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In the last thirty years, Chile has experienced an economic miracle. It went from having a GDP per capita 50% lower
than that of Mexico in 1974 to one 47% higher in 2022. In that period, it went from being a country in the middle of
the table in Latin America to being, without a doubt, the most advanced economy in the region.

Not only was this significant economic growth observed, but there were also great social advances. The population
living in poverty went from more than fifty percent in the mid-1980s to only six percent in 2017. In addition, schooling
increased significantly, as did access to health. Progress was even made on the issue of inequality, a chronic problem
in Chile: the Gini coefficient, which indicates less inequality the closer it gets to zero, went from 0.56 in 1987 to 0.44
in 2020.

Despite all these advances, beginning in 2019, Chile experienced enormous protests and social discontent, which
led to the election of Gabriel Boric and the process of promulgating a new Constitution. How can these protests have
occurred in the Latin American country that has experienced the most remarkable economic and social progress in
the last half-century? This is the question posed by the economist at the University of California, Los Angeles,
Sebastian Edwards, in a magnificent recently published book called "The Chile Project. The Story of the Chicago
Boys and the Downfall of Neoliberalism." It is a complete and fascinating economic history of Chile written, it seems
to me, objectively, and that leaves essential lessons for Mexico.

The Chicago Boys are a group of Chilean economists trained at the University of Chicago who played a decisive role
in designing the economic policies implemented during the Pinochet dictatorship (which, of course, was characterized
by its violations of human rights). These economists eliminated price controls, partially opened the economy to
international trade, privatized companies, stabilized public finances, deregulated the economy, and granted
autonomy to the central bank. All this resulted in a stabilization of the economy and higher growth. However, crucial
mistakes were also made, such as maintaining a fixed exchange rate that resulted in a real overvaluation of the
currency and aggressive bank deregulation. These two factors led to a substantial economic and financial crisis in
1982.

What is interesting about the Chilean case is that when democracy returned and center-left parties united in the
Concertacion came to government, they decided to continue with the policies of economic liberalism, although with
greater emphasis on social policies. In fact, it was really until the arrival of the Concertacién governments that Chile
achieved high growth rates with substantial advances in social matters. So why did the social outbreak occur?
Edwards mentions several factors. The new pension system stands out. It changed from a pay-as-you-go one, in
which the value of the pension was previously defined, to one of individual accounts in which the amount obtained in
retirement would come from the savings and their returns. Contrary to what the reform's promoters predicted,
pensions were clearly lower than those of the previous system, which generated social discontent. On the other hand,
Edwards points out that, although inequality decreased, it remained high, supporting a feeling that the game's rules
weighted in favor of the elites
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What lessons does Chile leave for Mexico? First, growth is a necessary but not sufficient condition to achieve social
welfare. Inequality matters. Some of the Chicago Boys argued that as long as poverty decreased, inequality didn't
matter. The Chilean case shows us that social cohesion depends on not having excessive levels of inequality.
Another lesson is that markets are the most efficient mechanism for producing goods and services in most cases.
Still, some essential services, such as health, education, and pensions, cannot be left exclusively to the invisible
hand.
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DISCLAIMER

The present document does not constitute an “Investment Recommendation”, as defined in Regulation (EU) No 596/2014 of the
European Parliament and of the Council of 16 April 2014 on market abuse (“MAR”). In particular, this document does not
constitute “Investment Research” nor “Marketing Material”, for the purposes of article 36 of the Regulation (EU) 2017/565 of 25
April 2016 supplementing Directive 2014/65/EU of the European Parliament and of the Council as regards organisational
requirements and operating conditions for investment firms and defined terms for the purposes of that Directive (MIFID ).

Readers should be aware that under no circumstances should they base their investment decisions on the information
contained in this document. Those persons or entities offering investment products to these potential investors are legally
required to provide the information needed for them to take an appropriate investment decision.

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses
data or opinions regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider
to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or
implicit, regarding its accuracy, integrity or correctness.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or
decision of any kind.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited,
except in cases where it is legally permitted or expressly authorised by BBVA on its website www.bbvaresearch.com.
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