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IMF Executive Board Approves Two-Year US$23.93 Billion 
Flexible Credit Line Arrangement for Chile  

FOR IMMEDIATE RELEASE 

• The IMF approved today a two-year arrangement for Chile under the Flexible Credit Line 
(FCL), designed for crisis prevention, of about US$23.93 billion.  

• Chile qualifies for the FCL by virtue of its very strong fundamentals, institutional policy 
frameworks, track record of economic performance and policy implementation and 
commitment to maintain such policies in the future.  

• The arrangement should boost confidence, and combined with the comfortable level of 
international reserves, provide insurance against downside risks. The authorities intend to 
treat the arrangement as precautionary financing. 

WASHINGTON, DC – May 29, 2020 

The Executive Board of the International Monetary Fund (IMF) approved today a two-year 
arrangement for Chile under the Flexible Credit Line (FCL) in an amount equivalent to SDR 
17.443 billion (about US$ 23.93 billion, equivalent to 1,000 percent of quota). 

The FCL was established on March 24, 2009 as part of a major reform of the Fund’s lending 

framework (see Press Release No. 09/85). The FCL is designed for crisis prevention purposes 

as it provides the flexibility to draw on the credit line at any time during the period of the 

arrangement (one or two years), and subject to a mid-term review in two-year FCL 

arrangements. Disbursements are not phased nor conditioned on compliance with policy 

targets as in traditional IMF-supported programs. This large, upfront access with no ongoing 

conditions is justified by the very strong track records of countries that qualify for the FCL, 

which gives confidence that their economic policies will remain strong. 

Following the Executive Board’s discussion on Chile, Mrs. Kristalina Georgieva, Managing 

Director and Chair, issued the following statement: 

“Chile’s very strong fundamentals, institutional policy frameworks, and track record of 

implementing prudent macroeconomic policies have been instrumental in absorbing the 

impact of a series of recent shocks. The strong policy frameworks are anchored in the 

structural fiscal balance rule, the credible inflation-targeting framework with the free-floating 

exchange rate, and a sound financial system supported by effective regulation and 

supervision. The authorities continue to show strong commitment to maintaining very strong 

policies and institutional policy frameworks going forward.  

“Notwithstanding its very strong fundamentals and policy settings, Chile’s open economy is 

exposed to substantial external risks as a result of the ongoing Covid-19 outbreak, including a 

significant deterioration in global demand for Chilean exports, a sharp decline or reversal of 

capital inflows toward emerging markets, and an abrupt tightening of global financial 

conditions. 
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“Chile meets all the qualification criteria for an arrangement under the Flexible Credit Line 

(FCL). The FCL arrangement will help boost market confidence amid the elevated uncertainty 

and volatility in global financial markets as a result of the Covid-19 outbreak, by enhancing 

Chile’s external buffers and providing valuable insurance against tail risks. 

“The authorities intend to treat the FCL arrangement as precautionary and temporary, and to 

exit the arrangement as soon as the 24-month period is completed, conditional on a reduction 

of risks at the time of the mid-term review.” 

 



  

 

CHILE 
REQUEST FOR AN ARRANGEMENT UNDER THE FLEXIBLE 
CREDIT LINE 

EXECUTIVE SUMMARY 
 
Context: Chile’s very strong fundamentals, policy frameworks, and macroeconomic 
track record have been instrumental in helping the economy absorb the impact of 
recent shocks, including the social unrest in late 2019. Over the past three decades, 
Chile has been enjoying a very solid macroeconomic performance. The robust growth 
has resulted in one of the largest reductions in poverty and highest incomes per capita 
in the region. Owing to the fiscal rule and the long record of prudent fiscal policy, 
public debt is low by international standards and the country enjoys steady sovereign 
access to capital markets at favorable terms. The credible inflation-targeting framework 
has delivered low and stable inflation with well-anchored inflation expectations. The 
sound financial system is supported by an effective regulatory and supervisory 
framework. International reserves are at a comfortable level. The authorities remain fully 
committed to maintaining very strong policies and policy frameworks. Despite showing 
one of the highest levels of resilience among emerging market economies, Chile’s open 
economy remains exposed to substantial external risks, such as those stemming from a 
prolonged Covid-19 outbreak. 
 
Risks: Uncertainty about the near-term global trade and financial flows is exceptionally 
high. The effects of a prolonged Covid-19 outbreak on trading partner growth would 
limit exports and foreign direct investment. Persistently high global risk aversion and 
tight global financing conditions could curtail or even reverse capital inflows. Given the 
large stock of domestic securities held by non-residents, a prolonged period of flight to 
safety, especially if coupled with loss of confidence in emerging market economies, 
could lead to large pressures on the balance of payments. 
 
Flexible Credit Line (FCL): The authorities are requesting a 24-month arrangement 
under the FCL in the amount of SDR 17.443 billion (1,000 percent of quota). They intend 
to treat the arrangement as precautionary and temporary, exiting as soon as the 
24-month period is completed, conditional on favorable developments in risks 
scenarios. They consider that an FCL arrangement will help boost market confidence 
amid the elevated uncertainty and volatility in global financial markets as a result of the 
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Covid-19 outbreak. In staff’s assessment, Chile meets the qualification criteria for the 
FCL arrangement, and staff supports the authorities’ request.  
 
Fund liquidity: The proposed commitment of SDR 17.443 billion would have a 
significant but manageable impact on the Fund’s liquidity position. 
 
Process: An informal meeting to consult with the Executive Board on a possible 
FCL arrangement for Chile was held on May 12, 2020. 
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CONTEXT 
1.      Chile’s very strong fundamentals, institutional policy frameworks, and macroeconomic 
track record have been instrumental in absorbing the impact of a series of recent shocks. Over the 
past three decades, Chile has maintained very strong fundamentals and institutional policy frameworks, 
with a sustained track record of implementing very strong policies, and shown clear commitment to 
upholding such policies. Monetary policy has followed an inflation-targeting framework with a free-
floating exchange rate regime since 1999, which contributed to keeping inflation low and stable as well 
as to anchoring inflation expectations. Fiscal policy has been guided by the cyclically-adjusted fiscal 
balance rule since 2001, which contributed to saving assets in the SWFs and keeping debt low by 
international comparisons. Chile has consistently shown one of the highest levels of both policy 
credibility and quality of the regulatory framework among emerging economies (Annex I). Such features 
have allowed Chile to achieve a strong macroeconomic resilience to shocks by implementing adequate 
policy responses during the 2008–2009 global financial crisis (see Annex II) and the 2019 social unrest.  

2.      An incipient recovery following the social unrest was underway before the start of the 
Covid-19 pandemic. Notwithstanding a robust growth performance over the past decades, which 
resulted in one of the largest reductions in poverty and highest incomes per capita in the region, the 
remaining high level of inequality sparked a wave of social discontent in late 2019. After the decline 
registered in 2019Q4, economic activity gained momentum in early 2020, supported by a set of 
accommodating policies, including higher social spending and liquidity provision measures.  

3.      Notwithstanding its very strong fundamentals and policy settings, Chile’s open economy 
is exposed to substantial external risks as a result of the ongoing Covid-19 outbreak. The initial 
impact of the pandemic materialized through weaker external trade and capital outflows, and since the 
beginning of March (with the first confirmed cases of Covid-19) it has been compounded by the need to 
impose social distancing measures. Despite its very strong fundamentals and policy frameworks with a 
sustained track record of implementing very strong policies, as a globally and regionally integrated 
economy, Chile remains exposed through both trade and financial linkages to the massive global 
economic and financial shocks associated with the pandemic (Box 1). In this context, the authorities have 
requested an arrangement under the FCL to provide insurance against a wide range of adverse external 
shocks and boost investor confidence. 

4.      Staff conducted a virtual fact-finding staff visit in April to assess FCL qualification. The last 
Article IV consultation with Chile was concluded on November 7, 2018. The 2019 consultation was 
planned for late 2019 and was not completed due to the rapidly changing economic and policy 
environment. Staff held extensive meetings with a broad set of counterparts during a January 2020 visit 
to prepare the ground to conclude the Article IV consultation in spring 2020, which has been put on hold 
with the Covid-19 outbreak. Hence, staff held an additional virtual visit in April and was able to assess 
qualification in a sufficient manner and staff’s assessment is a continuing very positive assessment as in 
the 2018 Article IV consultation.1  

 
1 The staff visit was conducted in line with paragraph 3 of the Flexible Credit Line—Operational Guidance Note, 
IMF Policy Paper, August 2018: “If the latest available Article IV consultation report is more than a year old, or if 
circumstances warrant, a fact-finding staff visit may be needed to assess FCL qualification.” 
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Box 1. Global Backdrop: The Covid-19 Pandemic, Global Trade and Markets 

The contraction in economic activity due to the Covid-19 pandemic and associated containment 
measures is unprecedented. Output per head in 2020 is expected to shrink in nine-of-ten countries, by 
4.2 percent on average; as a comparison, in 2009 it fell in six-of-ten countries and by 1.6 percent on 
average, due to the global financial crisis. 33 million people filed for unemployment claims in the 
US between mid-March (when lockdowns began) and May 1, 2020, dwarfing any other six-week period in 
recent history and exceeding the estimated net loss of jobs between 2007 and 2009. Global trade and 
commodity prices collapsed, while risk aversion spiked triggering a severe flow of capital out of emerging 
markets. Infections in most countries, including Chile, continue to rise. 
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RECENT DEVELOPMENTS 
5.      Following a sharp decline in 2019Q4, economic activity in Chile started to recover in 
early 2020. After a robust growth performance in 2018 (3.9 percent), global trade tensions, weak 
performance of regional economies, and weak business confidence weighed on the Chilean 
economic activity in 2019, which decelerated to 2.2 percent (yoy) in the first three quarters of 2019. 
Following a contraction of 2.1 percent (yoy) in 2019Q4 owing to social unrest, which implied an 
overall growth rate of 1.1 percent in 2019, economic activity expanded by 1.3 percent in January and 
3.3 percent in February (yoy) supported by a set of accommodating policies in response to social 
demands. Notwithstanding the substantial reduction in poverty and improvement in income 
distribution (Figure 8), the remaining level of high income inequality sparked unprecedented 
protests and demonstration of social discontent, which led the authorities to place social demands 
at the top of the policy agenda, emphasizing higher social spending and improved access, including 
on pensions, healthcare, and various public services.  

6.      The authorities unveiled a broad set of measures in response to the social unrest. The 
policy package of about 2.1 percent of GDP announced in December 2019 included higher social 
pensions (by 50 percent), the introduction of a minimum guaranteed income, expanded healthcare 
coverage, a broadened net of subsidies for the most vulnerable, support for financing of SMEs by 
increasing the capital of the state-owned bank and the development agency, higher top bracket for 
marginal personal income tax, and higher infrastructure spending. The Central Bank of Chile (BCCh) 
increased liquidity through FX swaps and repo operations, suspending issuance and initiating 
buyback of BCCh securities, and expanding the assets eligible to be used as collateral. At 
end-November, the BCCh started spot and forward FX interventions (in the maximum amount of 
US$10 billion in each market) in a context of extreme volatility (on November 12, intra-day volatility 
reached 5 percent, pointing at impaired market conditions). The design of the intervention, i.e., 
preannounced fixed amounts, reveals the authorities’ intention to lower volatility without targeting 
an exchange rate level. As the market stabilized, the spot intervention was paused in early January 
(the actual spot intervention amounted to US$ 2.55 billion in total), while the forward intervention 
through non-deliverable forwards settled in domestic currency was limited to renewing maturing 
contracts (in the total amount of US$ 4.55 billion). This was the first FX intervention involving 
FX sales since 2002. There was no recourse to capital flow management measures. 

7.      The exchange rate has continued its strong adjustment role, amid external pressures. 
The exchange rate has been adjusting substantially 
in recent months, exercising its role as a shock 
absorber. Relative to its average value in the first 
three quarters of 2019, the NEER depreciated by 
over 7 percent in 2019Q4, and by an additional 
7 percent until end-April 2020. The Central Bank let 
the exchange rate adjust without intervention in 
2020, despite the increase in market volatility, 
letting it respond to changes in economic 
fundamentals and play its role of shock absorber. 
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8.      Headline inflation picked up recently, while core inflation remains subdued. After 
remaining close to the lower bound of the target 
range (2–4 percent) for most of 2019, headline 
inflation picked up in late 2019 as a result of the 
pass-through from the recent exchange rate 
depreciation onto domestic prices. In April 2020, 
headline annual inflation was 3.4 percent, above 
the 3 percent mid-point of the BCCh’s target 
range, but still within the range. Core inflation 
remains stable at 2.3 percent. Inflation 
expectations over the two-year policy horizon 
continue to be well anchored to the target. 

9.      The financial sector appears to be sound. As reported in December 2019, banks have 
capital above the regulatory minimum (capital adequacy ratio is 12.8 percent), are profitable (return 
on equity is 11.9 percent), exhibit low non-performing loan ratios (2 percent of total loans), and 
meet the prudential liquidity requirement.2 Credit to the private sector has been growing in line with 
economic activity for the last 10 years with no significant credit gap emerging. While there is some 
heterogeneity across borrowers, the leverage of non-financial corporations and households is on 
average in line with countries of similar level of development. Non-financial corporation external 
debt is large compared to peers, but is largely FDI-related (which reduces roll-over risk) and hedged 
against exchange rate risk. House prices and rental investment properties should continue being 
monitored, but long-term maturity, low and fixed interest rates, and limited leverage mitigate the 
risks arising from the housing market. 

10.      Several important steps were taken in 2019 to reinforce financial sector regulation and 
supervision. While the regulation is currently anchored to Basel I, the banking law adopted in 
2019 provides for aligning the regulatory framework to Basel III, which, as of end-2019, would 
require private banks to increase their capital for an amount corresponding to about 0.5 percent of 
GDP and the authorities to add about US$3.2 billion in capital to the state-owned bank. In addition, 
steps were taken to enhance consolidated supervision, including via the integration of the 
supervisors for bank, insurance, and securities in 2019. 

11.      Chile’s strong financial market resilience compared to other countries was confirmed 
during the ongoing Covid-19 turbulence, as in other crisis episodes (Figures 1 and 2). In line 
with the general trend for EMEs, non-residents’ portfolio outflows exceeded those in past episodes, 
but have started to stabilize lately (see text chart). FDI-inflows reached a historical high in 
January-February 2020, supported by the recovery of investor confidence after the social unrest (see 
Figure 5). Meanwhile, the FX reserves remained quite stable (about US$37 billion in April), just below 
their average since 2012 (about US$ 40 billion). Compared to LA5 and other EMEs, Chile recently 
experienced a smaller increase in spreads and yields on domestic sovereign bonds; in light with its 

 
2 Liquidity is monitored based on the standard Basel liquidity coverage ratio.  
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role as a shock absorber, the exchange rate 
depreciation was substantial, but not among the 
highest (see Figure 2). This performance is similar 
to what Chile experienced versus other LA 
countries in other episodes of financial turmoil 
over the past decade. (see Figure 1). 

 

 

OUTLOOK, RISKS, AND POLICIES 
 
12.      Staff projects a significant GDP decline in 2020Q2 due to the Covid-19 outbreak, 
followed by a rebound. Growth for 2020 and 2021 was revised from 0.9 percent and 2.7 percent 
(respectively) in the January WEO to -4.5 percent and 5.3 percent (respectively). Preliminary figures 
for March economic activity indicate a 3.1 percent decline (yoy), which is smaller than expected. A 
growth acceleration in 2021 was already incorporated in staff’s pre-Covid-19 projections, and is now 
compounded by the recovery from the pandemic. Inflation is projected to moderate as a result of 
the decline in economic activity, moving from 3.7 percent in March to 2.5 percent by end-2020. In 
line with the expected widening of the (negative) output gap, unemployment is projected to rise to 
about 10 percent (from 7.8 percent in February) in 2020, before moving onto a downward trend with 
the projected recovery in economic activity. 

13.      The current account deficit is expected to narrow considerably in 2020. The trade 
balance is projected to improve, as the decline in imports due to the significant peso depreciation 
and impaired domestic demand is projected to dominate the decline of exports due to the fall in 
trading partners’ external demand. Similarly, the net income balance is expected to improve with the 
projected decline in corporate profitability. 

14.      Risks from a prolonged Covid-19 outbreak are high, but other domestic risks have 
decreased. The main risk is a prolonged Covid-19 outbreak, as the associated mitigation measures 
and high uncertainties would continue to negatively affect both economic activity and confidence, 
and may impair productive capacities while placing further strain on the balance sheets of Chilean 
companies. Lower growth in China and the U.S., and a further slump in copper prices, would reduce 
export growth and may deter FDI. A Covid-19-related lower risk appetite could lead to significantly 
and persistently tighter financial conditions and capital outflows. The key additional domestic risks—
a reemergence of social protests and uncertainties stemming from the process towards a New 
Constitution which is now expected to be finalized by June 2022—have subsided. While non-
financial corporate debt remains high, leverage is largely related either to obligations to parent 
companies or hedged against foreign exchange risk. 
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Figure 1. Chile’s Resilience to External Financial Shocks 
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Figure 2. Chile: Comparison with LA5 and Other EMEs 1/ 
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15.      The Chilean authorities 
swiftly deployed a set of monetary, 
fiscal, and financial sector measures 
to contain the impact from the 
pandemic. With these actions the 
authorities aimed to mitigate the 
impact on the economy, after they 
declared a state of catastrophe on 
March 18, introduced travel restrictions, 
closed schools, and imposed curfews 
and bans on public gatherings.  

• The government presented two 
packages of fiscal measures of up to 
about US$17 billion (or about 
7 percent of GDP) to safeguard 
health, protect incomes and jobs, 
and inject liquidity into the 
economy. The set of measures includes: (i) higher healthcare spending; (ii) enhanced subsidies 
and unemployment benefits; (iii) a set of tax deferrals; (iv) liquidity provision to SMEs, including 
through the state-owned Banco del Estado; (v) accelerated disbursements for public 
procurement contracts; (vi) support for the most vulnerable and independent workers; and (vii) a 
credit-guarantee scheme to support borrowers. These swiftly undertaken measures are 
adequately focusing on containing the human and economic impact of the pandemic, but 
additional or enhanced measures might be needed in case downside risks materialize.  

• The Central Bank of Chile loosened monetary policy and implemented measures to provide 
liquidity and preserve financial stability. The policy rate was lowered by 125 basis points in March 
to 0.5 percent, which is considered by the BCCh as the “effective lower bound”. The monetary 
policy stance is appropriately 
accommodative as the policy rate 
is about 350 basis points below 
the BCCh’s estimates of the 
neutral nominal interest rate 
range (3.75 to 4.35 percent). In 
addition, the BCCh provided 
support to FX and local currency 
funding markets, by: (i) offering 
FX swaps; (ii) introducing funding-
for-lending programs; 
(iii) expanding its collateral 
framework (including corporate 
bonds and the above credit 
guarantee scheme);  

Chile: Fiscal Measures in Response to Covid-19 
(In percent of GDP) 

  

Chile: BCCh Measures in the Context of Covid-19 
(In US$ billions) 
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(iv) introducing a bank-bonds purchase program; and (v) relaxing the liquidity coverage ratio 
(the ratio remains unchanged but temporary deviations could be tolerated on a case-by-case 
basis). The BCCh authorities are also negotiating access to the Foreign and International 
Monetary Authorities Repo Facility.3 

• The Financial Market Commission (CMF) unveiled measures to facilitate the flow of credit to 
businesses and households. They include: (i) a special treatment in the establishment of 
provisions for deferred loans (while credit quality exposures remain carefully monitored); (ii) use 
of mortgage guarantees to safeguard loans for SMEs; (iii) adjustments in the treatment of assets 
received as payment and margins in derivative transactions; and (iv) delay by one year of the 
start of the implementation agenda for Basel III standards.4 

• Strong coordination. The combination of the BCCh funding-for-lending program and the 
Ministry of Finance credit-guarantee scheme shows strong coordination of the 
Ministry of Finance, the BCCh, and the CMF in their proactive response to avoid that liquidity 
problems could become more complicated and significantly affect the financial sector as well as 
households and firms. 

  

16.      The authorities have reaffirmed their commitment to fiscal prudence, but additional 
measures are needed to stabilize the debt ratio. For 2020, the structural deficit is expected to 
reach 3.5 percent of GDP, slightly above the target of 3.2 percent of GDP (revised in February 2020 
from the original 2020 target of 1.4 percent of GDP planned before the social unrest). The headline 
fiscal deficit is expected to increase to 8.0 percent of GDP owing to the policy responses to the 
social unrest and the Covid-19 pandemic, and the large cyclical adjustments to revenues.5 The deficit 

 
3 This facility will allow the BCCh to temporarily exchange U.S. Treasury securities with the Federal Reserve for 
U.S. dollars, eliminating the need to sell the securities in the open market. If the facility were to be used, the level of 
gross reserves would be unchanged, as the securities would be subtracted from reserve assets, while deposits in 
BCCh’s reserve assets would go up by the corresponding amount. 
4 Implementation of regulation related to risk weighted assets and conservation buffer will now start in Dec 2021, 
while the one on systemic charge and capital discounts in Dec 2022. 
5 Since 2001, Chile’s fiscal framework has been guided by a structural balance target for the central government. See 
more details in IMF Country Reports No. 18/311 (particularly Annex III) and 18/312. Modifications to the target do 
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will be financed by debt for about 4½ percent of GDP, bringing gross debt to about 33½ percent of 
GDP by end-2020, and by a net asset drawdown of about 3½ percent of GDP. In January, Congress 
approved a long-delayed tax reform which is expected to permanently increase annual revenue by 
0.8 percent of GDP by 2024 (the largest gains are expected from electronic invoicing, a reduction of 
tax benefits for the financial system and corporates, and a higher PIT bracket). The authorities 
remain committed to their plans for structural consolidation and debt stability over the medium 
term (lowering the structural deficit to 2.5 percent of GDP in 2021 and then by 0.5 percent of GDP in 
subsequent years, to reach a structural deficit target of 1 percent of GDP by 2024). In the short term 
the priority is to address the economic and social impact of the pandemic, including by protecting 
health, income, and jobs, especially for the most vulnerable segments of the population. Over the 
medium term, it will be essential to help the country restore its productive capacity and continue to 
reduce inequality and address social issues, while ensuring macroeconomic and debt stability. Staff 
estimates that in order to stabilize the debt ratio at about 42 percent of GDP by 2024 additional 
measures of about ½ percent of GDP are needed (as the authorities’ committed spending is about 
½ percent of GDP higher than the level that would be consistent with their 2024 target). Such a debt 
level would still be low by international standards. 

17.      The authorities have started working on plans to increase revenue and improve 
spending efficiency in the medium term. They have asked an independent advisory committee to 
work on a proposal to improve the tax structure, focusing on increasing revenue while enhancing 
productivity and incentivizing investments. They have also requested a joint TA from the OECD and 
the IMF to recommend ways to review tax expenditures and Pigouvian taxes. Ongoing efforts in 
institutionalizing a spending review framework, with TA support from the IMF Fiscal Affairs 
Department, will help improve spending efficiency. The authorities consider that past fiscal prudence 
has been a cornerstone of their ability to timely and aggressively respond to crises, and going 
forward they underscore the need for responsible policies to restore buffers and strengthen the 
fiscal rule framework (possibly by establishing formal escape clauses and explicit debt targets). 

18.      The authorities reiterated their strong commitment to maintaining the inflation 
targeting framework with a free-floating exchange rate, as signaled in their updated policy 
framework document. The appropriately accommodative monetary stance—with the policy rate at 
the effective lower bound—is consistent with achieving the inflation target at the 2-year policy 
horizon.6 In this context, the BCCh kept the policy rate unchanged in its May monetary policy 
meeting, reaffirming the need for maintaining the expansionary monetary stance over a longer 
period. Should the economic downturn and deflationary pressures exceed expectations, the 
BCCh could provide additional monetary policy easing via stronger forward guidance, asset 
purchase programs, and loans facilitated by the recent extension of the collateral framework (while 
risk mitigation measures should be introduced as market conditions stabilize). Currently, there is a 
public discussion about the possibility of allowing the BCCh to purchase government securities on 

 
not require Congress approval. General government data offers a similar picture as the central government data 
because municipalities are not allowed to borrow. 
6 While the technical lower bound may be lower than 0.5 percent, staff consider that the policy rate reached its 
effective lower bound as the benefits of a lower rate would be offset by its negative impact on money market funds. 
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the secondary market for financial stability objectives, which would expand the BCCh firepower 
further.7 In line with its long-standing policy, the BCCh intends to continue to allow the peso to 
fluctuate freely, with intervention only limited to address exceptional volatility that could endanger 
market functioning. The BCCh is considering revisiting their desired level of reserves taking into 
account recent developments, and does not envisage the need for any capital flow management 
measures (CFMs). 

19.      The authorities remain committed to further strengthening the financial sector regulatory 
and supervisory framework. The implementation of Basel III requirements would improve the resilience 
of the financial sector by requiring banks to maintain larger capital buffers than the current ones. Since 
March 2020, corporations and households have been experiencing cash-flow impairment due to the 
business disruptions related to Covid-19. The authorities acted promptly, introducing liquidity support 
measures (see paragraph 15) that contributed to prevent the cash flow impairments from translating 
into defaults, and the financial sector remains stable. According to a recent BCCh stress-test, asset 
quality is expected to deteriorate, possibly resulting by end-2021 in a decline in regulatory capital from 
12.7 percent to 10.8 percent in the BCCh baseline scenario (which is slightly more favorable than staff’s 
baseline) with no bank declining below the 8 percent minimum regulatory requirement, and to 
9.7 percent in their stress scenario (which assumes a GDP growth path of -6.6 and about 0 percent in 
2020 and 2021, respectively).8    

  

 
7 The current discussion envisages strict criteria for approval of such purchases, including high majority threshold. 
8 Central Bank of Chile, Financial Stability Report, May 2020. 



CHILE         

16 INTERNATIONAL MONETARY FUND 

THE FLEXIBLE CREDIT LINE, ACCESS CONSIDERATIONS 
AND REVIEW OF QUALIFICATION 

A.   Evolution of Risks and Exposures 

20.      Uncertainty about near-term global growth and 
financial market prices is exceptionally high. The baseline 
forecast in the April 2020 World Economic Outlook envisages a 
global growth recovery in 2021 of 5.8 percent, following an 
expected contraction of 3 percent in 2020. However, the range of 
estimates from conceivable variations in how the pandemic may 
evolve is wide: global growth in 2021 could be nearly 
8 percentage points lower than in the baseline. Indeed, longer 
containment and uncertainties about the intensity and the 
duration of the outbreak would disrupt global value chains, 
lowering external demand. Moreover, financial market indicators 
(such as the VIX) imply extremely high uncertainty among 
investors. Such an uncertainty about global future growth and the 
cost of capital will weigh on the balance of trade between Chile 
and the world, and on the movement of capital to and from Chile. 

21.      Low global growth due to a prolonged Covid-19 
outbreak would keep Chile’s exports and FDI down. The effects 
from a prolonged Covid-19 outbreak on the growth of Chile’s 
main export markets would limit both exports and foreign direct 
investment. Chile is the world’s leading exporter of copper, which 
accounts for nearly half of Chile’s merchandise exports and about 
12 percent of GDP. While copper export volumes tend to adjust 
slowly, copper prices fell by about 25 percent in the first three 
months of 2020 and are currently expected to remain low, thereby 
putting downward pressure on export revenues. The effect on the 
current account will however be mitigated by three factors. First, 
by the effect of low oil prices on the import bill. Second, by the 
decline in imports as a result of weaker domestic demand and the 
accompanying exchange rate adjustment. And third, by the lower 
net income outflows resulting from two opposing factors: the 
(positive) effect of lower dividends paid to foreign investors, which 
is expected to exceed the (negative) effect of lower repatriation of 
profits by Chilean entities with investments abroad. While the 
current account balance will deteriorate, the pressure on the 
financial account is likely to be considerably larger.  
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22.      Persistently high global risk aversion would curtail net capital inflows, particularly 
portfolio inflows. Given the large stock of externally held domestic securities and other 
investments, a prolonged period of net sales by non-residents would lead to large pressures on the 
financial account. At the same time, in a situation of a global flight to safety, large outflows by 
residents would also significantly heighten the pressure on the balance of payments.  

23.      The external economic stress index (ESI) for Chile indicates a high level of stress 
(Box 2). The index reflects movements in four key indicators of risk for Chile’s current and financial 
account balances: copper prices, trading partners’ growth, emerging markets volatility, and 
U.S. Treasury yields. The Covid-19 crisis has pushed the ESI for Chile to its worst level since the 
mid-1990s. A downside scenario in which the effects of the pandemic are prolonged could keep 
Chile under a level of external stress comparable to the one experienced during the 2008 GFC 
(which Chile navigated well), but the much longer persistence would have drastic effects on the 
economy and the balance of payments. Against this backdrop, the authorities requested an 
arrangement under the FCL. 9 

B.   Access Considerations Under an Adverse Scenario 

24.      Staff ‘s assessment is that the requested access of 1,000 percent of quota would 
provide adequate coverage against the envisaged adverse scenario (Box 3). The adverse 
scenario envisages a persistent negative effect from the pandemic rather than a speedy recovery in 
2020Q3, which would have dramatic implications with respect to the baseline, notably in terms of 
investor confidence and large adverse capital flows. 

25.      The net effect on the current 
account is likely to be moderate. A 
further deterioration in global prospects—
with respect to the baseline—would 
reduce trading partners’ demand for 
Chilean exports, including for copper that 
represents close to half of Chile’s goods 
exports, and lower overall exports by over 
US$11 billion. This would lead to a 
worsening of the trade balance by about 
US$5½ billion, after accounting for the 
offsetting decline of imports of about 
US$6 billion that would result from 

 
9 The instrument was designed to provide a credit line with large and upfront financing to members with very strong 
fundamentals and institutional policy frameworks, sustained track records of implementing very strong policies, and 
a commitment to maintaining such policies in the future. As access to the FCL is available only to members that meet 
strict qualification criteria, drawings under it are not tied to ex-post conditionality. Past reviews indicate that access to 
FCL helped lower currency volatility and sovereign bond spreads, pointing to lower probability of crisis. IMF (2014), 
“Review of Flexible Credit Line, the Precautionary and Liquidity Line, and The Rapid Financing Instrument”, IMF Policy 
Paper; and IMF (2017), “Republic of Poland: Arrangement Under the Flexible Credit Line and Cancellation of the 
Current Arrangement”, IMF Country Report 17-18.   

Chile: Current Account Changes  
Under the Adverse Scenario 

(US$ billions) 
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weaker domestic demand and the accompanying exchange rate adjustment. At the same time, such 
a shock would likely narrow the negative income balance by about US$3 billion, as the larger 
FDI-related income outflows would likely decline more than FDI-related income inflows (text table). 
Hence, the overall current account balance would likely worsen by about US$2½ billion (or about 
1 percent of GDP).  

26.      More importantly, the external shock envisaged in the adverse scenario would change 
investors’ perceptions towards emerging markets, including Chile, and result in sharp declines 
or reversals of capital flows. Overall, the financial account balance would deteriorate by about 
US$29 billion (about 12 percent of GDP) under the adverse scenario, which is larger than the reversal 
in the financial account of about 8 percent of GDP that Chile experienced during the Global Financial 
Crisis. In particular, new inflows and outflows of portfolio and other investment flows will worsen by 
about US$17 billion, while net FDI by an additional US$2 billion. In turn, a further tightening of 
global financial conditions would likely put strain on external debt servicing. In line with adverse 
scenarios for other FCL arrangements, the adverse scenario assumes 80 percent rollover of private 
external debt, which would result in an additional financing gap of about US$10 billion (Box 3). The 
difficult international environment will also affect public sector access to international capital, but 
given the limited public external short-term financing needs compared to the large size of public 
liquid assets, staff assume full rollover of public sector external debt, and no threats to public debt 
sustainability.  

27.      The adverse scenario results in a financing gap of US$23.8 billion. The financing needs 
summarized above add up to a total of US$31.4 billion (about 13 percent of GDP), stemming from a 
widening current account deficit of US$2.4 billion and a worsening in the financial account balance 
of US$29 billion. Chile would be expected to rely on drawdown of reserves of US$5.7 billion (which 
would bring the reserves to about 80 percent of the ARA metric) and of its sovereign wealth fund 
(the economic and social stabilization fund) in the amount of US$1.9 billion (or about 20 percent of 
the expected fund value for end-2020), while most of the other liquid assets of the Treasury—after 
the expected net asset financing to the deficit in 2020 of about 3½ percent of GDP—relate to the 
pension fund which is not meant for economic stabilization purposes. Overall, the resulting 
financing gap is US$23.8 billion, mainly driven by movements in the financial account, which is not 
surprising in light of Chile’s very large gross international investment positions (see text chart in 
paragraph 21).  
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Box 2. External Economic Stress Index 
Chile faces its highest level of external stress since the mid-1990s. An adverse scenario where the global effects 
of Covid-19 are prolonged would keep such external stress at a high level throughout most of 2021. 

The external economic stress index (ESI) is a compact measure of the external pressure faced by a 
specific economy. It is constructed in three steps: (i) identify the key external risks on the basis of the 
structure of the economy; (ii) choose proxies to capture these risks; and (iii) weigh them. The index is a 
weighted sum of standardized deviations of each proxy from its mean.1 

Low growth in trading partners, low copper prices, and tight financing conditions are the main 
external risks for Chile. Risks to exports are proxied by output growth in the U.S. and China, while risks to 
the copper industry, including inward FDI, are proxied by international copper prices. The open financial 
account, coupled with large stocks of debt and portfolio investment liabilities, expose Chile to changes in 
global financial conditions (although this exposure is partly mitigated by domestic institutional investors’ 
large holdings of foreign assets), which are proxied by the emerging markets volatility index (VXEEM) and 
the yield on ten-year U.S. Treasuries (detrended). The choice of the weights draws on the balance of 
payments and international investment position data, expressed in shares of GDP and normalized. The 
weight on growth in the U.S. and China (0.15) reflects the main export markets;2 the weight on the price of 
copper (0.35) reflects copper exports and FDI liabilities (adjusted to reflect the likelihood that copper and oil 
prices move in the same direction); the weights on the VXEEM (0.25) and the U.S. long-term yield 
(0.25) represent the relevance of stocks of portfolio and debt-like liabilities.  

The level of external stress suggested by the index is now slightly deeper than in any previous stress 
event since the mid-1990s. The box figure 
shows the evolution of the ESI for Chile. Its 
negative values capture episodes of high 
external stress: the Latin American crises in 1995 
and 2002, the East Asian and Russian crises in 
1997-1998, the dot-com crash in 2001, US 
financial crisis in 2007-2008, the Euro Area debt 
crisis in 2011, the taper tantrum in 2013, the 
Chinese stock market crash in 2015, and—the 
nadir thus far—Covid-19 in 2020. The baseline 
forecast reflects WEO projections for U.S. and 
Chinese growth, copper prices, and the 
U.S. 10-year bond yield. The VXEEM is assumed to return to its average level.  

The adverse scenario envisages longer Covid-19 effects in 2020 and a new outbreak in 2021. This is 
the downside scenario in the April 2020 WEO, in which U.S. growth is lower by 1.9 and 4.9 percentage points 
in 2020 and 2021, respectively, relative to the baseline, while growth in China is lower by 2.2 and 
2.9 percentage points. Copper prices are assumed to fall towards about $3,200 per ton, equivalent to about 
160 cents per pound (one standard deviation below the pre-crisis level, and close to its lowest level during 
the GFC). Persistent stress in financial markets is assumed to keep the volatility index VXEEM at current levels 
(more than two standard deviations above average). In this scenario, Chile would be under a comparable 
level of external stress to what it experienced briefly during the 2008 GFC, which Chile navigated 
successfully, but such pressure would persist for a much longer period, i.e. through 2021. 
1 The methodology is explained in Flexible Credit Line—Operational Guidance Note, IMF Policy Paper, August 2018. 
2 China and the U.S. account (directly) for 32 and 14 percent, respectively, of Chile’s total exports in 2019. 
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Box 3. Description of the Adverse Scenario 

Amid an environment of exceptionally high external risks, access of US$23.8 billion (about 1,000 percent of 
quota) can be justified under a plausible, albeit somewhat conservative, adverse scenario. Key assumptions on 
commodity price movements, exports and imports, FDI, and external debt rollover are comparable to recent 
FCL arrangements, notably the 2018 Colombia and the 2019 Mexico FCL arrangements, while portfolio and 
other flows are more conservative.  

Current account. The overall shock to the current account is the result of adverse external shocks as well as 
offsetting factors. The value of mining exports (in U.S. dollars) is assumed to drop by 27 percent, which 
corresponds to a one-standard deviation copper price shock, bringing the copper price to a similar level as 
during the GFC. Such a shock is of comparable magnitude to the oil price shock assumed in the recent 
Colombia FCL arrangement (one standard deviation). In addition, reflecting weaker global prospects under 
this downside scenario, global demand for Chilean non-mining exports is assumed to drop by 10 percent 
(about one standard deviation), comparable to scenarios in other recent FCL arrangements. The impact of 
weaker exports on the current account is largely offset by two key countervailing factors: (i) oil imports are 
assumed to decline by 27 percent, similarly to the copper price decline, and non-oil imports are assumed to 
decline by 10 percent due to expected exchange rate depreciation and weaker domestic demand; (ii) the net 
income balance would improve following a 27-percent drop in FDI-related income outflows (proportional to 
copper exports decline) that dominates a 10-percent drop in FDI-related income inflows from Chilean-
owned companies abroad. Overall, the current account deficit widens.  

Foreign Direct Investment. FDI inflows decline by 27 percent relative to the baseline, but remain above the 
average of the previous three years. This decline is smaller than in recent FCL arrangements (20-40 percent) 
and is additionally offset by the assumed decline by 10 percent of outward FDI by Chilean residents.  

Portfolio flows and other investments. In the adverse scenario, portfolio and other investment net inflows 
by both non-residents and residents worsen by about 1 standard deviation (to be more precise—
1.03 standard deviation—the amount corresponding to a 15 percent probability of a one-sided event in a 
standardized normal distribution). All of these shocks are smaller than assumed in the Mexico 2019 FCL 
arrangement (1.6 standard deviations). Nonetheless, given the relatively large size of these flows for Chile, 
the shocks result in large financing gaps. 

External debt. Rollover rates of 80 percent are assumed for amortization of private sector external debt 
(both for short-term debt at original maturity and for medium- and long-term debt coming due). This is 
near the 25th percentile of past crisis episodes and in line with most other FCL arrangements. We assume full 
rollover of public sector external debt (both short-term and medium- and long-term), given the limited 
public external short-term financing needs compared to the large size of public liquid assets, while 
additional fiscal financing needs associated with the accompanying deterioration in the fiscal deficit in the 
adverse scenario would be covered via domestic financing or a drawdown in public assets. 

Use of reserves and of the sovereign wealth fund. A drawdown of FX reserves in the amount of 
US$5.7 billion is assumed in the adverse scenario. This corresponds to the maximum drawdown subject to 
keeping reserves above 80 percent of the ARA metric. It is also assumed that US$1.9 billion will be drawn 
from the sovereign wealth fund, corresponding to about 20 percent of the expected value of the fund for 
end-2020. After the expected net asset financing to the deficit of about 3½ percent of GDP in 2020, most of 
the other liquid assets of the Treasury relate to the pension fund which is not meant for economic 
stabilization purposes. 

The box charts “Illustrative Adverse Scenario” show that the shocks employed are in line with those used in 
previous arrangements. 
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Box 3. Description of the Adverse Scenario (Continued) 
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Box 3. Description of the Adverse Scenario 1/ (Concluded) 
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C.   Review of Qualification 

28.      Sustainable external position. The external position was assessed as being broadly 
consistent with fundamentals and desirable policies in the 2018 Article IV consultation. Staff 
assessment remains unchanged for 2019, as the average current account gap based on EBA models 
for 2019 was about -0.6 percent of GDP (text table), implying an external position broadly in line 
with fundamentals. The real effective 
exchange rate gap based on the REER-
index EBA model points to the absence of 
a misalignment. The current account 
deficit widened to 3.9 percent of GDP in 
2019, which is higher than the 
corresponding EBA current account and 
ES norms of about 1 percent of GDP, but 
that was largely due to strong investment 
in mining reflecting a rebound in business 
confidence and the one-off purchase of 
airplanes (with one-off contributions 
respectively of 1½ and ¼ percent of GDP, 
totaling about 1.7 percent of GDP) and the 
effect of policy gaps was less than 
¼ percent of GDP in 2019. A preliminary 
assessment for 2020 based on recent 
developments and expectations points to a 
somewhat stronger external position, still in 
line with fundamentals. Compared to the 
average for 2019, the exchange rate 
depreciated by about 13 percent (in real 
effective terms) until end-March 2020, 
following the copper price decline and a 
deteriorating environment. In 2020, the current account deficit is expected to narrow substantially to 
less than 1 percent of GDP as a result of the sizeable depreciation of the exchange rate and the 
decline in domestic demand.10 The external DSA points to a sustainable external debt, even under 
adverse scenarios (see Annex III). The net international investment position (IIP) has narrowed 
considerably to -15 percent of GDP at end-2019, and compares favorably by most emerging market 
standards (apart from Asia, see text chart).  

29.      Capital account position dominated by private flows. Private flows have accounted for 
81.7 percent of total asset flows (FDI, portfolio, and other) and 72 percent of total liability flows 
(FDI, portfolio, and other) over the past three years. In addition, over the same horizon, the private 
sector has accounted on average for about 83 percent of total assets and about 94 percent of total 

 
10 In the March Monetary Policy Report, the Central Bank expects the 2020 current account balance at 0.3 percent of 
GDP. 

Chile: Current Account and REER Gaps in 2019 
(In percent) 
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IIP liabilities. Also, over the past three years, FDI and portfolio inflows have represented on average 
59 percent of total inflows, and private sector holdings accounted for about 95 percent of 
Chile’s external debt, while public sector institutions (multilateral and governmental) have held on 
average about 5 percent.  

30.      Track record of steady sovereign access to international capital markets at favorable 
terms. Chile has been enjoying uninterrupted access to international capital markets at favorable 
terms for several decades. It maintains investment grade status according to the three major rating 
agencies and is consistently among the highest-rated emerging market countries.11 Although its 
sovereign bond spreads have deteriorated during the ongoing turmoil (EMBIG and five-year 
CDS spreads stood at 271 and 114 bps as of May 14, 2020), they are only somewhat higher than the 
median over the past five years (190 and 90 bps, respectively), and compare favorably with peers 
(see Figure 2).12 The central government has issued external debt in each of the past five years 
(latest bonds were issued in January 2020 for US$3.3 billion and in May 2020 for US$2 billion), with a 
cumulative amount over that period equivalent to 515 percent of Chile’s quota at the Fund. 

31.      Relatively comfortable international reserve position. Reserves are relatively 
comfortable, by both emerging market and mature economy criteria.13 The ratio of reserves to the 
Fund’s reserve adequacy metric (ARA) is below but reasonably close to the 100 percent 
recommended for emerging markets—88 percent at end-2019, 90 percent on average over the last 
three years.14 Generally, reserves have traced the ARA metric well over time (see text chart) and fell 
short of the unadjusted ARA metric on average over the past three years, while remaining above the 
80 percent threshold in any year. In staff’s view, reserves are adequate due to several mitigating 
factors. First, in mature market 
economies, reserves may need to 
act mainly as a second line of 
defense against potential foreign 
exchange funding needs of the 
financial sector.15 In Chile, slightly 
more than half of non-FDI short 
term external debt are banks’ 
debts (US$22 billion), more than 
half of which is covered by liquid 

 
11 Its foreign-currency ratings are A1 for Moody’s, A+ for S&P and A for Fitch. 
12 Spreads in the January issuance were about 50-100 basis points and in the May issuance were about 150-180 basis 
points above the respective reference rates. The yields in May were 1.165 percent on the 5-year bonds in euros and 
2.454 percent on the 11-year bonds in US$.  
13 Chile is classified as a mature market economy for reserve assessment purposes in IMF (2015), “Assessing Reserve 
Adequacy—Specific Proposals” and IMF (2016), “Guidance Note on the Assessment of Reserve Adequacy and Related 
Considerations”. 
14 Adding an additional buffer for Chile’s exposure to copper price volatility gives a ratio of reserves to 
commodity-augmented ARA metric of 74 percent. 
15 Adequate supervision and prudential regulation form the first pillar—see IMF (2016). 
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foreign exchange assets, reflecting banks’ prudent FX liquidity management underpinned by the 
strong regulatory system; hence, reserves at end-2019 are more than three times estimated 
potential net FX liquidity needs of banks.16 Second, on top of international reserves, the central 
government holds approximately US$25 billion in usable liquid external assets, including 
US$12 billion in the sovereign wealth fund for economic stabilization at end-2019 which, if counted 
as reserves would raise these to 111 percent 
of ARA. These are substantially above the 
government’s short-term external financing 
needs, and can be drawn in response to 
external shocks. Third, standard benchmarks 
show that Chile compares favorably to other 
commodity-intensive mature market 
economies (e.g., Australia and New Zealand, 
see text chart; comparisons to other EMs are 
shown in Figure 3). Reserve coverage of 
prospective imports is more than twice the 
standard benchmark at 7 months, while coverage of broad money and short-term external debt is 
close to benchmarks at 20 and 92 percent respectively (see Figure 3). Fourth, the authorities are 
strongly committed to the free-floating exchange rate regime (with a solid track record of no 
FX spot intervention in support of the currency since 2002 except for a brief period during the 
recent social unrest, and of publication of intervention data), which reduces further the need for 
reserves; nonetheless, the authorities plan to revisit the reserve accumulation policy over the coming 
months. Furthermore, the authorities remain open to continue exploring other sources of 
precautionary financing. The BCCh is discussing with the People’s Bank of China about the 
possibility of enhancing a bilateral RMB/CLP currency swap agreement related to trade 
transactions.17  

32.      Sustainable public debt position and sound public finances. Fiscal policy remains 
prudent, guided by the fiscal rule operationalized via structural deficit targets. The authorities 
expressed their commitment to debt stability in the medium term, if necessary by undertaking 
additional revenue and expenditure measures beyond those that will bring the structural deficit to 
the 2024 target of 1 percent of GDP. In staff calculation, a medium-term fiscal consolidation that 
lowers the structural deficit to 0.5 percent of GDP by 2025 would stabilize the debt ratio at about 
42 percent of GDP. A debt sustainability analysis (Annex IV) shows that the debt trajectory is robust 
to standard shocks (to growth, the exchange rate, interest rates). Chile’s debt is sustainable with a 
high probability, due to low debt levels, adequate reserves, significant buffers, sound 
macro-fundamentals and strong policy track record. Despite adverse global financial conditions, 
liquidity risks are mitigated by the large domestic banking sector, which has ample room to absorb 

 
16 In the non-bank part of the financial system, institutional investors (i.e. pension funds) have a positive net foreign 
asset position. 
17The agreement was signed in 2015, creating a line of up to RMB 22 billion (about $3 billion), to facilitate direct 
settlement of trade between Chile and China in case of disruptions in the RMB market. The agreement may not be 
suitable for addressing broader balance of payment support, has never been drawn upon, and the resources are not 
included in Chile’s international reserves.  
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issuance in the case of external financing disruptions, and sizable assets. A strong fiscal framework, 
its relatively low debt level by international standards (both in gross and net terms) and substantial 
fiscal buffers (including a sovereign wealth fund and other assets) are expected to help Chile 
undertake countercyclical policies. 

  

33.      Low and stable inflation in the context of a sound monetary and exchange rate policy 
framework. Chile maintains a free-floating exchange rate system and the BCCh has been successful 
in maintaining inflation around 3 percent (the 
mid-point of the target range) since the 
introduction of the inflation-targeting regime in 
1999 (with an average of 3.2 percent). Inflation 
expectations at the 12-month horizon have been 
firmly anchored to the target over the past 10 
years. Due to the high credibility of its monetary 
policy, the exchange rate pass-through to 
domestic prices is among the lowest in the 
region. The BCCh has had a small and negative 
equity for a long time, which has not 
compromised policy solvency and does not 
require immediate recapitalization. Its independence is well-established. For the sake of 
accountability, the BCCh has voluntarily undergone an independent external evaluation of the 
conduct of its monetary and financial policy: the expert panel highlighted high standards of policy 
analysis, conduct, and independence. The BCCh monetary policy transparency has been ranked high 
among inflation-targeting regimes.18 

34.      Sound financial system and the absence of solvency problems that may threaten 
systemic stability. The financial sector appears to be sound overall (see recent developments) and 

 
18 Dincer, N., B. Eichengreen, and P. Geraats (2019), Transparency of Monetary Policy in the Postcrisis World, in 
D.G. Mayes, P.L. Siklos, and J.-E. Sturm (Editors), The Oxford Handbook of the Economics of Central Banking, 
Oxford University Press. 
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capital buffers will be reinforced starting in 2021. At end-2019, estimated capital needs to meet the 
Basel III regulatory requirements by 2024, which include capital conservation buffer and capital 
discounts, are estimated at 1.6 percent of GDP for both private and public banks.19 Large banks, 
which are currently sound, should continue to be closely monitored because of their systemic nature 
(the sector is relatively concentrated) and in light of potential resolution challenges for systemic 
institutions in a downside scenario. Systemic risk arising from non-financial sector external debt is 
low—as about half is FDI-related and the rest is generally hedged against exchange rate risk—but 
should continue to be monitored, together with SME portfolio health. Pension funds are well-
supervised and soundly managed.  

35.      Effective financial sector supervision. The 2011 FSAP concluded that Chile‘s financial 
regulatory and supervisory system is robust and the 2018 Article IV staff report and the recent staff 
visits did not find substantial concerns regarding the supervisory framework. An update of the 
FSAP is underway but was delayed to November 2020 due to the Covid-19 pandemic. The 
supervisory authorities are committed to align the regulatory framework with Basel III, with a one-
year postponement of the start of the implementation process justified by the circumstances 
surrounding the Covid-19 crisis, striking the right balance between temporary regulatory needs and 
medium-term stability concerns (banks are expected to catch up in 2021 and 2022 on Basel III 
capital and liquidity requirements). Restructuring the supervisory framework is expected to reduce 
opportunities for regulatory arbitrage that could result from the prevailing conglomerate structure 
in the financial sector. Basel III alignment and the new supervisory structure are expected to close 
many of the gaps identified in an otherwise strong supervisory system. Progress remains to be 
made, however, in terms of early intervention and bank resolution regime. Chile is undergoing an 
assessment against the Financial Action Task Force (FATF) anti-money laundering/combating the 
financing of terrorism (AML/CFT) standard by GAFILAT (FATF Latin America regional body), which is 
currently delayed due to the Covid-19 outbreak and will include a set of recommendations to 
further strengthen the AML/CFT framework.   

36.      Data quality and integrity. On March 20, 2020, Chile adhered to the Fund’s Special Data 
Dissemination Standard (SDDS) Plus—the highest tier of the IMF’s Data Standards Initiatives. 

37.      Track record. Chile continues to have a sustained track record of implementing very strong 
policies, including in response to previous significant shock episodes, owing to its very strong fiscal 
and monetary institutional frameworks. According to staff’s assessment, all relevant core indicators 
were met in each of the five most recent years. 

38.      Institutional strength. Chile’s very strong fiscal and monetary institutional frameworks, 
coupled with one of the highest levels of policy credibility and regulatory quality among emerging 
markets (Annex I), allowed an effective adjustment to shocks, including during the Global Financial 
Crisis. In particular, fiscal and monetary policies show very strong countercyclical responses, while at 
the same time the country has been relying on the shock absorbing power of the free-floating 

 
19 Banco del Estado received 0.2 percent of GDP in capital under the stimulus plan to support lending to SMEs. The 
recapitalization figure mentioned in this paragraph reflects the capital need to meet the Basel III requirement at the 
2024 horizon. 
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exchange rate regime, and on maintaining open capital accounts, resulting in one of the best 
responses to the crisis episode among emerging markets (Annex II). Chile continues to lead the 
regional average for all six indicators presented in the 2018 Worldwide Governance Indicators 
report; in particular, regulatory quality, control of corruption, and government effectiveness rank 
above the 80th percentile among all countries.20 

D.   Exit Strategy 

39.      The authorities intend to exit the FCL arrangement at the end of the 24-month period, 
conditional on a reduction of the risks considered at the time of the mid-term review. The 
authorities underscore that the FCL arrangement is requested under the current extraordinary 
circumstances and will not form part of a permanent strategy for medium term resilience, which 
remains anchored in very strong macroeconomic policies and in further strengthening the 
regulatory environment and buffers. The exit strategy will take into consideration the evolution of 
the ongoing risks at the time of the mid-term review, and, if favorable, intend to start preparations 
for the exit well in advance. 

IMPACT ON FUND FINANCES, RISKS AND 
SAFEGUARDS 
40.      The proposed arrangement for Chile under the FCL (SDR 17.443 billion, or 1,000 
percent of quota) would have a significant but manageable impact on the Fund’s liquidity. 
The Fund’s Forward Commitment Capacity (FCC) would decline by over 9 percent from its current 
level of SDR 190 billion to around SDR 173 billion (Table 8). If Chile were to draw under the FCL 
arrangement it would be automatically excluded from the Financial Transaction Plan (FTP) and the 
FCC, which is currently only based on quota resources, would decline by another SDR 1.4 billion.21  

41.      If the resources available under the FCL arrangement were fully drawn, the GRA credit 
exposure to Chile would be the Fund’s second largest. 

• Fund credit to Chile would represent 19.8 percent of total GRA credit outstanding as of May 15, 
2020, and 16.6 percent of GRA credit outstanding including Chile's purchase. Chile would be the 
second largest Fund exposure after Argentina (SDR 31.9 billion) and before Egypt 
(SDR 10.6 billion). The concentration of Fund credit among the top five users of GRA resources 
would increase marginally to about 68.5 percent, up from 67.1 percent, as of May 15, 2020.  

• Fund credit to Chile would be over 104 percent of the Fund's precautionary balances as of end-
FY2020.  

  

 
20 The other indicators are political stability, rule of law, and voice and accountability. 
21 Taking into account resources held as prudential balances, the decline in the FCC would be equal to 80 percent of 
Chile’s quota. See Financial Transactions Plan for the Period October 2019 – April 2020.  
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Figure 3. Chile: Reserve Coverage in an International Perspective 
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42.      Nonetheless, staff judges risks to the Fund's credit exposures from Chile's FCL request 
to be manageable, with several mitigating factors: 

• If Chile were to draw all the resources available under the new FCL arrangement under the 
adverse drawing scenario outlined in Section B, GRA credit exposure to Chile would be the 
Fund's second largest (after Argentina) and Chile's total external debt would rise to 93 percent 
of GDP at the end of this year before falling gradually but steadily over the medium term. 
Moreover, some of Chile's capacity to repay indicators, assuming full drawing of 1,000 percent 
of quota under an adverse drawing scenario, would indicate relatively large credit exposure 
when compared with recent exceptional access programs. For example, the stock of outstanding 
Fund credit as a share of exports of goods and services, or of gross official reserves, would be in 
the top quintile for exceptional access SBAs approved since 2008, as would be peak Fund 
obligations (amortization and debt service) as a share of exports of goods and services. Other 
indicators of Chile's capacity to repay are in a moderate range.  

• At the same time, the Chilean authorities intend to treat the arrangement as precautionary. 
Assuming domestic political risks remain contained, Chile would continue to be able to rely on 
robust institutions with a very strong policy implementation record. Moreover, Chile has a track 
record of uninterrupted access to international capital markets at favorable terms for several 
decades and maintains investment grade status. Notably, it has also consistently been among 
the highest-rated emerging market countries.  

43.      FCL safeguards procedures are in progress. The authorities have provided authorization 
for the external auditors of the BCCh to hold discussions with staff. In addition, staff has obtained 
copies of the central bank’s audited financial statements and the management letter for FY2019. 
Once completed, the results of the procedures will be included in the next staff report for Chile. 

STAFF APPRAISAL 
44.      Staff’s assessment is that Chile meets the qualification criteria for access to FCL 
resources. Chile has very strong economic fundamentals and institutional policy frameworks, a 
sustained track record of implementing very strong macroeconomic policies that have helped the 
country build resilience and navigate through a series of recent shocks, and remains committed to 
maintaining such prudent policies in the future. Chile meets all qualification criteria. Given all these 
factors, staff assess that Chile will respond appropriately to the balance-of-payment difficulties that 
it is encountering or could encounter. Staff’s assessment is in line with the very positive assessment 
of the member’s policies by the Executive Board in the context of the 2018 Article IV consultation. 
Notwithstanding its very strong fundamentals and policy settings, Chile’s open economy is exposed 
to substantial external risks as a result of the ongoing Covid-19 outbreak. In light of this, the 
FCL arrangement would provide valuable insurance against external tail risks.  

45.      Staff recommends approval of the authorities’ request for an FCL arrangement for 
Chile and considers that access at 1,000 percent of quota is appropriate given the 
extraordinary downside risks currently weighing on the global outlook. Uncertainties 
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surrounding the global outlook are extremely high, and Chile’s economy remains highly exposed. 
Such risks include a significant deterioration in global demand for Chilean exports, a sharp decline 
or reversal of capital inflows toward emerging markets, and an abrupt tightening of global financial 
conditions. In this context, an FCL arrangement will help boost market confidence amid the elevated 
uncertainty and volatility in global financial markets, by enhancing Chile’s external buffers and 
providing insurance against tail risks. The authorities intend to exit the FCL at the end of the 
24-month period, conditional on a reduction of the risks considered at the time of the mid-term 
review. 

46.      Staff considers the risks to the Fund from the proposed FCL arrangement to be 
significant but manageable. If fully drawn, GRA credit exposure to Chile would be the Fund’s 
second largest, but risks would be contained by several mitigating factors. The authorities intend to 
treat the FCL arrangement as precautionary. In addition, the authorities have a long and excellent 
track record of very strong macroeconomic performance and firm commitment to maintaining 
prudent policies in the future. In light of this, risks to the Fund are contained even in the case of 
drawing. 
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Figure 4. Chile: FCL Qualification  
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Figure 5. Chile: Economic Activity 
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Figure 6. Chile: External Sector 
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Figure 7. Chile: Financial Sector  
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Figure 8. Chile: Poverty and Income Distribution  
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Table 1. Chile: Selected Social and Economic Indicators 1/ 
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Table 2. Chile: Summary Operations of the Central Government 
(In percent of GDP; unless otherwise specified) 
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Table 3. Chile: Balance of Payments 1/ 
(In millions of USD; unless otherwise specified) 
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Table 4. Chile: Monetary Survey 
(In billions of pesos; unless otherwise specified) 
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Table 5. Chile: Medium-Term Macroeconomic Framework 1/ 
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Table 6. Chile: Indicators of External Vulnerabilities 1/ 
(In percent; unless otherwise specified) 
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Table 7. Chile: Financial Soundness Indicators 
(In percent; unless otherwise specified) 
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Table 8. Chile: FCL Arrangement for Chile—Impact on GRA Finances 
(In SDR millions, unless otherwise indicated) 
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Table 9. Chile: Indicators of Fund Credit, 2019–2025 1/ 
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Annex I. Chile’s Record on Policy Credibility and Institutional 
Settings 

 
 
The credibility of the Central Bank of Chile, 
measured by the degree of anchoring inflation 
expectations, has been consistently one of the 
highest among EMEs… 

…and Chile has been an outperformer 
among EMEs in terms of the quality of the 
regulatory framework.  

Note: Dark gray columns denote the 25th and 75th percentiles, light gray columns denote the 10th and 90th percentiles, and 

red solid line denotes Chile. 

Source: World Bank’ World Governance Indicators, and Bems et al. (2018). 
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Annex II. Chile vs. EMEs: Comparison of Responses to the Global 
Financial Crisis 

Chile’s macroeconomic performance following the 2008-09 Global Financial Crisis has been one of 
the best among the set of 25 largest EMEs, anchored in the continued strengthening of its 
institutional policy frameworks, including the inflation-targeting framework with free-floating 
exchange rate as well as the fiscal policy guided by the structural fiscal balance rule. 

Comparison of Responses to the Global Financial Crises 

Trading partners’ growth (%) Non-FDI capital inflows (% GDP) 

  
Short-term interest rate (%) Fiscal balance (% GDP) 

 

 

NEER (% change) REER (% change) 
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Comparison of Responses to the Global Financial Crises (Concluded) 
GDP growth (%) Unemployment (%)   

Note: Dark gray areas denote the 25th and 75th percentiles, light gray areas denote the 10th and 90th percentiles, and red 
solid line denotes Chile. A value of zero in the horizontal axis marks the start of the crisis. The horizontal axis denotes the 
number of quarters before and after the start of the crisis. 

Sources: IMF World Economic Outlook database, International Financial Statistics, INS, Haver, Bloomberg and authors’ 
calculations. 
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Annex III. External Debt Sustainability Analysis 
 

Table 1. Chile: External Debt Sustainability Framework 
(In percent of GDP, unless otherwise indicated) 
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Figure 1. Chile: External Debt Sustainability Bound Tests 1/ 2/ 

(External debt in percent of GDP) 
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Annex IV. Debt Sustainability Analysis 

Figure 1. Chile: Macro-Fiscal Stress Tests  

As of May 14, 2020
2/ 2018 2019 2020 2021 2022 2023 2024 2025 Sovereign Spreads

Nominal gross public debt 14.1 25.6 27.9 33.3 36.4 39.4 41.0 41.9 41.7 EMBIG (bp) 3/ 271
Public gross financing needs 3.0 4.9 4.9 8.5 4.8 3.0 3.5 1.2 1.8 5Y CDS (bp) 114

Real GDP growth (in percent) 3.0 3.9 1.1 -4.5 5.3 3.2 2.5 2.5 2.5 Ratings Foreign Local
Inflation (GDP deflator, in percent) 4.4 2.4 2.7 3.9 1.9 2.7 2.8 2.8 2.8 Moody's A1 A1
Nominal GDP growth (in percent) 7.5 6.4 3.8 -0.8 7.3 6.0 5.4 5.4 5.4 S&Ps A+ AA-
Effective interest rate (in percent) 4/ 6.3 3.8 3.7 3.8 2.6 2.6 3.0 2.6 2.5 Fitch A A+

2018 2019 2020 2021 2022 2023 2024 2025 cumulative
Change in gross public sector debt 2.1 2.0 2.3 5.4 3.1 3.0 1.6 0.9 -0.2 13.7
Identified debt-creating flows 1.9 1.5 2.4 5.3 3.4 3.2 1.7 1.0 -0.2 14.5
Primary deficit 1.3 1.3 2.5 7.4 2.0 2.3 1.1 0.6 0.5 14.1

Primary (noninterest) revenue and grants 20.6 21.5 20.7 18.5 21.5 21.0 21.3 21.2 21.1 124.5
Primary (noninterest) expenditure 21.8 22.8 23.2 25.9 23.5 23.3 22.5 21.8 21.7 138.6

Automatic debt dynamics 5/ -0.2 0.0 0.3 1.3 -1.4 -1.2 -0.9 -1.1 -1.1 -4.4
Interest rate/growth differential 6/ -0.2 -0.6 0.0 1.3 -1.4 -1.2 -0.9 -1.1 -1.1 -4.4

Of which: real interest rate 0.1 0.3 0.2 0.0 0.2 -0.1 0.0 -0.1 -0.1 0.0
Of which: real GDP growth -0.3 -0.9 -0.3 1.3 -1.6 -1.1 -0.9 -1.0 -1.0 -4.4

Exchange rate depreciation 7/ 0.0 0.5 0.4 … … … … … … …
Other identified debt-creating flows 0.9 0.3 -0.4 -3.4 2.9 2.1 1.5 1.4 0.4 4.8

Net acquistion of Financial Assets (negative) 0.3 0.0 -0.6 -3.6 2.7 1.9 1.4 1.4 0.4 4.2
Contingent liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Net Repayment of Recognition Bond 0.6 0.3 0.2 0.2 0.2 0.1 0.1 0.1 0.0 0.7

Residual, including asset changes 8/ 0.1 0.4 0.0 0.1 -0.4 -0.2 -0.2 -0.1 0.0 -0.8

Source: IMF staff.
1/ Public sector is defined as central government.
2/ Based on available data.
3/ EMBIG.
4/ Defined as interest payments divided by debt stock (excluding guarantees) at the end of previous year.
5/ Derived as [(r - π(1+g) - g + ae(1+r)]/(1+g+π+gπ)) times previous period debt ratio, with r = interest rate; π = growth rate of GDP deflator; g = real GDP growth rate;

a = share of foreign-currency denominated debt; and e = nominal exchange rate depreciation (measured by increase in local currency value of U.S. dollar).
6/ The real interest rate contribution is derived from the numerator in footnote 5 as r - π (1+g) and the real growth contribution as -g.
7/ The exchange rate contribution is derived from the numerator in footnote 5 as ae(1+r). 
8/ Includes asset changes and interest revenues (if any). For projections, includes exchange rate changes during the projection period.
9/ Assumes that key variables (real GDP growth, real interest rate, and other identified debt-creating flows) remain at the level of the last projection year.

-0.7
balance 9/

primary
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Figure 2. Chile: Composition of Public Debt and Alternative Scenarios 

 
 

  

Baseline Scenario 2020 2021 2022 2023 2024 2025 Historical Scenario 2020 2021 2022 2023 2024 2025
Real GDP growth -4.5 5.3 3.2 2.5 2.5 2.5 Real GDP growth -4.5 3.3 3.3 3.3 3.3 3.3
Inflation 3.9 1.9 2.7 2.8 2.8 2.8 Inflation 3.9 1.9 2.7 2.8 2.8 2.8
Primary Balance -7.4 -2.0 -2.3 -1.1 -0.6 -0.5 Primary Balance -7.4 -1.1 -1.1 -1.1 -1.1 -1.1
Effective interest rate 3.8 2.6 2.6 3.0 2.6 2.5 Effective interest rate 3.8 2.6 2.9 3.5 3.2 3.1

Constant Primary Balance Scenario Contingent Liability Shock
Real GDP growth -4.5 5.3 3.2 2.5 2.5 2.5 Real GDP growth -4.5 3.3 1.3 2.5 2.5 2.5
Inflation 3.9 1.9 2.7 2.8 2.8 2.8 Inflation 3.9 1.4 2.2 2.8 2.8 2.8
Primary Balance -7.4 -7.4 -7.4 -7.4 -7.4 -7.4 Primary Balance -7.4 -11.0 -2.3 -1.1 -0.6 -0.5
Effective interest rate 3.8 2.6 2.2 2.5 2.1 1.9 Effective interest rate 3.8 3.0 2.9 3.2 2.8 2.7

Source: IMF staff.
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Figure 3. Chile: Macro-Fiscal Stress Tests 

 
 

  

Primary Balance Shock 2020 2021 2022 2023 2024 2025 Real GDP Growth Shock 2020 2021 2022 2023 2024 2025
Real GDP growth -4.5 5.3 3.2 2.5 2.5 2.5 Real GDP growth -4.5 3.3 1.3 2.5 2.5 2.5
Inflation 3.9 1.9 2.7 2.8 2.8 2.8 Inflation 3.9 1.4 2.2 2.8 2.8 2.8
Primary balance -7.4 -4.7 -2.3 -1.7 -0.9 -0.6 Primary balance -7.4 -2.6 -3.5 -1.1 -0.6 -0.5
Effective interest rate 3.8 2.6 2.6 2.9 2.6 2.5 Effective interest rate 3.8 2.6 2.6 3.0 2.6 2.5

Real Interest Rate Shock Real Exchange Rate Shock
Real GDP growth -4.5 5.3 3.2 2.5 2.5 2.5 Real GDP growth -4.5 5.3 3.2 2.5 2.5 2.5
Inflation 3.9 1.9 2.7 2.8 2.8 2.8 Inflation 3.9 7.3 2.7 2.8 2.8 2.8
Primary balance -7.4 -2.0 -2.3 -1.1 -0.6 -0.5 Primary balance -7.4 -2.0 -2.3 -1.1 -0.6 -0.5
Effective interest rate 3.8 2.6 3.5 4.4 4.5 4.5 Effective interest rate 3.8 2.8 2.6 3.0 2.7 2.5

Combined Shock
Real GDP growth -4.5 3.3 1.3 2.5 2.5 2.5
Inflation 3.9 1.4 2.2 2.8 2.8 2.8
Primary balance -7.4 -4.7 -3.5 -1.7 -0.9 -0.6
Effective interest rate 3.8 2.8 3.6 4.4 4.5 4.6

Source: IMF staff.
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Figure 4. Chile: Risk Assessment  

 

Chile

Source: IMF staff.
1/ The cell is highlighted in green if debt burden benchmark of 70% is not exceeded under the specific shock or baseline, yellow if exceeded under specific shock but not 
baseline, red if benchmark is exceeded under baseline, white if stress test is not relevant.
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Appendix I. Written Communication 
 

Santiago, May 21, 2020 

Ms. Kristalina Georgieva 
Managing Director 
International Monetary Fund 
700 19th Street, N.W. 
Washington, D.C. 20431 
 
Dear Ms. Georgieva: 
 
The COVID-19 Pandemic could cause a significant impact on Chile’s economy, as the propagation of 
the virus in other countries suggests, affecting businesses’ sales and cash flows, and potentially 
resulting in a material negative outcome. The liquidity stress, if long enough, could turn into a 
solvency problem in the corporate sector, particularly for small and medium enterprises.  

The immediate negative consequences of the pandemic already justified a considerable revision of 
the economic growth outlook for the year. The repercussions on activity, the labor market and the 
financial sector could be deeper, but the very solid track record of Chile’s policy frameworks, and the 
swift implementation of bold monetary and fiscal measures are expected to mitigate the impact of 
the crisis. This allows Chile to be one of the economies in the region with the fastest expected 
recovery in 2021. The credible and rule-based fiscal and monetary frameworks, the adequate level of 
sovereign buffers and central bank international reserves, amidst a sound and adequately capitalized 
financial system, allowed for this sizable response. 

Chile is a small open economy, dependent on commodity exports, with a comfortable external 
position. The current account is financed mainly by private creditors. Capital outflows, as of now, 
have not been as massive as in other emerging economies, due to confidence of foreign investors 
and the weight of domestic institutional investors. In fact, Chile’s very strong policies and 
institutional frameworks have facilitated continued access to international capital markets at 
favorable terms, for the government and the private sector. The flexible exchange rate regime has 
been instrumental in dealing with external shocks, acting as a shock absorber. The corporate sector 
is well hedged against exchange rate volatility, and therefore balance-sheet effects are contained.  

Prior to the COVID-19 shock, the country was on a clear path of recovery after the social turmoil 
depressed activity in October and November of 2019. The Constitutional process launched in 
response to the more fundamental triggers of these events has been postponed, while the value of 
institutions and cooperation has resurfaced. This process is now expected to begin in the last 
quarter of 2020 and, if all steps are accomplished without delay, could take two years to complete. 

Still, the uncertainty about how the global economy will cope with the pandemic and its economic 
aftershock, including external demand and international financial markets, are downside risks for 
Chile’s economic outlook. The country is still under a targeted and progressive lockdown whose full 
impact on the economy is yet to be seen. 
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Against this backdrop, and following the Central Bank’s initial expression of interest, Chile has 
requested an arrangement from the International Monetary Fund under the Flexible Credit Line 
(FCL) in the amount of SDR 17.443 billion, equivalent to 1000 percent of our quota, covering a 
period of 24 months. The amount of access is justified by the need to provide a strong signal to 
reinforce market confidence amid unprecedented uncertainty and volatility in global financial 
markets, in case of balance of payments difficulties that Chile might encounter. We intend to treat 
the arrangement as precautionary, strengthening this signal and underscoring the insurance 
component of the FCL. If approved, the Central Bank will also be responsible for managing financial 
operations associated with the FCL arrangement. 

Chile has a very high degree of regional and global integration in financial markets, explaining large 
asset and liabilities’ international investment positions, exceeding 150 percent of GDP. A prolonged 
COVID-19 outbreak may lead to a sudden shift in investors’ confidence in emerging markets, 
affecting also Chile. The experience during the Global Financial Crisis, when the impact on the 
financial account was sizable, justifies the concern, as the current juncture may lead to an even 
larger shock. In fact, a material decrease in net inflows together with larger outflows of portfolio and 
other investments, could explain 70 percent of the estimated financing gap under a severe adverse 
scenario. In addition, past episodes warn about the likelihood of significant strains in private debt 
servicing. Likewise, the high degree of openness and its position as the world’s leading copper 
exporter, expose Chile to a current account deterioration if the negative impact from lower global 
demand coincides with a sharp drop in copper prices. The current account deficit widening is not 
expected to be as large as the financial account reversal, and it is expected to be covered by the 
drawdowns of international reserves and sovereign wealth fund assets. Overall, amid an 
environment of exceptionally high external risks, the financing gap would amount to US$23.8 billion. 

The policy response against possible shocks is multilayered, including low policy interest rates, 
amplification of non-conventional monetary measures, possible intervention in the foreign exchange 
market in case of excess volatility of the real exchange rate, and combined measures to stimulate 
credit. This also includes an accommodative fiscal policy through automatic stabilizers, funded by 
debt and drawdowns of the sovereign wealth fund, to name a few. 

These exceptional circumstances are expected to be temporary, and hence Chile intends to maintain 
the FCL arrangement on a temporary basis. At the time of the mid-term review, we will reassess the 
external conditions and access. Conditional on a reduction of the risks, we intend to fully exit as 
soon as the 24-month period is completed, while starting the exit preparations well in advance, 
including through an adequate communication strategy.  

Chile’s very strong institutions ensure preparedness to withstand adverse shocks, and a commitment 
to maintaining very strong policies in the future. Chile has benefited from its long and excellent 
track record of very strong macroeconomic performance, based on prudent policies, which we are 
firmly committed to maintain in the future. Such policies include: (a) an inflation targeting monetary 
policy framework with a free-floating exchange rate; (b) a responsible fiscal policy, based on a 
structural budget measure, aimed at stabilizing debt in the medium term, and (c) a deep and solid 
financial system, further strengthened by the recent General Banking Law, which strengthens the 



CHILE 

INTERNATIONAL MONETARY FUND 57 

financial sector regulatory and supervisory framework and adopts the Basel III standards. In light of 
the challenges posed by the Covid-19 crisis we intend to further gain policy space by revisiting the 
reserve accumulation policy, as well as revenue and spending policies in the medium term, as 
needed.  

We fully share the objectives of the FCL arrangement and stand ready to cooperate with Fund staff 
in monitoring its implementation in Chile.  

The relationship of Chile with the Fund is longstanding, not only as a member, but as a creditor, with 
a current position of SDR 691 million in the NAB and a bilateral agreement that amounts to SDR 960 
million, both committed in response to the Fund’s call for financial support after the Global Financial 
Crisis. Chile is committed to supporting the Fund to fulfil its core mandate. It plans to complete in 
the next few months all necessary procedures for its continuing provision of credit under the Fund’s 
amended New Arrangements to Borrow and new bilateral borrowing agreements. 

 
 

Sincerely yours, 
 
 

 
 

/s/ 
Mario Marcel Cullell 

/s/ 
Ignacio Briones Rojas 

Governor Minister 
Central Bank of Chile Ministry of Finance of Chile 
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INTRODUCTION 
1. This note assesses the impact of the proposed Flexible Credit Line (FCL) arrangement
for Chile on the Fund’s finances and liquidity position, in accordance with the policy on FCL
arrangements.1 The proposed arrangement would cover a 24-month period, with an access level
amounting to SDR 17,443 million (1,000 percent of quota). The Chilean authorities see the FCL as a
complement to existing buffers, providing insurance against elevated external risks—including those
that would arise from a prolonged outbreak of the COVID-19 pandemic. They intend to treat the
arrangement as precautionary and temporary, exiting as soon as the 24-month period is completed,
conditional on favorable developments in external risks.

BACKGROUND 
2. Chile has an exemplary track record of meeting its obligations to the Fund under past
arrangements. Chile had several Fund arrangements during the 1950s to 1980s. Since 1980, Chile
has had three arrangements with the Fund, an Extended Fund Facility (EFF) arrangement from
August 1985 to August 1989 (SDR 825 million, 187 percent of its quota at approval) and two
Stand-By Arrangements (SBAs), from January 1983 to January 1985 (SDR 500 million, 154 percent of
quota at approval) and from November 1989 to November 1990 (SDR 64 million, 14.5 percent of
quota at approval). Chile has no outstanding credit with the Fund (Annex 1).

3. Chile has established very strong policy and institutional frameworks.2 Over the past
two decades growth averaged about 4 percent, consistently above the average for the region. Since
the introduction of the inflation targeting regime in 1999, inflation has remained around the central
bank’s target range (3 +/- 1 percent), supported by a strong monetary policy institutional framework
and well-anchored inflation expectations. A strong fiscal framework anchored on a fiscal rule and
structural deficit targets, a relatively low level of public debt by international standards (both in
gross and net terms), and substantial fiscal buffers (including a sovereign wealth fund and other
assets) are expected to provide ample room for Chile to undertake countercyclical fiscal policies in
the wake of the current COVID-19 global pandemic. Chile‘s financial regulatory and supervisory
system is robust. The recently approved general banking law will further bolster the resilience of the
banking sector by closing the gap with Basel III minimum solvency requirements, enhancing
stabilization tools, and improving corporate governance.

4. Notwithstanding its very strong fundamentals and policy settings, Chile’s open
economy is exposed to substantial external risks from the ongoing COVID-19 outbreak. The
initial impact of the pandemic materialized through weaker external trade and capital outflows, and
since the beginning of March (with the first confirmed cases of COVID-19) it has been compounded
by the need to impose social distancing measures. Chile remains exposed through both trade and

1 See “Flexible Credit Line – Operational Guidance Note”, SM/18/198, which documents the requirement for an 
assessment prepared by FIN/SPR on the impact of the proposed FCL arrangement on the Fund’s finances and 
liquidity position, as a supplement to the staff report. 
2 Chile - 2018 - Staff Report for the Article IV Consultation (Country Report No. 18/311). 
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financial linkages to the massive global economic and financial shocks associated with the 
pandemic. Taking all this into account staff has revised down growth projections for 2020 and 2021, 
from 0.9 percent and 2.7 percent (respectively) in the January 2020 WEO to -4.5 percent and 
5.3 percent (respectively) in its latest forecast.  

5. Total external and public debt levels remain moderate and are expected to remain
stable over the medium term under the baseline. Chile’s total external debt has been broadly
stable around 58–66 percent of GDP over the past 6 years (Table 1), remaining at around 70th
percentile levels compared to other emerging markets. By contrast, much lower external public debt
amounted to only about 6.1 percent of GDP at end-2019. Public sector gross debt stood between 17
and 28 percent of GDP in 2015-2019, of which about one fifth was denominated in foreign currency
in 2019. Total public debt is projected to reach 36.4 percent of GDP in 2021, reflecting the fiscal
impact of the government responses to last year’s social unrest and to the COVID-19 outbreak. Debt
sustainability analyses suggest that both external and public debt would remain sustainable with
high probability.

Table 1. Chile: Total External Debt, 2014-2020 1/ 

Sources: Chilean authorities and IMF staff estimates. 
1/ All data are for end-year. 
2/ Baseline scenario.

2014 2015 2016 2017 2018 2019 2020 Proj. 2/

Total External Debt 150,864 160,006 163,420 173,259 175,777 185,511 183,021

Private 142,182 150,498 151,546 158,595 159,748 168,252 161,673

Public 8,682 9,508 11,874 14,664 16,029 17,259 21,349

Total External Debt Service 46,150 45,405 40,111 46,402 40,693 47,169 59,338

Private 42,474 42,489 36,032 41,946 38,696 44,187 55,733

Public 3,677 2,916 4,079 4,456 1,997 2,982 3,605

Total External Debt 57.9 65.6 65.3 62.5 58.9 65.7 76.0

Private 54.6 61.7 60.5 57.3 53.6 59.6 67.2

Public 3.3 3.9 4.7 5.3 5.4 6.1 8.9

Total External Debt Service 17.7 18.6 16.0 16.8 13.6 16.7 24.6

Private 16.3 17.4 14.4 15.1 13.0 15.7 23.2

Public 1.4 1.2 1.6 1.6 0.7 1.1 1.5

(In millions of US Dollars)

(In percent of GDP)
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THE NEW FLEXIBLE CREDIT LINE ARRANGEMENT—
IMPACT ON THE FUND'S FINANCES AND LIQUIDITY 
POSITION 
6. Risks and impact on Fund finances from Chile's FCL arrangement are assessed in the
context of a downside scenario. Consistent with the idea that the FCL serves as insurance in the
face of the potential realization of downside risks, and that the authorities intend to treat the FCL
arrangement as precautionary, any drawings on the FCL would be expected to take place only when
macroeconomic conditions notably worsen vis-à-vis the baseline projections. Therefore, and
consistent with the practice for other precautionary arrangements, risks and impact on Fund
finances and liquidity are assessed in the context of a downside scenario. Table 2 provides a
comparison of the main macroeconomic assumptions underlying the baseline and adverse
scenarios. The shock is assumed to be temporary, concentrated in 2020 when it reduces the real GDP
growth rate by 4 percentage points relative to the baseline. After a temporary drop, real GDP growth
picks up in 2021 and 2022 somewhat faster than assumed under the baseline, by 2 and
1 percentage points, respectively. Exports of goods and services decrease by 15.5 percent in the
adverse scenario in 2020 and remain lower than in the baseline scenario by a small margin during
2021‒2024. Gross international reserves decrease by US$5.7 billion, US$3.8 billion and US$1.9 billion
respectively, compared to the baseline scenario, during 2020‒2022.

7. If Chile were to purchase the full amount available under the proposed FCL
arrangement in a downside scenario, its capacity to repay to the Fund would remain adequate
(Table 3).

 In the illustrative downside scenario described above, if Chile were to draw all the resources
available under the new FCL arrangement this year, its external debt would rise to about
92.8 percent of GDP in 2020, and public external debt would rise to about 21.3 percent of GDP.
These ratios would be just above or below the median of other exceptional access cases
approved since 2008 (Figure 1). Chile's outstanding use of GRA resources would account for
12.2 percent of total external debt and about 53.3 percent of public external debt. Fund credit
would initially reach 11.4 percent of GDP and nearly 68.9 percent of Chile’s gross international
reserves. Peak Fund exposure relative to GDP or total external debt would be close to the
median of recent exceptional access arrangements, although its ratio to gross international
reserves would be well above the median (Figure 2). Although projected outstanding Fund credit
in percent of quota around the peak is above those expected in other recent FCL arrangements
in the event of full drawdown, it would be below that of most exceptional access cases approved
since September 2008 (Figure 3).



Table 2. Chile: Comparison of Macroeconomic Assumptions Under Baseline and Adverse Scenarios 
(in millions of US dollars) 

Sources: Chilean authorities and IMF staff projections. 

2019 2020 2021 2022 2023 2024 2025

Baseline scenario

Real GDP growth (percent) 1.1 ‐4.5 5.3 3.2 2.5 2.5 2.5

Nominal GDP 282,271 240,741 272,011 298,064 320,178 341,175 361,948

Gross international reserves 40,657 40,657 40,657 40,657 40,657 40,657 40,657

in months of next year's imports of goods and services 7.2 6.6 6.4 6.2 5.9 5.6 5.7

Exports of goods and services 79,309 71,875 73,082 76,265 79,126 82,444 85,661

Total external debt (in percent of GDP) 65.7 76.0 70.9 69.7 66.4 64.3 62.8

of which: public external debt (in percent of GDP) 6.1 8.9 8.3 10.5 9.8 9.7 9.9

Adverse scenario

Real GDP growth (percent) 1.1 ‐8.5 7.3 4.2 2.5 2.5 2.5

Nominal GDP 282,271 212,124 253,479 291,392 313,656 334,631 355,311

Gross international reserves 40,657 34,987 36,877 38,767 40,657 40,657 40,657

in months of next year's imports of goods and services 7.9 5.8 6.0 6.0 6.0 5.8 5.6

Exports of goods and services 79,309 60,700 72,968 76,179 79,074 82,428 85,684

Total external debt (in percent of GDP) 65.7 92.8 81.6 76.0 70.3 64.3 61.2

of which: public external debt (in percent of GDP) 6.1 21.3 18.3 18.9 15.7 11.7 10.1IN
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 External debt service would be high in 2020, but subsequently decline and remain manageable
under staff's medium-term macroeconomic projections. Chile's projected debt service to the
Fund would only represent 0.2 to 0.3 percent of GDP in 2020-2022, peaking at about 3.8 percent
of GDP in 2024, reflecting large repurchases.3 Chile’s peak total external debt service and peak
debt service obligations to the Fund as a share of exports of goods and services would be in the
top quintile for exceptional access SBAs approved since September 2008 (Figure 2). At
15.4 percent, the latter would also be significantly higher than recent FCL cases for Mexico
(5.6 percent) and Colombia (5.7 percent).

 At the same time, there are several risk mitigating factors. Chile has very strong policy and
institutional frameworks, which should serve to shelter the economy from the effects of the
global COVID-19 pandemic. Most capacity to repay indicators suggest moderate credit risk to
the Fund in terms of Chile’s capacity to repay. Moreover, Chile has a track record of
uninterrupted access to international capital markets at favorable terms for several decades. It
maintains investment grade status according to the three major rating agencies and is
consistently among the highest-rated emerging market countries. Finally, the authorities intend
for the FCL to be precautionary and temporary.

 It is worth noting that, while public external debt service ratios are moderate, private external
debt obligations are projected to rise to 21.5 percent of GDP in 2020 before falling to more
moderate levels. On the other hand, while non-financial corporations’ external debt is large
compared to peers, it is largely FDI-related (which reduces roll-over risks) and hedged against
exchange rate risk.

8. The proposed FCL arrangement with Chile under the FCL (SDR 17.443 billion, or 1,000
percent of quota) would have a significant but manageable impact on the Fund's overall
liquidity position. The Fund’s Forward Commitment Capacity (FCC) would decline by over 9 percent
from its current level of some SDR 190 billion to around SDR 173 billion (Table 4). If Chile were to
draw under the FCL arrangement, it would be automatically excluded from the Financial Transaction
Plan (FTP) and the FCC, which is currently only based on quota resources, would decline by another
SDR 1.4 billion.4

9. If the resources available under the FCL arrangement were fully drawn, the GRA credit
exposure to Chile would be the Fund’s second largest and would exceed the Fund’s current
level of precautionary balances:5

3 The projected figures on debt service used are calculated assuming that full amount available under the 
arrangement is purchased upon approval of the arrangement, and that all repurchases are made as scheduled. 
4 Taking into account resources held as prudential balances, the decline in the FCC would be equal to 80 percent of 
Chile’s quota. See Financial Transactions Plan for the Period October 2019‒July 2020.  
5 There is an important distinction between credit risk and credit exposure. Credit risk in this assessment is a combined 
concept taking into account various factors that could affect the probability that a borrower country will fail to meet 
its financial obligations to the Fund on time, as reflected partially in Capacity to Repay indicators. Credit exposure by 
contrast is a concept linked more directly to the size of the Fund’s commitment to a member country.  
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 Fund credit to Chile would represent 19.8 percent of total GRA credit outstanding as
of May 15, 2020, and 16.6 percent of GRA credit outstanding after taking into account Chile's
FCL arrangement. Chile would be the second largest Fund exposure after Argentina
(SDR 31.9 billion) and before Egypt (SDR 10.6 billion). The concentration of Fund credit among
the top five users of GRA resources would increase marginally to about 68.5 percent, up from
67.5 percent as of May 15, 2020.

 Fund exposure to Chile after a full drawing on FCL resources would amount to 104.4 percent of
the estimated level of precautionary balances (PBs) at end-FY2020.

10. The proposed FCL would have a moderate impact on the concentration of the Fund’s
lending portfolio, both in terms of regions and among Fund facilities (Figure 4):

 Regional concentration to Latin America would increase slightly. Currently, the Western
Hemisphere accounts for about 62 percent of GRA credit and undrawn balances, including for
precautionary arrangements. With the proposed FCL for Chile, that share would rise to 66
percent. The Fund experienced comparable regional concentration in the past, including in the
aftermath of the global financial crisis, when lending to Europe accounted for the bulk of the
Fund’s lending exposure.

 Among the Fund’s different facilities, the share of FCL commitments would rise
moderately. Commitments under FCLs, which represent the bulk of precautionary
arrangements, stood at around SDR 52 billion in mid-May, 2020, or 49 percent of total GRA
commitments (Figure 4). With the proposed FCL for Chile, the share of commitments from FCL
arrangements would increase to 57 percent.
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Table 3. Chile: Capacity to Repay Indicators 1/ 

Sources: Chilean authorities, Finance Department, World Economic Outlook, and IMF staff estimates. 
1/ Assumes full drawing under the FCL upon approval and materialization of an adverse scenario, even though the authorities 
intend to treat the arrangement as precautionary. 
2/ Based on the rate of charge as of April 23, 2020. Includes surcharges under the system currently in force and service charges. 
3/ Staff projections for external debt, GDP, gross international reserves, and exports of goods and services reflect the adverse, 
and not the baseline, scenario under which the full FCL drawing is assumed.

2019 2020 2021 2022 2023 2024 2025

Exposure and Repayments (In SDR millions)

GRA credit to Chile -- 17,443.0 17,443.0 17,443.0 13,082.3 4,360.8 0.0
(In percent of quota) -- 1,000.0 1,000.0 1,000.0 750.0 250.0 0.0

Charges due on GRA credit 2/ -- 282.6 466.5 466.8 511.4 327.9 38.2
Debt service due on GRA credit 2/ -- 282.6 466.5 466.8 4,872.2 9,049.4 4398.9

Debt and Debt Service Ratios 3/

In percent of GDP
Total external debt 65.7 92.8 81.6 76.0 70.3 64.3 61.2
Public external debt 6.1 21.3 18.3 18.9 15.7 11.7 10.1
GRA credit to Chile -- 11.4 9.5 8.3 5.8 1.8 0.0

Total external debt service 16.7 23.4 16.8 12.5 13.9 15.0 12.7
Public external debt service 1.1 1.9 1.4 0.7 2.5 4.1 2.1
Debt service due on GRA credit -- 0.2 0.3 0.2 2.2 3.8 1.7

In percent of Gross International Reserves
Total external debt 456.3 562.7 560.6 571.3 542.4 529.4 534.6
Public external debt 42.4 129.1 125.6 142.4 121.4 95.9 88.2
GRA credit to Chile -- 68.9 65.6 62.6 44.9 15.0 0.0

In percent of Exports of Goods and Services
Total external debt service 4/ 59.5 81.9 58.2 47.7 55.0 61.0 52.6
Public external debt service 4/ 3.8 6.6 5.0 2.5 10.1 16.6 8.5
Debt service due on GRA credit -- 0.6 0.9 0.9 8.6 15.4 7.2

In percent of Total External Debt
GRA credit to Chile -- 12.2 11.7 11.0 8.3 2.8 0.0

In percent of Public External Debt
GRA credit to Chile -- 53.3 52.2 44.0 37.0 15.7 0.0

Memo Items:
U. S. dollars per SDR (period average) 1.38 1.38 1.39 1.39 1.40 1.40 1.4
U. S. dollars per SDR (end of period) 1.38 1.38 1.39 1.39 1.40 1.40 1.4
Oil Price (WEO APSP, US$ per barrel) 61.39 35.61 37.87 40.90 43.17 45.01 46.4
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Table 4. Chile: Impact on GRA Finances 
(In SDR millions, uncles otherwise indicated) 

Source: Finance Department. 

1/ The FCC is defined as the Fund's stock of usable resources less undrawn balances under existing arrangements, plus projected 
repurchases during the coming 12 months, less repayments of borrowing due one year forward, less a prudential balance. The 
FCC does not include resources from currently unactivated lines of credit, including the New Arrangements to Borrow or bilateral 
commitments from members to boost IMF resources. 
2/ Current FCC minus access under the proposed arrangement. 
3/ Based on current Fund credit outstanding plus full drawings under the proposed FCL.

ASSESSMENT 
11. The proposed FCL arrangement with Chile would have a significant but manageable
impact on the Fund's finances. The arrangement would cover a 24-month period with access in an
amount of SDR 17,443 million (1,000 percent of quota). The immediate impact would be a decline of
about 9 percent in the Fund’s lending capacity going forward. Nevertheless, the Fund’s overall
liquidity position is expected to remain adequate after the approval of the proposed FCL
arrangement. At the same time, in view of highly elevated risks to global growth and financial
stability at present, a close monitoring of the liquidity position is warranted. In particular, the scale
of potential new demand for Fund resources in the aftermath of the global COVID-19 pandemic is
subject to large uncertainty and could be unprecedented.

12. If the proposed arrangement were drawn in full, the GRA credit exposure to Chile
would be almost 17 percent of the Fund’s outstanding credit and over 100 percent of the
Fund’s current precautionary balances, but staff judges the credit risk to be moderate.
Assuming full drawing of 1,000 percent of quota under an adverse drawing scenario, most capacity

Liquidity measures

Current Forward Commitment Capacity (FCC) 1/ 190,000

FCC on approval 2/ 172,557

Change in percent -9.2

Prudential measures, assuming full FCL drawing

Fund credit to Chile 19.8

    In percent of total GRA credit outstanding  3/ 16.6

    In percent of current precautionary balances 104.4

Fund credit outstanding to five largest debtors

    In percent of total GRA credit outstanding, before approval 67.5

    In percent of total GRA credit outstanding including Chile's assumed full drawing 3/ 68.5

Memorandum items

Fund's precautionary balances (end-FY2020) 16,700

Total FCL commitments, including proposed FCL 62,007

Quota of FTP members with actual and proposed FCLs, in percent of total quota of FTP members 2.7

 As of 
5/15/20 
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to repay indicators suggest moderate credit risk to the Fund in terms of Chile’s capacity to repay. 
Moreover, Chile has very strong policy and institutional frameworks, which should serve to shelter 
the economy from the effects of the global COVID-19 pandemic. Chile also has a track record of 
uninterrupted access to international capital markets at favorable terms for several decades. Finally, 
the authorities intend for the FCL to be precautionary and temporary. 

13. The authorities consider access to the FCL to be temporary with exit dependent on the
evolution of external risks. The requested level of access is meant to provide insurance against a
wider range of adverse external shocks, preserve investor confidence, and support the authorities’
macroeconomic strategy. The Chilean authorities intend to treat the arrangement as precautionary
and temporary, exiting as soon as the 24-month period is completed, conditional on the evolution
of external risks amid the uncertain global economic and financial environment. The authorities have
indicated that they intend to reassess the external risk situation and the requested level of access at
the time of the mid-term review.
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Figure 1. Debt Ratios of Recent Exceptional Access Cases 1/ 2/ 
(EA cases since September 2008) 

Sources: Finance Department and IMF staff estimates. 
1/ Estimates as reported in relevant staff reports on the request of SBAs or arrangements under the EFF approved since 
September 2008. 
2/ Asterisks indicate PRGT-eligible countries at the time of the program. 
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Figure 2. Peak Fund Exposure and Debt Service Ratios for Recent Exceptional Access 
Cases 1/ 2/ 

(EA cases since September 2008) 

Sources: Finance Department and IMF staff estimates.  
1/ Estimates as reported in relevant staff reports on the request of SBAs or arrangements under the EFF approved since 
September 2008. 
2/ Asterisks indicate PRGT-eligible countries at the time of the program. In Panel F, Georgia’s debt service to the Fund includes 
one from PRGF loan. 
3/ Excluding arrangements with members belonging to the euro area at the time of the approval of the arrangement: Greece, 
Ireland, and Portugal. 
4/ For arrangements of which total external debt (or debt service) ratio is not available, public external debt ratio is shown 
instead. 
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Figure 3. Projected Fund Credit Outstanding in the GRA Around Peak Borrowing 1/ 
(In percent of quota) 

Sources: Finance Department and IMF staff estimates.  
1/ t represents the time when outstanding credit to the Fund is at its peak. Time is expressed in months. For illustrative purposes 
it is assumed that Chile's FCL is fully drawn down at the time of Board approval. 
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Figure 4. IMF Lending Concentration—By Region and by Lending Instrument  
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Annex I. History of Arrangements with the IMF 
This annex provides a brief overview of Chile’s Fund arrangements from 1983 to present1.

Chile has an exemplary track record of meeting its obligations to the Fund under past 
purchasing arrangements. Chile had three Fund arrangements in the 1980s and fully repaid its 
remaining outstanding credit in 1995 (Table I.1).  

From 1983 to 1989, Chile had two arrangements under the Stand-By Arrangement (SBA) and 
one Extended Fund Facility (EFF). 
 In January 10, 1983, the Fund approved an SBA equivalent to SDR 500 million (154 percent of

quota) when Chile’s financial problems were aggravated by the world economic slump and the
prices of copper, Chile’s principal export product, collapsed. Under that arrangement, Chile
made purchases totaling SDR 500 million, and its outstanding credit stood at SDR 795 million
(245 percent of quota) at end of 1984. Chile made repurchases after 1986.

 In August 15, 1985, an EFF equivalent to SDR 825 million was approved to support the
Government's medium-term economic policy and reform program during the period 1985‒89.
Solid performance under the program supported by this EFF allowed Chile to fully repay all its
outstanding obligations to the Fund.

 In November 8, 1989, a one-year Stand-By Arrangement equivalent to SDR 64 million was
approved. Chile made full drawings and the obligations were fully repaid in 1995.

1 The first IMF program for Chile was approved on April 1st, 1956. This appendix focuses on the most recent 
arrangements. 



 
Annex Table I.1. Chile: IMF Financial Arrangements, 1983–2020 

(in millions of SDR) 

Source: Finance Department. 
1/ As of end-December.

Type of Date of Date of Expiration Amount of New Amount
Year Arrangement Arrangement or Cancellation Arrangement Drawn Purchase Repurchases Credit outstanding 1/
1983 Standby Arrangement 10-Jan-83 9-Jan-85 500 500 284 0.0 579
1984 216 0.0 795.0
1985 Extended Fund Facility 15-Aug-85 15-Aug-89 825 806 125 0.0 990.6
1986 250 41.7 1088.3
1987 225 133.4 1032.4
1988 150 154.1 982.6
1989 Standby Arrangement 8-Nov-89 7-Nov-90 64 64 120 119.8 966.5
1990 0 127.1 812.9
1991 0 143.5 669.4
1992 0 142.0 525.0
1993 0 169.2 346.5
1994 0 140.0 199.5
1995 0 199.5 0.0

1996-2019 0 0.0 0.0
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