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I. MARKET OVERVIEW

Chil€e s resource-based, export-led economy is expected to grow 4-5 % in 2003, after a modest
downturn in 2002. Inflation stayed below 4% during 2002, but unemployment remains around 9-10%.
The vaue of the peso declined by 15% during January 2002-October 2002, which adversely affected
consumer buying power. Unfortunately, retail sales are expected to remain depressed into 2003. Only
about 4 million people out of Chile s population of 14 million have sufficient digposable incometo be
considered potentia consumers of imported, consumer-ready food products.

Consumer Demogr aphicsin Santiago, 2002

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%

Chile sfood retailers are expected to continue fighting for market share by offering specias and
promotions to shoppers, with the order of preference for food items being discounted prices, additional
volumes, or abonus gift. The retail sector, particularly in the Santiago Metropolitan area where 40% of
the Chilean population lives, is quite sophisticated and has become increasingly concentrated with more
new and larger sores. Currently, there are 660 supermarkets with more than a million square meters of
retail space. Approximately 50% of the retail businessislocated in the hands of three chains (D& S,
Santa lsabel, and Jumbo). While private labding is successful here, it is not quite as widespread asin
the United States. To survive, the independent stores and smal chains have been joining associationsin
order to negotiate lower prices from suppliers.

The restaurant sector, which is highly vulnerable to economic conditions, has been adversdy affected
by the dump in tourism as aresult of the terrorist attack in the United States on September 11, 2001.
However, on the whole, Chile has fared better than other countriesin the region and businessis
expected to recover somewhat in 2003, athough not to the same level as when the economy enjoyed
an average growth rate of 8%. Chileans continue to dine out as frequently as before. However, they
are reducing their level or consumption and choosing more fast food restaurants. 'Y ounger generations
aso are choosing less traditiona restaurants, gravitating toward more trendy |ess expensive restaurants.
With the economic recession, restauranters are trying to attract more business with "happy hours'and
gpeciad menus. International 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*

[tem Dollars | Percent
Food and beverages 285 26.8
Transport and communications 166 15.6
Housing and utilities 149 140
Home maintenance and furnishings 9 94
Clothing A 88
Education and school fees 63 59
Health care 59 55
Recreation 538 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 cereal, frozen vegetables,
prepared frozen foods, ketchup, pet food, mayonnaise, and chocolate increased rapidly due to
changing egting habits resulting from economic growth. This trend has continued with the following
categories showing the most growth from 2000 to 2001 acoholic beverages (33%), refrigerated food
preparations (13%), bottled waters (13%), yogurts and liquid dairy products (12%), frozen meats
(12%), refrigerated salads (11%), frozen fruits (10%), frozen fish/seafood (10%), sauces (10%).

Products imported from the United States often pay a higher duty than products imported from U.S.

competitors, because Chile has negotiated free trade agreements with many of its trading partnersin
North and South America. However, a Free Trade Agreement with the United Statesis currently
being negotiated, so by 2003, competitors should no longer have atariff advantage.
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The table below identifies U.S. supplier strengths and market opportunities (Advantages) aswell as
U.S. supplier weaknesses and compstitive threats (Challenges).

Advantages

Challenges

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

The single most important factor influencing
purchasing decisonsis price.

Domestic transportation and communication
sysems are efficient in Chile.

Chile produces awide range of high qudlity
inexpensive inputs, S0 imports tend to be more
expendve visavis domestic products.

Regulations are transparent and enforcement is
generdly free of corruption.

Strict anima and plant quarantine regulations
prohibit the import of numerous products.

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

The most common worry of consumersisfood
gpoilage; in particular, they are concerned about
the expiration of shdf life.

25% of the most affluent shoppers look for
variety and awide sdlection of products.

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

The market for imported consumer foods is
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 sales volume products to
expand their line of private label 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 anecessity. Most supermarket chains prefer to buy new or less
well known products from importer/distributors.
#  Budweser beer, Edy’sice cream, Quaker ceredls and Pringles chips have shown that U.S.

products can fill ggpsin the local market if supported on the ground. Budweiser is distributed by
Chile slargest brewery; Edy’s, Quaker, and Pringles have dl used intensive sampling, in
conjunction with prominent shelf space in supermarkets, to launch their products.

#  Agent/importers must o store imported products until they are tested, and released for sale and
digribution by hedth officids of the region where the products are being stored.

#  TheMinigry of Hedth periodicaly publishes changes to the food regulationsin the Diario Oficidl.

#  For livestock products, including dairy products, importers should check with the Minigtry of
Agriculture s livestock protection service (SAG) to find out: (1) if the item needs an import
permit, and (2) if it must come from a processing plant which the Ministry has previoudy

inspected.
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Spanish labding isamust.

Consumers are very brand oriented, but mgjor supermarket chains are introducing private labels.
Sampling is usudly required to introduce new products successtully.

Middle and upper class consumers generaly steer clear of goicy, "ethnic* foods.

Consumers are not overly concerned about the hedlth aspects of fat, cholesterol, and extensive
processing. At the sametime, noting the hedlth benefits of a product can be hepful in marketing a
product.

Consumers relate expired hdf life to spoilage, which is one of their mgjor concerns when

shopping.
[11. MARKET SECTOR STRUCTURE AND TRENDS

FHRHRHFEHH
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Chile has a modern, highly competitive supermarket sector with $4.8 billion in annua sdesin 2001.
Theindudry is dominated by Chilean-owned chains which are aggressively competing with each other
for market share primarily by offering consumers low prices.  Price remains the number one criteria,
but the increase in competition, at least in the Santiago metropolitan area, has dso increased the
importance of offering awider sdection of products. More than $300 million wereinvested in
hypermarketsin 2001 and a Smilar amount ($320 million) is dated for expanding the square footage in
2002. With theincrease in the number of hyper markets and mega supermarkets, more import items
are showing up in the capitd.

Market Share of Major Super market Chains, 2002

Chain % Share
D& S (Econo, Lider, Almac) 30.2
Santa | sabel 9.7
Jumbo 85
Unimarc 37
Montserrat 30
San Fco. 2.7
Carrefour 25
Rendic 24
Montecarlo 24
LasBrisas 23
Keymarket 21
Others 305
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The hotdl, restaurant and indtitutional sector offers growing opportunities for salling processed products.
In Chile, the main med of the day islunch. Reportedly, 80 percent of businesses provide ther
employees in-house food service or vouchersto est at local restaurants. Mines and educationd
indtitutions are the leaders in offering med benefits. Asthe economy grows and urban traffic becomes
more congested, even fewer people will be able to go home for lunch. Middle and upper class
Chileans dine out at restaurants about twice a month on average. Higher wages for kitchen employees
and dtricter sanitation standards will encourage the indusiry to look for more pre-prepared or partialy
prepared products and products offering greater uniformity.

Currently, the HRI sector is divided between asmadl, but growing group of fast food chains and locally
owned establishments, such as traditional restaurants, sandwich shops and cafeteria-style food service
providers. Many of the fast food chains are multinationas which tend to import through buying offices
in the United States. The local firms buy exclusvely from loca didtributors. Therefore, to enter this
market, a U.S. exporter must engage alocd distributor and work closdy with that firmin order to
introduce new products to the restaurant industry.

Chile sfood processing sector offers some opportunity as a market for ingredients, epecialy products
used by processed meat and confectionery manufacturers. With the large number of free trade
agreements to which Chile is a Sgnator, more investment is being devoted to increasing processing
capacity to take advantage of the new export markets. However, generally the processors use the
widdy available high-quality domestic inputs, such asfruits, vegetables, mests and dairy products.
Some multinationds, like Nestle, buy through their internationd purchasing offices.

Currently, Chil€ stourist industry offers limited market opportunities for U.S. products. Approximately
65% of the vidtors are Argentines who enjoy vacationing at Chile€' s many summer beach resorts, where
restaurants specidize in local seafood. Vigtors from North America, on the other hand, are primarily
attracted to Chile for its ecotourism. In kegping with this theme, hotdls and lodges in the nationd parks
tend to serve seasond localy grown foods. Some opportunities may exist for USingredientsin
Santiago’ s large hotel chains, as these tend to cater to an internationa business clientele. While U.S.
wines cannot compete on price with locd wines, a niche marke exists for high qudity internaiondly
recognized labels.

V. BEST HIGH-VALUE PRODUCT PROSPECTS

With the signing of a US-Chilean Free Trade Agreement the following products are expected to offer
the best prospects:

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 mesats

5. Edible nuts (amonds, pistachios, and mixed nuts).
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6. Specialty pet foods (other than dry dog food).

V.KEY CONTACTSAND FURTHER INFORMATION

Mailing Address:

Office of Agriculturd Affairs
U.S. Embassy Santiago
Unit 4118

APO AA 34033-4118

Street Address.

Office of Agriculturd Affars
Embagada EE.UU.

Andres Bello 2800

Las Condes

Santiago, Chile

Phone: 56-2-330-3704

Fax: 56-2-330-3203

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

Web Sites.

http://mww.usembassy.cl; U.S. Embassy Santiago homepage. First look under "Food and
Agricultural Affairs," thenclick on "Chile’'s Market" for research reports, statistics, and contactsin
Chile.

http://mww .fasusda.gov; Foreign Agricultura Service homepage.

Technica Reports:

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

Chile s Food Sanitation Regulations are available in Spanish (officid) and English (unofficid trandation)
on the U.S. Embassy web site.
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APPENDI X:

Table A: Key Trade & Demographic I nformation

Agricultural Imports From All Countries ($Mil)/U.S. Market Share (%) 2001 1,214/8
Consumer Food Imports From All Countries ($Mil)/U.S. Market Share (%) 2001 48477
Edible Fishery Imports From All Countries ($Mil)/U.S. Market Share(%) 2001 25/1
Total Population (Millions)/Annual Growth Rate (%) 2001 154/14
Urban Population (Millions)/Annual Growth Rate (%) 2001 12.9/1.6
Number of Major Metropolitan Areas 1/ 2001 3
Size of the Middle and Upper Classes (Millions)/Growth Rate (%) 2/ 2001 5.0/5
Per Capita Gross Domestic Product (U.S. Dollars) 2001 4,320
Unemployment Rate (%) 2001 79
Annual Food Expenditures Per Household in Santiago (U.S. Dollars) 2001 207
Percent of Female Population Employed Outside the Home 2000 415
Exchange Rate (US$1= pesos) 2001 635

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
(InMillionscof Dallars)
CONSUMER-ORIENTED AG TOTAL

Imports from the World
2000 2001

1999

Importsfrom theU.S. |USMarke Share
1999 2000 2001

8
g
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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

FISH & SEAFOOD PRODUCTS
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AGRICULTURAL PRODUCTSTOTAL
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132
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Source FAS Globd Agricuiturd Trade Sysem  using datafrom the United Nations Satidicd Office
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Table C: Top 15 Supplier of Consumer Foods & Edible Fishery Products

Chile
Consumer-Oriented Agricultural Imports
($L000) 1999 2000 2001
Brazil 45260 P14 127406
Argentina 157619 163296 117289
Paraguay HWBL 47073 55080
Ecuador 43067 44720 39997
|Uni ted States B35 3070 34(IB|
Mexico 963 1032 10082
Uruguay 1564 19034 9934
Netherlands 8455 8851 9587
Sean 10330 7507 8597
Canada 1098 11502 7,706
Peru 6,658 9533 7063
New Zedand 10583 20425 6993
France 6204 6,593 6,084
Cdombia 5928 5,765 5631
Germany 6402 4,658 4962
Other 48124 41,365 33900
ond 258427 SIAGN A4

Fish & Seafood Product Imports

($L,000) 1999 2000 2001
Ecuador 18283 18299 18106
Uruguay 1,/51 1,745 1666
Spain 738 1378 132
Thailand 1229 1,000 1073
Peru 1229 Bl 743
Argentina 73 5% 323
Korea, Republic of 2 47 ss)
Brazil 189 51 249
Russian Federation 81 A3 238
France 18 7 220
|United States 433 12 133
Morocca 109 2 67
Germany 60 & 33
Portugal 66 9 3
Venezuda 40 0 3
Other 1282 516 127
Word 2600 540 2409

Source: FAS Globd Agricultura Trade Sysem using datafrom the United Nations Satistica Office
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