chile

According to Doing Business in 2005, a report published by the World Bank, entrepreneurs in Chile are required to go through nine steps taking 27 days to launch a business at a cost equal to 10.0% of gross national income (GNI) per capita. Registering property requires six steps and 31 days. It costs 5.3 % of Chile’s GNI per capita to create collaterals. Chile scores 6 on a scale of 0 to 7 on the Disclosure Index.

According to Kevin Cowan from the Inter-American Development Bank (IADB) and Jose De Gregorio from the Central Bank of Chile, both public and private firms provide credit information in Chile. According to the World Bank’s report, credit information is collected and made available by the Central De Riesgos, managed by the Supervision of Banks and Financial Institutions. Public credit registry bureaus cover 290 borrowers per 1000 adults while private credit registry bureaus cover 220 borrowers per 1000 adults, according to World Bank indicators. In terms of the World Bank’s Credit Information Index rating, Chile scores 6, the highest score of the index.  
Regulatory and Legal Environment of Chile

According to the World Bank, it takes 28 procedures and 305 days from the time a plaintiff files a lawsuit to when he or she is actually compensated. The cost of enforcing contracts in terms of legal and court fees reaches 10.4% of debt value. Filing bankruptcy takes about 5.6 years and costs are 18% of estate value. The recovery rate for creditors in Chile is $0.19 per USD.

According to IADB, the interest rate ceiling in Chile is 150% of average in system. The minimum capital requirement for commercial banks is $24 million USD.

Microfinance Institutions (MFIs) and Commercial Banks’ Involvement in Chile

According to the CGAP’s Occasional Paper, microcredit was first established in Chile by small NGOs, but none of those NGOs grew to importance. As a result, the Chilean government directly subsidized the entry of commercial banks into the microcredit market. The government auctioned off a relatively small lump-sum subsidy for each loan a bank made, and the bank assumed all credit funding and risk. 

A CGAP report states that by 2001 three large banks had offered microcredit to about 70,000 microentrepreneurs. The NGOs essentially abandoned the credit market, and many of their former employees now work for the commercial banks’ microlending operations.  The report says that Chilean microfinance institutions built a portfolio of 83,000 clients over ten years. Seven consumer finance companies have generated a combined portfolio of almost US$1 billion in consumer loans to 2.8 million clients.

According to the Executive Summary of the Microcredit Summit that took place in April 2005 in Chile, the three commercial banks covering the microfinance market are:  Banco de Desarrollo, Banco del Estado, and Banco Santander Banefe. Their total portfolio amounts to US$236,577. There are no regulated microfinance institutions operating today in Chile. The summary states that the size of the microcredit market in Chile is 603,590 customers and the market coverage in 2004 was 168,799 (28%). 

According to Deborah Drake, Vice President for Policy and Analysis at Accion International in Chile, Banco del Estado’s microfinance program, known as Banestado MicroEmpresas, has been able to grow faster than all other microfinance programs in the country on the strength of lending to its existing client base. It uses a sophisticated individual-lending technique with elements of credit scoring and carefully designed systems that allow it to operate in a highly decentralized manner. 

Banco Sastander bought a finance company that had already established a strong microenterprise-credit program within its consumer-loan portfolio, Drake said. The finance company became the consumer division of Banco Santander in Chile. Today, Banefe, as it is called, is the leading microcredit program in terms of number of clients (40,000).

Since its foundation in 1983 (when Fundación para el Desarrollo acquired a development bank to create Banco de Desarrollo), according to Drake, the mission of Banco de Desarrollo has been to support the growth of small, medium and micro entrepreneurs across the country. It began its microfinance program in 1986. In 2003, the bank made a strategic acquisition of Banco Sudameris, a large domestic commercial bank focusing on corporate and SME lending. The merger of the two institutions allows them to offer a wide range of financial services to a broader client base including medium, small, and micro entrepreneurs. Currently, Banco de Desarrollo serves about 260,000 clients and has a network of 77 branches and 26 microfinance centers nationwide. 

The lesson of the Chilean model is that microcredit can be absorbed by retail banking institutions as one more product of a commercial platform designed to reach a broad base of lower- and middle-income clients. 
National Committee Activities in Chile

Chile’s National Committee is comprised of 18 members who represent the national government, academic sector, state and private banking institutions, international organizations, associations of micro, small and medium enterprises and private non-financial institutions. 

To raise public awareness about the IYM and to spread information about the launch of the National Committee, Chile is planning to hold a press conference during the week of the Microcredit  Summit in Chile and officially announce the formation of the committee. 

To begin Chile’s action plan, the National Committee is working on a position paper discussing access to microfinance in Chile and what infrastructural obstacles may exist. Its document will be released by the end of 2005 and is expected to reveal countrywide recommendations for improving microfinance activities.

The committee is also planning to invite the head of the Microenterprise Unit at the IDB in Washington to hold a moderated master’s level discussion on the global microfinance market.

The National Committee is an active participant in the Global Microentrepreneurship Awards program, whose award ceremony will take place at the end of October. 

Chile is one of the participants of the Global Microentrepreneurship Awards (GMA) in 2005.
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