US DA Foreign Agricultural Service
———— GAIN Report
- Globa Agriculture Information Network

Required Report - public distribution Date: 10/2/2003
GAIN Report #CI3023

Chile
Exporter Guide
Annual

2003

Approved by:

Christine M. Sloop, Agricultural Attache
U.S. Embassy

Prepared by:

Chrigine M. Soop, Agricultura Attache

Report Highlights:

Thisreport provides practical tipsto U.S. exporters of consumer-oriented
foods/bever ages on how to do businessin Chile. It providesa brief overview of the
food retail, food service, and food processing sectors.

Includes PSD changes: No
Includes Trade Matrix: No
Annua Report

Santiago [CI1], CI



GAIN Report #CI3023 Pagelof 11

Table of Contents

[. MARKET OVERVIEW ... e e Page 2
[I. EXPORTERBUSINESSTIPS . ... ... e Page 4
[1l. MARKET SECTOR STRUCTUREAND TRENDS .................... Page 5
IV. BEST HIGH-VALUEPRODUCT PROSPECTS ............ ... Page 7
V. KEY CONTACTSAND FURTHER INFORMATION .................. Page 7
APPENDI X e Page 9
Table A: Key Trade & Demographic Information* ..................... Page 9
Table B: Consumer Food & Edible Fishery Product Imports* ............ Page 10
Table C: Top 15 Suppliers of Consumer Foods & Edible Fish. Prod.* .. ... Page 11

UNCLASSFIED Foreign Agricultural ServicelUSDA



GAIN Report #CI3023 Page2of 11

I. MARKET OVERVIEW

Chil€e s resource-based, export-led economy is now forecast to finish the year a 3.5 %, but the
economy should accelerate in 2004 with stronger world demand and new impetus from the
recently concluded US-Chile Free Trade Agreement. Year end inflation is projected to be 3.3%,
with unemployment remaining around 9-9.5%. The tourist sector, which wasin adump in early
2003, has begun to rally and should recover significantly in 2004. Retail sdes on the other hand
are expected to remain modest into 2004, dthough the number of retail outlets are expected to
increase due to fierce competition in the sector . Approximately 4 million people out of Chile's
population of 15.1 million have the resources to purchase high vaue imported, consumer-ready
food products.

Consumer Demogr aphicsin Santiago, 2003

Socio-economic Class Percent of Percent of
homesin | expenseson
Santiago groceries

Upper and Middle Classes 9.5% 13.8%
Emerging Middle Class 44.5 % 49.0%
Poor 46.0% 37.2%

In 2003, tota consumer-oriented retail food sales are forecast to exceed $4.5 billion. However,
imports account for less than 10 percent of sdles. The mgority of these sdles were made in the
capita, Santiago, where both population density and higher incomes generated 40% of consumer
demand. Chil€ s growing number of supermarket chains are generdly modern and highly
competitive. While US products are well respected for their consstant high quality, Chileans
remain price conscious.

Like retall sdles, the restaurant sector, dso is highly vulnerable to economic conditions. Although
2002 and early 2003 showed a generad dowdown in restaurant sales, tourism has picked up in the
later part of 2003 and is expected to recover in 2004. Consequently, Chileans should return to
dining out. However, the previoudy noted trend of reduce consumption and choosing more fast
food restaurants is expected to continue. Y ounger generations also are choosing less traditiona
restaurants, gravitating toward more trendy less expengve restaurants. With the economic
recesson, restauranters are trying to attract more business with "happy hours'and specid menus.
Internationa fast food chains are expected to continue to extend their reach beyond Santiago and
its upper-class suburbs.
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Food and beverage purchases are the largest single household expenditure.

Average Monthly Expenditures per Household in Santiago, 1997*

Item Dollars | Percent
Food and beverages 285 26.8
Transport and communications 166 156
Housing and utilities 149 140
Home maintenance and furnishings 96 94
Clothing A 88
Education and school fees 63 59
Health care 59 55
Recreation 53 55
Other goods and services 91 85
Total 1,061 100.00

Source: National Institute of Statistics
* The 1997 census remains the most current information

During the 1990's, consumption of processed foods such as breakfast cered, frozen vegetables,
prepared frozen foods, ketchup, pet food, mayonnaise, and chocolate increased rapidly due to
changing eating habits resulting from economic growth. This trend has continued with the
following categories showing the most growth from 2001 to 2002: baking mixes (30%), mashed
potatoes (20%), breakfast cereals (20%), turkey mesat (14%), pet food (14%), frozen fish/seafood
(10%), sauces (10%) and pasta (9.6%).

Products imported from the United States often pay a higher duty than products imported from
U.S. compstitors, because Chile has negotiated free trade agreements with many of itstrading
partners in North and South America. However, once implemented, the US-Chile Free Trade
Agreement should diminate this competitive advantage by affording most US products the same
duty free access. Implementation of the US-Chile FTA is expected by January 2004.
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The table below identifies U.S. supplier strengths and market opportunities (Advantages) as well
as U.S. supplier weaknesses and competitive threats (Challenges).

Advantages

Challenges

The U.S. can produce many niche products at
low cost due to economies of scae.

The sngle mogt important factor influencing
purchasing decisonsis price.

Domestic transportation and communication
sysems are efficient in Chile.

Chile produces awide range of high quality
inexpensive inputs, SO imports tend to be more

expensive vis avis domestic products.

Strict anima and plant quarantine regulations
prohibit the import of some products and dl
products have to be approved by SESMA, as
Chile s labding requirements vary from the
uUS.

Regulations are transparent and enforcement is
generdly free of corruption.

Middle and upper class shoppers are much
more apt to purchase prepared medls at
supermarkets.

The most common worry of consumersis
food spoilage; in particular, they are
concerned about the expiration of shdf life.

25% of the most affluent shoppers ook for
variety and awide sdection of products.

U.S. products have no special cultura appeal
compared to products from other countries.

The market for imported consumer foodsis
concentrated in Santiago, where 40% of the
country’s population lives,

Importers seldom have the ability to market
full container shipments of consumer food
products from the United States.

Supermarket chains are seeking suppliers of
well-recognized, high saes volume products
to expand their line of private labd items.

Retail power is concentrated in three chains
and they demand considerable marketing
support for branded products.

1. EXPORTER BUSINESS TIPS

#  Animporter/agent is becoming a necessity. Most supermarket chains prefer to buy new or
lesswdl known products from importer/distributors.

#  U.S products can fill gapsin the locd market if supported on the ground. Intensive
sampling, in conjunction with prominent shelf space in supermarkets, are key to successfully
launching imported products.

#  Agent/importers must dso have the ability to store imported products until they are tested,
and released for sde and digtribution by hedth officids of the region.

#  Whileregulations are rlaively transparent, changes are not widely advertized. Therefore
the exporter or his’her representative need to monitor the Diario Oficid, where the Ministry
of Hedlth and the Minigtry of Agriculture periodicaly publish changes.

#  Fresh produce and poultry products may need an import permit and prior plant inspection
from the Chilean Minidry of Agriculture.
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Spanish labdling isamust.

Consumers are very brand oriented, but magor supermarket chains are introducing private
labels.

Sampling is usudly required to introduce new products successtully.

Middle and upper class consumers generally steer clear of spicy, "ethnic” foods.
Consumers are not overly concerned about the hedlth aspects of fat, cholesterol, and
extensve processing. At the same time, noting the health benefits of a product can be
helpful in marketing a product.

Consumers relate expired shelf life to gpoilage, which is one of their mgor concerns when

shopping.
[11. MARKET SECTOR STRUCTURE AND TRENDS

FHEH OHH

I+

Chile has amodern, highly competitive retail sector. The indudtry is dominated by Chilean-

owned chains, which are aggressively competing with each other for market share. The two

largest player in the market, D& S and Jumbo account for 77% of sdesin Chile. The D& S chain,
Chilé's largest has 36 hypermarkets and 26 supermarkets, while Jumbo has 7 hypermarkets and 77
grocery stores (formerly Santa lsabd) in it's network. However, Chil€' s consumer-oriented retall
food sector continues to have sgnificant growth potentid, given the relatively low penetration of
supermarkets, which is currently 60%, compared to 80% in more developed countries.

Supermarkets, i.e. gores with 3 or more check-outs number about 667. Traditional neighborhood
mini-markets, beverage stores, vegetable stands, etc., number about 90,000. Convenience stores,
gas marts and kiosks sdll limited quantities of imported candy and snack foods. In generd, they
do not import, but purchase from local wholesderg/digtributors. The average gas mart has an area
of 100 - 150 m2 and sdlls around $600,000 annudly. Gas mart profit margins are reportedly about
10% on sales, about double that of supermarkets. However, the introduction of hypermarkets and
larger supermarkets is reshaping the industry. These large stores now account for 20 percent of
total sdes, offering customers fresh bakery goods, delicatessen items, fresh seafood, coffee bars,
prepared salads, pizzas and meat dishes, in addition to fresh, frozen and dry grocery products.
Warehouse outlets and wholesale clubs have not yet made an appearance. About 10-15% of
products sold in supermarkets are imported, but this segment has grown by 85% over the last five
years. The US-Chile Free Trade Agreement (FTA) has prompted new interest in US products and
opened new opportunities for previoudy prohibited products, such as red mest, certain fresh
fruits, and dairy products.

The hotel and restaurant sector offers modest opportunities for selling high value processed
products. Middle and upper class Chileans dine out at restaurants about twice a month on average.
Higher wages for kitchen employees and gtricter sanitation standards will encourage the industry

to look for more pre-prepared or partidly prepared products and products offering greater
uniformity. This sector is divided between asmal, but growing group of fast food chains and
locally owned establishments, such astraditiond restaurants. Many of the fast food chains are
multinationals which tend to import through buying officesin the United States. Thelocd firms

buy exclusvely from locd digtributors. Therefore, to enter this market, a U.S. exporter must
engage aloca digtributor and work closdly with thet firm in order to introduce new products to
the restaurant industry.
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Indtitutional food service companies, on the other hand, do about $300 million in business
annudly. Mines and educationd indtitutions are the leaders in offering med benefits. However,
reportedly 80 percent of businesses provide their employees in-house food services or vouchersto
egt at loca restaurants and sandwich shops. Approximately 50% of the raw materids are
imported for these meals, with the bulk of these imports coming from Mercosur countries
(Argentina, Brazil, Paraguay, and Uruguay). There are three companies dominating the

ingtitutiona food service sector:

Compass Catering SA has the contract for the military, schools, and tate programs, including
some hospitals and jails. Therefore they are particularly interested in products that can mest the
specid price and nutritiona requirements of their customers. They do not direct import, but work
through a variety of brokers and importers. They serve gpproximately 260,000 medsaday and
have a market share of approximately 20%.

Sodexho Chile, SA has operationsin 66 countries with aregiond director in Brazil. Consequently
they have traditiond tiesto suppliersin Brazil, aswell as Argentina. Price competitivenessis
essentia as well as focussing on niche products not normally sourced from these two countries.
Most imports are brought in through brokers. They service awide range of private industries such
as mining, petroleum, congruction, fisheries, foredtry, textile, sted, auto, chemicd,
pharmaceutical, service companies, banks and supermarkets, hospitals, schools and goverment
programs. They have a market share of approximately 21%.

Centrd de Restaurantes uses alarge quantity of imports, particularly high vaue food items.
However, they do not bring these products in directly, they use brokers and importers. Currently,
most of the products they carry are from Latin American suppliers. They service mines, banks,
arlines, tv channds'the press, private colleges, and hospitas and dlinics. They do more than
200,000 medls aday and have a 30 percent market share.

The intitutiona food service sector is ardatively untapped areafor US companies, as the above-
mentioned companies currently are not importing from the United States. With export pricing
designed to offer discounts on the unit sizes intended for indtitutiona use, US products would be
more attractive.

Chile has avery competitive food manufacturing/processing sector that supplies a wide range of
products, including: poultry and pork products, dairy products, seafood, processed fruits and
vegetables, cookies, chocolates, candies, pasta, powdered beverages, soft drinks, bakery products,
canned peaches, marmal ades, tomato sauces and wine. Chile has worked steadily to improve food
safety standards, and has become aleader in this areain the South American region. In addition

to the domestic food processors, who dominate the market, there are several well know
international food processors who have invested in Chile to make products specificaly for sdein
Chileand in the region.

The Chilean food processing industry is growing and the latest Free Trade Agreement (FTA) with
the European Union and with the United States are expected to provide further impetusto this
sector. The principa congraint in the market isthat currently most low cost imports for this
sector come from other Mercosur countries (Argentina, Uruguay, Paraguay and Brazil).
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However, we believe there is aneed for US high tech food ingredients. Also, we believe the US-
Chile FTA will open up new markets for previoudy prohibited input imports of mest, fresh fruits
and dairy products.

IV. BEST HIGH-VALUE PRODUCT PROSPECTS
The following are best prospects by import sector:

Retail:

1. Snack foods, including high energy nutritiond snacks for sports.

2. Frozen prepared dinner entrees and frozen bread products.

3. Dairy products, fresh and frozen, such as yogurt and speciaty drinks
4. Processed medts, sardines, tuna

5. Edible nuts (almonds, pistachios, and mixed nuts).

6. Baked goods and mixes

7. Sweets, gum, chocolatees

8. Specidty pet foods (other than dry dog food).

Indtitutiond food service:

1. Tuna

2.Rice

3. Qil

4. Canned vegetables

5. Crackers and cookies

6. Cheese and other dairy products
7. Pasta

Ingredients for the following food processing sectors.
1. Dairy

2. Bakery products

3. Snacks

4. Processed mesats

V. KEY CONTACTSAND FURTHER INFORMATION

Mailing Address:

Office of Agriculturd Affars
U.S. Embassy-Santiago
Unit 4118

APO, AA 34033-4118

Street Address:
Office of Agriculturd Affars
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Embaada EE.UU.
Andres Bello 2800
Las Condes
Santiago, Chile

Phone: 56-2-330-3704

Fax: 56-2-330-3203

Emall: AgSantiago@fas.usda.gov, fas stgo@rdc.cl

Web Sites. http://www.usembassy.cl; or http:/mwww.fas.usda.gov

U.S. Embassy Santiago homepage. First look under "Food and Agricultural Affairs,” then dick
on "Chile’s Market" for research reports, statistics, and contactsin Chile,

Technical Reports:

A Food and Agricultural Import Regulations and Standards (FAIRS) Report [C12004]
for Chileis available on both the U.S. Embassy and the FAS websites.

Chile s Food Sanitation Regulations are available in Spanish (officid) and English (unofficid
trandation) on the U.S. Embassy website.

An Retail Food Sector report, dated October 2003, is available on both the U.S. Embassy and the
FAS websites.

An HRI Food Service Sector report, dated October 2003, is available on both the U.S. Embassy
and the FAS websites.
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APPENDIX:

Table A: Key Trade & Demographic | nfor mation*
Agricultural Imports From All Countries ($Mil)/U.S. Market Share (%) 2001 1,214/8
Consumer Food Imports From All Countries (3Mil)/U.S. Market Share (%) 2001 48417
Edible Fishery Imports From All Countries ($Mil)/U.S. Market Share(%) 2001 25/1
Total Population (Millions)/Annual Growth Rate (%) 2002 15114
Urban Population (Millions)/Annual Growth Rate (%) 2002 12.9/1.6
Number of Major Metropolitan Areas 1/ 2002 3
Size of the Middle and Upper Classes (Millions)/Growth Rate (%) 2/ 2002 5.0/5
Per Capita Gross Domestic Product (U.S. Dollars) 2002 4,216
Unemployment Rate (%) 2002 9.2
Annual Food Expenditures Per Household in Santiago (U.S. Dollars) 2002 207
Percent of Female Population Employed Outside the Home 2000 45
Exchange Rate (US$1= pesos) 2002 689

* UN Trade Statistics for 2002 unavailable at time of report submission
1/ Population in excess of 1,000,000.
2/ Family income more than US$ 12,000.
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Table B: Consumer Food & Edible Fishery Product Imports*

Chilelmparts Imports from theWorld  {Importsfrom the U.S. [U.SMarket Share
(InMillionsof Dallary) 1999 2000 2001| 1999 2000 2001
CONSUMER-ORIENTED AG TOTAL

8
g
s

Snack Foods (Exd. Nuts)
Breskfagt Careds& Pancake Mix
Red Meats, Fres/Chilled/Frozen
Red Mests, Prepared/Preserved
Poultry Mest

Dairy Products (Exd. Cheexd)
Cheese

Eggs& Produds

Fresh Fruit

Fresh Vegetables

Processed Fruit & Vegetables
Fruit & Vegetable Juices

Tree Nuts

Wine& Bexr

Nursary Products& Cut Howers
Pet Foods(Dog & Cat Food)
Other Consumer-Criented Products

Rormrrarbrihone se o o8
BRormNrookek ke ke e o
Borrvrarbb b m s pop o
BSuBRwBovrEBoBRod e
ENoBdwBorREond oo B ol
BRover Pl e e NBovwBob gl
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Crudtaceans
Groundfish& Hatfish
Mdlluscs

Other Fishery Products
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AGRICULTURAL PRODUCTSTOTAL 1228 1211 1214
AG, FIH & FORESTRY TOTAL 128 13x2 136

B R

B R
B8
B &
BB

0

Source FAS Globd Agricuiturd Trade Sysem  using datafrom the United Nations Satidicd Office

* UN Trade Statistics for 2002 unavailable at time of report submission
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Table C: Top 15 Suppliersof Consumer Foods & Edible Fishery Products*

Chile
Consumer-Oriented Agricultural Imports Fish & Seafood Product Imports

($1L,000) 1999 2000 2001 ($1,000) 1999 2000 2001
Brazil 45269 P14 127406 Ecuador 18283 1829 18106
Argentina 157619 16326 117289  Uruguay 1,751 1,745 1666
Paraguay 3081 47,073 5080  SuEn 73 1378 132
Ecuador 43067 44,720 097  Thaland 1229 1000 1073
| United States B35 3070 340&3| Peru 1229 Bl 43
Mexico 963 10322 10082  Argentina 73 5%6 3
Uruguay 15604 1904 9934 Korea, Republic of 2 a7 25
Netherlands 84%5 8851 9587  Brazl 189 51 249
Soan 10360 7507 8597 Russian Federation 8L A3 23
Canada 10953 11502 7706  France 18 7 20
Peru 6658 9533 7063  |United Sates 433 19 133
New Zedand 10583 20425 6993 Morocco 109 2 6/
France 6204 6593 6,084 Germany a0 &b 53
Coombia 5928 5,765 5631 Portugd 9] 9 3
Germany 6402 4653 4962  Venezuea 0 0 3
Other 48124 41,365 B0  Other 1282 516 127
World 227 5100 2543 [Word B30 ZA0 2465

Source: FAS Globa Agriculturd Trade Sysem using datafrom the United Nations Statidtica Office

* UN Trade Statistics for 2002 unavailable at time of report submission
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