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IMF Executive Board Concludes 2018 Article IV Consultation with Chile

On November 7, 2018, the Executive Board of the International Monetary Fund (IMF)
concluded the Article IV consultation 1 with Chile.
The Chilean economy has been recovering from a prolonged slowdown that started with the
decline in copper prices in 2011 and intensified over the last few years. Reflecting a
considerable rebound in both mining and non-mining, owing also to robust confidence,
economic growth in the first half of 2018 has been the strongest since 2012. Headline
inflation moved close to the central bank’s target of 3 percent in recent months, partly driven
by energy prices and peso depreciation, though core inflation has been picking up more
slowly, dragged down by residual slack in the labor market. Labor force growth outpaced
employment over the past few quarters, resulting in a higher unemployment rate, though the
quality of job growth improved, with private sector salaried jobs accounting for an increasing
employment share.
After several years of consistent deterioration, the headline fiscal balance registered a
substantial improvement of about one percent of GDP expected in 2018, owing to stronger
copper revenues and lower expenditure. The central bank started the tightening cycle in
October, raising the policy rate from 2.5 to 2.75 percent, while maintaining an
accommodative stance. The banking system is generally well-capitalized, non-performing
loans remain low, and a new banking law that aims to close the gap with Basel III minimum
solvency requirements has been recently adopted.
GDP growth is projected at 4 percent in 2018. After a strong performance in the first half of
the year, some slowdown is expected in the second half, in line with a recent softening in
economic activity. As the output gap closes and monetary policy normalizes, growth is
1
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projected to gradually converge to its medium-term potential of about 3 percent. Inflation is
projected to remain around the central bank’s target, supported by the strong monetary policy
institutional framework and anchored inflation expectations. The announced gradual fiscal
consolidation should be sufficient to stabilize the debt-to-GDP ratio at close to 27 percent by
the early 2020s. With the economic recovery and a projected worsening in the terms of trade,
the current account deficit is expected to widen to about 2½ percent of GDP in 2018-19,
before narrowing to about 2 percent of GDP over the medium term.
Risks appear balanced. Key downside risks stem from the uncertain external environment,
mainly related to rising protectionism, a sharp tightening of global financial conditions, and a
weaker-than-expected growth in Chile’s main trading partners. A rapid implementation of the
recently-announced structural reforms, and a stronger-than-expected rebound in investment
offer upside risks to the outlook.

Executive Board Assessment 2
Executive Directors noted that the economic recovery is under way, the outlook is favorable,
and risks are balanced. They agreed that the economy has been largely shielded from the
recent volatility in the region, supported by strong fundamentals and a free-floating exchange
rate that has played the role of a shock absorber. Going forward, Directors emphasized the
importance of tackling structural impediments to higher potential growth.
Directors agreed that the announced gradual fiscal consolidation should enhance policy
credibility while striking a balance between stabilizing debt and addressing development and
social spending needs. They noted that strengthening the fiscal framework via an appropriate
fiscal anchor, or deepening the consolidation in case of better-than-expected economic
performance, could further enhance credibility and market confidence. In this context,
Directors welcomed the authorities’ plans to broaden the mandate of the fiscal council while
ensuring its independence. Directors also took positive note of the authorities’ proposal to
streamline the tax system to make it more efficient and pro-growth. They underscored the
importance of ensuring that the final outcome is equitable and funded. Directors
recommended strengthening tax administration and broadening the tax base if revenue turns
out lower than projected.
Directors underlined that further monetary policy normalization should be undertaken
cautiously. They emphasized that the tightening cycle should be guided by analyzing the
behavior of different indicators, in order to gauge the evidence of persistent convergence of
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inflation toward the target. In this context, Directors welcomed the revamped communication
framework of the central bank.
Directors noted that the financial sector remains healthy, but stressed that macro-financial
linkages deserve close monitoring. They welcomed the recently approved general banking
law, which will bolster the resilience of the banking sector by closing the gap with Basel III
minimum solvency requirements, enhancing stabilization tools, and improving corporate
governance. Directors highlighted the importance of strengthening the tools for early
intervention and bank resolution, while establishing a national deposit-insurance scheme
funded by member banks. Directors underlined that cybersecurity and FinTech regulation
frameworks need to be strengthened, and welcomed the authorities’ ongoing efforts in these
areas.
Directors concurred that advancing the structural reform agenda would support stronger,
more inclusive growth. They welcomed the authorities’ commitment to streamline business
regulation, improve the investment climate, increase competitiveness, and reform the pension
system. Directors also emphasized that a broader set of reforms, such as those aimed at
strengthening innovation capacity, improving the quality of education, deepening labor
market flexibility, and enhancing the business environment for SMEs, would help improve
productivity, increase diversification, and speed up the transition to advanced economy
status.

Table 1. Chile: Selected Social and Economic Indicators 1/

GDP (2017), in billions of pesos
GDP (2017), in billions of U.S. dollars
Per capita (U.S. dollars)
Population (2017), in millions
Main products and exports
Key export markets

179,727
277.0
15,068
18.4
Copper
China, Euro area, U.S.
2013

Quota
in millions of SDRs
in % of total
Poverty rate (2015)
Gini coefficient (2015)
Literacy rate (2015)

Proj.
2014
2015
2016
2017
2018
(Annual percentage change, unless otherwise specified)

1,744
0.37
11.70
49.50
99.2
2019

Output
Real GDP
Consumption
Investment 2/
Net exports 3/

4.1
4.4
1.0
0.4

1.8
2.9
-10.3
2.2

2.3
2.6
2.6
-0.2

1.3
2.8
-3.6
-0.1

1.5
2.8
5.0
-1.6

4.0
3.7
5.6
-0.2

3.4
3.0
2.5
0.5

Employment
Unemployment rate (annual average)

5.9

6.4

6.2

6.5

6.7

6.9

6.5

Consumer prices
Inflation (End of period, %)
Inflation (average, %)

3.0
1.8

4.6
4.7

4.4
4.3

2.7
3.8

2.3
2.2

2.9
2.4

3.0
3.0

21.7
23.3
-1.7
-1.8
24.7
4.7
5.8
43.7

21.2
23.2
-2.0
-1.6
26.0
4.8
7.7
45.1

Public sector finances
Central government revenue
Central government expenditure
Central government fiscal balance
Structural Fiscal Balance 4/
Central Government Gross Debt
of which, FX-denominated Debt
Central Government Net Debt
Public sector gross debt 5/
Money and credit
Broad money
Credit to the private sector
3-month central bank bill rate (%)
Balance of payments
Current account (% of GDP)
Current account (in billions of U.S. dollars)
Foreign direct investment net flows (% of GDP)
Gross international reserves (in billions of U.S. dollars)
Gross Reserves (Months of next year import)
Gross external debt (% of GDP)
Public
Private
Relative prices
Real effective exchange rate (real appreciation +)
Terms of trade

(In percent of GDP, unless otherwise specified)
20.9
21.5
-0.6
-0.5
12.7
1.6
-5.6
33.9

20.6
22.2
-1.6
-0.5
15.0
2.4
-4.3
37.6

21.0
23.2
-2.1
0.5
17.3
3.2
-3.4
40.1

20.8
23.5
-2.7
-1.1
21.0
3.7
0.9
42.8

21.0
23.7
-2.8
-2.0
23.6
4.1
4.4
42.6

(Annual percentage change, unless otherwise specified)
11.1
10.0
4.9

9.5
10.2
4.0

11.0
10.7
2.7

7.3
5.2
3.5

6.2
4.8
2.6

5.3
…
2.8

5.5
…
3.3

-4.0
-11.3
-3.9
41.1
5.9
48.4
2.7
45.6

-1.7
-4.4
-4.2
40.4
6.8
57.9
3.3
54.6

-2.3
-5.6
-2.1
38.6
6.8
65.6
3.9
61.7

-1.4
-3.5
-2.0
40.5
6.5
66.2
4.8
61.5

-1.5
-4.1
-0.6
39.0
5.5
63.0
5.3
57.7

-2.5
-7.4
-2.2
37.0
5.1
61.0
5.5
55.5

-2.7
-8.3
-2.2
37.0
4.9
62.2
5.7
56.5

…
-2.7

…
-3.1

(Annual percentage change)
-0.6
-3.0

-8.8
-2.0

1.4
-3.1

2.0
4.6

2.9
10.6

Memorandum items
Nominal GDP (in billions of pesos)
137,879
148,595
159,569
169,180
179,727
189,239
199,631
Sources: Central Bank of Chile, Ministry of Finance, Haver Analytics, and Fund staff calculations and projections.
1/ The annual numbers occasionally show a small discrepancy with the authorities published figures, as they are calculated as the sum of the
quarterly series seasonally-adjusted by staff.
2/ Investment is defined as: gross fixed capital formation + changes in inventories.
3/ Contribution to growth.
4/ The output gap used for the structural adjustment calculation is measured as the difference from the potential GDP of the committee of
experts.
5/ Include liabilities of the central government, the central bank of Chile and public enterprises. Excludes Recognition bonds.
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Context: The Chilean economy is recovering from a prolonged slowdown that started
with the decline in copper prices in 2011 and intensified over the past two years. The new
administration, which took office in March, aims at reinvigorating investment and
economic growth through structural reforms, but a divided Congress may constrain the
reform space.
Key findings and policy recommendations.
The recovery is on its way, outlook is favorable, and risks are balanced. Boosted by
robust confidence, the economy has been largely sheltered from the recent volatility in
emerging markets, with the flexible exchange rate acting as shock absorber.
The announced fiscal consolidation path should enhance policy credibility, with the
aim of striking a balance between stabilizing debt and addressing development
needs. A strengthened fiscal framework or deeper consolidation would further enhance
credibility.
Caution is warranted in deciding the pace of monetary policy rates normalization. It
should be guided by evidence of persistent inflation convergence towards the target
supported by broad indicators. Remaining labor market slack, subdued core inflation, and
the evolution of risks are key factors to determine the pace of a tightening cycle.
Implementation of the reform agenda could improve the growth outlook. Efforts to
address structural policy gaps, streamline business regulation, and facilitate investment
procedures should raise medium-term growth and living standards.
A broader set of reforms would speed up transition to advanced economy status.
Efforts devoted to innovation capacity, R&D investment, education and training, and
labor flexibility will be key for boosting productivity, competitiveness, and diversification.
The recent approval of the new Banking Law will help bolster the sector’s resilience.
In addition, it sets the stage for further needed reforms in the financial sector.
Cybersecurity and the FinTech regulation frameworks need to be strengthened.
Recent cyberattacks flag regulatory gaps, while expanding FinTech needs adequate
regulation.
Overall, the country continues to enjoy one of the best economic and policy
environments among emerging markets, from the monetary, fiscal, institutional,
and accountability perspective.
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CHILE

CONTEXT
1.
Chile’s economy remains grounded in strong fundamentals, solid institutional
frameworks, and a sound track record of macroeconomic policies. Such attributes have helped
the economy through the adjustment to sizable external shocks, given high openness and exposure
to global developments. The new administration of President Sebastián Piñera, which took office on
March 11, aims to reinvigorate investment, improve competitiveness, and boost economic growth
through a series of structural reforms, within the context of five national agreements (acuerdos
nacionales) with broad constituencies.

CHILE’S ECONOMIC RECOVERY GAINS MOMENTUM
2.
The economy proved resilient through the prolonged slowdown. While several adverse
shocks (e.g., related to copper, trading
partner growth, and domestic policy
uncertainty) affected economic activity in the
recent past (see Selected Issues Paper), the
economy proved its resilience, supported by
expansionary monetary and fiscal policies as
well as a free floating exchange rate regime,
and avoided an outright recession.
Nonetheless, per capita GDP growth
averaged only 1 percent in the past four
years (down from 4 percent during 19902013) and last year GDP growth reached only
1.5 percent, bottoming out in 2017Q1.
3.
Improved external conditions and lower domestic policy uncertainty have favored an
economic rebound in the first half of 2018. Growth reached 5.3 percent yoy in 2018Q2, the
highest since 2012Q3. The recovery has been
supported by mining exports and improving
consumer and business confidence, resulting
in robust private consumption and buoyant
investment (4.5 and 7.1 percent yoy in
2018Q2, respectively). Inflation has been
close to the lower bound (2 percent) of the
target range until May 2018, and has risen to
3.1 percent in September, partly driven by
energy prices and the peso depreciation.
However, core inflation remains subdued (2.1
percent in September).

4
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4.
Unemployment edged up, while the quality of job growth improved. The unemployment
rate reached 7.3 percent in August 2018, as labor force growth outpaced employment. On a positive
note, private-sector salaried jobs accounted for
an increasing employment share, while
contribution from public sector jobs and selfemployed declined, which may in part reflect a
reversal of the previous shift toward selfemployment and public-sector jobs that helped
keep unemployment low during the downturn.
The remaining slack in the labor market is likely
to have contributed to the protracted slowdown
in real wage earnings growth, which continued
its decline and was virtually null in July.
5.
Terms-of-trade fluctuations have
driven the current account and the exchange
rate. The current account deficit narrowed from
4.1 percent of GDP in 2013 to 1.5 percent in
2017, helped initially by a peso depreciation,
then by a strong compression in investmentrelated imports and a rebound in copper prices
that led to an 11 percent increase in the termsof-trade in 2017. Import growth increased
strongly since the last quarter of 2017, led by
import-intensive business investment.
6.
Monetary policy remains accommodative. The central bank cut policy rates by a
cumulative 100 bps from January to May 2017 and has kept the rate at 2.5 percent until October
2018, when it raised the rate to 2.75 percent. The monetary policy stance was mildly accommodative
from mid-2017 till early 2018—given the marked growth slowdown and the deceleration in
inflation—but since mid-2018 it has become more accommodative with the pickup in economic
activity and inflation.
7.
After years of consistent deterioration, the fiscal balance is at a turning point. The
structural deficit in 2017 was 2 percent of GDP, 0.4 percentage point wider than the structural deficit
in 2016 on comparable parameters basis 1 (rather than 0.25 percentage point lower as set in the fiscal
targets for 2017). The headline fiscal deficit in 2017 was 2.8 percent of GDP, wider than the structural
deficit because of the considerable negative output gap. The fiscal deficit in the first half of 2018 was
reported at 0.1 percent of GDP, close to the first-half outcomes registered over the past four years.
Following the sovereign credit rating downgrades by Fitch and Standard & Poor’s in 2017Q3,

1

This methodology was used since 2015 to compare structural balance results across years and was replaced in 2018
by the pre-2015 methodology that calculates the structural balance using the parameters in the budget for the
corresponding year.
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Moody’s also lowered Chile’s rating in July 2018, arguing that the planned fiscal consolidation would
not be sufficient to reverse the significant debt increase that occurred over the past decade.
8.
Financial conditions have remained stable and are roughly neutral. Despite increasing
distress in emerging markets lately, Chile’s CDS and bond spreads have remained stable, and are
generally lower than regional peers. House prices and household mortgage growth slowed down in
2016-17, in part due to the effect of a regulation tightening bank provisioning on high LTV-loans and
the introduction of VAT on new houses in 2016. Corporate debt remains high by international
standards (see Selected Issues Paper).

A. Outlook and Risks
9.
The growth momentum is continuing but at a slower pace relative to the strong
performance of the first half of 2018. After the significant rebound in 2018H1, GDP growth is
expected to slow down (partly due to a
base effect from solid growth in 2017H2) in
line with the recent softening of economic
activity and confidence. Accordingly,
growth is projected at 4 percent in 2018. As
the output gap closes and monetary policy
normalizes, GDP growth should converge
to its medium-term potential estimated at
about 3 percent (based on the staff
projections and historical productivity
growth over the past two decades). The
unemployment rate is projected to move
toward its neutral rate of around 6 percent,
as slackness is reabsorbed, participation picks up, and the quality of job composition improves.
10.
While headline inflation is close to the target level, core inflation remains low. Headline
inflation rose to 3.1 percent in September 2018, reflecting higher fuel prices, the peso’s recent
depreciation and the closing of the output gap. However, core inflation is picking up more slowly,
partly dragged down by residual slackness in the labor market (as also suggested by the slow wage
growth), and the weakening of economic activity since mid-2018.
11.
The current account deficit is expected to widen slightly as the economy expands. Staff
projects a decline in the goods trade balance (from 2.9 percent in 2017 to 2.0 percent in 2018 and
1.6 percent of GDP in 2019) due to a strong increase in imports, largely related to the investment
recovery, and a terms-of-trade worsening. In turn, the decline in the trade balance should result in a
widening of the current account deficit to 2.5 and 2.7 percent of GDP in 2018 and 2019, before
narrowing to about 2 percent of GDP over the medium term. Staff assesses Chile’s external position
and exchange rate to be broadly in line with medium-term fundamentals and desirable policies
(Annex II).
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12.
Risks appear balanced (Risk Assessment Matrix, Annex V). External risks stem from both
financial and trade sources. Rising protectionism could lead to further declines in copper prices,
denting fiscal revenues and growth prospects. A sharp tightening of global financial conditions,
notably from a faster-than-expected monetary tightening in the U.S., could pass through onto
domestic rates, thereby dampening growth. Weaker-than-expected trading partners’ growth
(especially China) would affect copper and other exports. Domestic upside risks may result from a
stronger-than-expected rebound in investment, including due to recently-announced structural
reforms. Domestic downside risks could arise mainly from new cyber-attacks and high leverage in the
non-financial corporate sector and increasing household debt (see Selected Issues Paper).
Nonetheless, staff and authorities agree that these latter risks are mitigated from the fact that such
leverage is associated either with debt to parent companies or long maturity and exchange rate
hedging, as well as from the recovery in economic activity and expected improvement in the labor
market.
13.
The financial sector is healthy and resilient, but risks remain especially via macrofinancial linkages. The banking system is generally well-capitalized at present and non-performing
loans remain low at about 2 percent of total loans, notwithstanding the prolonged economic
slowdown. Going forward, banks will need to increase capital to meet Basel III minimum solvency
requirements in line with the new banking law, and
higher global rates will pass through onto local rates;
however, better economic prospects should lower
credit risks. The planned pension reform could
provide higher long-term stable funding for banks
and more room for credit expansion, though
possible risks from limited absorptive capacity may
arise. In recent years, Chile significantly closed the
financial access gender gap, via ‘simplified deposit
accounts’ requiring only national identification and
no employment history.
Authorities’ Views
14.
The authorities (the Central Bank and the Ministry of Finance) expect the economy to
grow 4-4½ percent in 2018 and 3¼-4¼ percent in 2019, largely owing to a rebound in private
investment. They estimate trend growth over the medium term at 3½ percent. The Ministry of
Finance estimates that the effect of planned reforms (which is not included in the staff projections)
might increase trend growth to 4 percent. In terms of risks, the authorities concurred with staff’s view
that downside risks mainly stem from the uncertain external environment, underlining the
importance of global trade tensions and China’s growth performance. They consider spillovers from
countries in the region to be rather limited at present. They do not see significant concerns
originating from corporate sector debt given the extent of hedging mechanisms. Moreover, in light
of Chilean firms’ sizeable foreign-based operations, they believe measuring indebtedness as a
percentage of domestic GDP underestimates balance sheet strengths.
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MACROECONOMIC POLICIES
A. Fiscal Policy
15.
While Chile’s fiscal position deteriorated over the past decade, it still remains solid.
Between 2007 and 2017, gross debt rose by nearly 20 percentage points of GDP, accompanied by an
increase in spreads. The recent sovereign downgrades point to a deterioration of market perceptions
of Chile’s debt position. Nonetheless, the public net-debt position (about 5 percent of GDP in 2017)
remains strong by international standards and provides some fiscal space to smooth growth shocks,
support potential growth, and continue social inclusion programs. Such flexibility could only be
exploited to the extent that market credibility has been adequately strengthened.
16.
The announced gradual fiscal consolidation should enhance policy credibility and
stabilize debt over the next few years. The fiscal targets over the next four years entail an
improvement in the structural balance by 0.2 percent of GDP per year. The consolidation path aims
to strike a balance between addressing spending challenges and stabilizing debt over the medium
term. In the staff projections, the authorities’ consolidation plans will be sufficient to stabilize debt as
a share of GDP by the early 2020s (see Annex IV).

17.
The overall fiscal deficit will narrow substantially this year. The authorities have
announced a series of austerity measures to cut government expenditure by US$4.4 billion between
2018 and 2022 to make room for the government’s priority spending. At the same time, the
authorities indicated they inherited unbudgeted expenditures (mainly health-related) in the amount
of US$5.6 billion over the same period, now included in the baseline. In 2018, staff expects the fiscal
balance to improve substantially vis-à-vis 2017 by about 1 percentage point of GDP to minus
1.7 percent of GDP (after deteriorating since 2013), due to an increase in actual mining revenues and
a decline in expenditure as a share of GDP. As structural revenues (in percent of GDP) decline due to
the narrowing of the output gap, meeting the structural balance target requires lower expenditure to
GDP (see Annex III for further details). Overall, the 2018 staff fiscal projections are similar to the
authorities’ ones, in percent of GDP. In 2019, staff expects the fiscal balance to worsen slightly with
8
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respect to 2018 (to about 2 percent of GDP), despite a modest decline in expenditure as a share of
GDP, as the decline in actual revenues (associated with a lower copper price) is not reflected in
structural revenues (due to the large increase in the reference long-term price for copper). The
authorities expect a somewhat smaller deficit (as percent of GDP) in 2019, mainly owing to different
structural adjustments. The 2019 budget emphasizes a focus on enhancing jobs, education, health,
and pensions. Over the medium term, the authorities need to ensure adequate provision is made for
such items. On the basis of the staff revenue projections, meeting the structural balance targets
would require constraining expenditure below the committed expenditure path announced in the
2019 budget. 2
18.
The authorities presented a proposal that includes measures to streamline the tax
system to make it more efficient and pro-growth. The current administration announced a broad
tax reform, encompassing the return from a combination of semi-integrated and integrated tax
system to a single and fully integrated system, broader definition and simplified record keeping
requirements for SMEs, accelerated depreciation, a more favorable tax treatment to withdraw
retained earnings (from FUT), a streamlined
Source of Tax Revenues, 2016
(In percent of GDP)
tax system, a tax on digital services,
40
mandatory electronic invoicing, strengthened
Chile
OECD (Average)
35
toolkit for the tax authorities, faster
30
25
reimbursement of VAT, and higher VAT
20
incentives on new housing, among others.
15
The tax integration should enhance efficiency
10
with respect to the existing system, by
5
0
simplifying tax reporting and removing
Total Tax
Taxes on
Taxes on
o/w VAT
Social Secuity
significant differences in taxation of Chileans
Revenue Income, Profits Goods and
Contributions
and Capital
Services
and other
investing locally and abroad, as well as across
Gains
taxes
foreign investors in Chile (as these differences
Source: OECD Stat.
relate to the partial refundability of the
corporate income tax within the semi-integrated system). At the same time, integration will lower the
effective personal income tax (PIT) from business activity (by about 9 percent for firms in the semiintegrated system), which together with accelerated depreciation and faster reimbursement of VAT
should overall spur investment and growth. The authorities should take into account the OECD
(2018, Tax Challenges Arising from Digitalization) recommendations when designing the new tax on
digital services.
19.
It will be essential to ensure that the final outcome of the tax reform is equitable and
funded. In order to offset the income inequality implications of lowering the effective tax rate on
business activity and to contain tax evasion and avoidance, the authorities are encouraged to
consider alternative or complementary options, such as strengthening the tax administration, raising
the top marginal PIT rate, and introducing a final flat withholding dividend tax. The authorities expect
the package to be sufficiently funded, despite the expected loss in revenue from integration
(estimated by the authorities at about 0.2 percent of GDP). However, the large positive revenue gain
assumed from the electronic invoicing will require significantly strengthening tax administration.
2

The authorities’ revenues projections are higher than staff’s projections (by about ½ percent of GDP in 2018 and
2019, and over 1 percent of GDP in 2020-2023), as they are based on higher GDP projections and include the
estimated effect of planned reforms.
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Additional revenues could be raised if needed by expanding the tax base via: a) a reduction of special
tax regimes for income tax (for example, a better screening of the use of renta presunta); b) an
extension of VAT coverage to professional services; and c) a reassessment of excise taxes (for
example, gradually aligning the diesel with gasoline tax).
20.
The authorities proposed to enhance the fiscal council and could consider embedding a
solid anchor in their fiscal framework. With the aim to strengthen the institutional framework on
fiscal responsibility, the authorities’ proposal envisages a new Autonomous Fiscal Council composed
of five members nominated by the President and approved by the Senate. The new council will have
own resources and the mandate of the members will not coincide with the government term. It will
be tasked, among other things, with conducting analyses, evaluating the calculation of the structural
revenues, monitoring the compliance with the structural balance targets, and proposing mitigating
measures. More broadly, embedding a solid medium-term anchor (such as an adequate debt ceiling
or structural balance) in the fiscal framework would strengthen predictability and credibility, thus
helping balance out social objectives with fiscal discipline (see IMF 2018, SDN 18/04, and Selected
Issues Paper).
Authorities’ Views
21.
The authorities reiterated their strong commitment to meet the recently-announced
fiscal targets and stabilize central government debt. The authorities also expressed a strong
belief that the tax reform is more than funded and clarified that most of the revenues will come from
the reduction of tax evasion via the introduction of electronic invoicing which will be enforced via
electronic cross-checking in addition to the induced effects of the tax reform on fiscal revenues
through higher economic growth. They believe tax evasion has been significantly reduced via
previous legislation on electronic billing, and that income inequality is likely to decline due to strong
GDP and employment growth as well as the broad range of social programs in the overall
government agenda.

B. Monetary Policy
22.
Monetary policy remains accommodative. The real policy rate remains below the real
neutral rate estimated at between 1 and 2 percent. In September, the Central Bank upgraded
inflation projections and now projects headline
(core) inflation at 3.1 (2.7) percent y/y by the end
of 2018, very close to the target of 3 percent; at
the same time, it revised its output gap estimate
for 2018 to close to zero. Supported by the
strong inflation-targeting framework and
monetary policy record, inflation expectations in
Chile have been better anchored than in other
emerging markets as well as the average of
advanced economies with inflation targeting
regimes (text figure). Also, they have been rapidly
converging toward the target in recent months.

10
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23.
Monetary policy normalization should be undertaken cautiously. Despite the pickup in
economic activity since 2017 and in headline inflation since 2018Q2, the tightening cycle should be
guided by evidence of a persistent convergence of inflation towards the target that is supported by a
broad set of indicators. On the one hand, the pickup in economic activity and headline inflation point
to the need of a fast tightening pace. On the other hand, the large gap between headline and core
inflation (mainly driven by factors such as energy prices and the peso depreciation), the remaining
slack in the labor market, weak earnings growth, and the recent signs of moderation in economic
activity (notably industrial production) and confidence constitute key additional factors to determine
the pace of the tightening cycle. In this context, the evolution of external and domestic risks would
need to be given careful consideration. Staff expects a gradual convergence of the policy rate toward
its medium-term level (estimated between 4 and 5 percent), which—on the basis of current
expectations—should occur by 2020.
24.
The revamped communication strategy by the central bank is welcome. The authorities
aligned the release of the Monetary Policy Report (4 times a year) to the policy meetings, introduced
regular press conferences, and reduced the number of meetings from twelve to eight (a frequency in
line with many other central banks). Staff expects these changes to further enhance the already
strong central bank’s communication policy. Staff analysis (Pescatori 2018), indeed, shows that the
past communication framework (thanks to its transparency and the clarity of its monetary policy
report) has improved over time and has generally delivered a highly-predictable monetary policy
conduct (especially after the great financial crisis). Predictability, in turn, has helped minimize
unwarranted financial market volatility and improved monetary policy effectiveness, inducing an
adequate management of private sector expectations.
Authorities’ Views
25.
The authorities broadly concurred with staff’s assessment. However, the Central Bank
considers that the labor market has been more dynamic than implied by official statistics, due to
some rapid demographic changes that have been observed. They also expect a more visible pickup
in core inflation in the rest of 2018, partly due to 2017-base effects, and estimate a smaller range for
the neutral policy rate (4-4½ percent).
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FINANCIAL SECTOR
A. The New Banking Law and Financial Sector Stability
26.
The new general banking law will bolster the sector’s resilience, but additional efforts
are necessary. 3 The new law is an important step forward towards enhancing the resilience of
Chile’s financial system. It aims at closing the gap with Basel III minimum capital requirements,
providing new financial stabilization tools, and improving the governance of supervisory and
regulatory agencies. Banks have six years to increase
the minimum total solvency requirement to
10.5 percent from 8 percent of risk-weighted assets
(RWA). The law also mandates a capital surcharge of
up to 3.5 percent of RWA for systemically-important
domestic banks. The authorities estimate the capital
needs at about 0.5 percent of GDP (excluding Banco
del Estado), which appears manageable without
posing undue constraints to credit supply under the
baseline scenario. In addition, the authorities
already passed a regulation imposing on banks a
minimum liquidity requirement equivalent to
60 percent of the liquidity coverage ratio, gradually
increasing to 100 percent over 5 years.
27.
The law provides additional macro-prudential tools. It gives the central bank the
authority to set counter-cyclical capital buffers with the aim of increasing the resilience of the
banking system. The financial market commission (CMF), recently created, will set capital surcharges

3

The law allows the authorities to move forward on the implementation of the Basel III framework, however, it does
not incorporate other important recommendations of the 2011 FSAP with respect to powers for consolidated
supervision and the resolution regime.
12
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for systemically-important institutions. In both cases, however, methodological and governance
details are still left to be clarified.
28.
The newly established CMF, once fully implemented, will put the regulator in a better
position to supervise conglomerates, reduce data gaps, and offer the potential for exploiting
synergies, although room for further improvement remains. The CMF now incorporates the
former securities and insurance superintendence (SVS) and will incorporate the banking
superintendence (SBIF). Further enhancements would still be needed in certain areas of the
institutional set-up, i.e. autonomy, governance, and legal protection of staff. The planned integration
of banking supervision into the CMF (to be realized over the next 12 months) will be a significant
organizational challenge, also considering that the CMF itself is still settling into its new governance
structure (transitioning from a single person Superintendent model to a collegial Board). The
authorities have asked technical assistance from the IMF on these matters.
Chile: Selected Banking Indicators
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Box 1. Chile’s Resilience to External Financial Shocks1
Chilean assets have managed to differentiate themselves from other financially-integrated Latin American
economies, showing higher resilience and overperformance, both in normal times and in periods of market
stress, as evidenced by the episodes of heightened market volatility earlier this year (that is, the global
equity sell-off in early-February and the generalized U.S. dollar appreciation more recently). This happened
despite both a high degree of co-movement of financial asset prices and capital flows with peers and
common vulnerabilities to commodity price swings. Chile’s strong resilience is in large part attributable to a
relatively strong institutional setting, credibility of the macroeconomic framework, and a free-floating
exchange rate regime.

14
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29.
Some of the limitations of the current legislation will still need to be addressed in the
future. These include:
•

Resolution regime. In line with the 2011 FSAP, staff recommends strengthening the early
intervention regime, revising and expanding the triggers for resolution, and broadening the
powers and tools available to the resolution authority (CMF), including the power to override
shareholders’ rights.

•

National deposit insurance scheme. The current system, where checking and sight deposits at
banks are 100 percent guaranteed by the Central Bank while personal term-deposits are 90
percent guaranteed by the government up to a limit, creates a contingent fiscal liability. Staff
recommends establishing a national deposit insurance institution funded by member banks.

•

Coordination among supervisors. Staff recommends strengthening the supervisory framework
and inter-agency coordination and cooperation for the supervision of cooperativas and cajas
de compensación.

•

A credit registry. There is only partial sharing of borrower’s information among non-bank
lenders and between banks and non-banks. Staff recommends establishing a consolidated
public credit registry across the entire financial industry, while adequately managing the
delicate balance of consumers’ rights versus financial data sharing.

•

Oversight of conglomerates. A more effective oversight of conglomerates and the nonbanking sector is still needed. The new banking law is extending bank exposure limits
towards own conglomerate (30 percent) to any conglomerate; this is a positive step, and
exposure limits to the own conglomerate (which is riskier) should be tightened further.
Moreover, the supervisors should be given the power to bring financial holding companies
and affiliates in the supervisory sphere.

•

Banco del Estado. Staff recommends a gradual capital injection into Banco del Estado—
government-owned bank and main provider of loans to SMEs—to address an estimated
capital shortfall of about 0.5 percent of GDP, as well as an upgrade of its corporate
governance, a review of operational risks, and measures to increase its efficiency.

Authorities’ Views
30.
The authorities agreed with the staff suggestions on the agenda beyond the recently
approved banking law. They stressed that in the next few years they plan to work on developing a
resilience agenda that would tackle issues related to the resolution framework, credit unions
(cooperativas), and supervision of conglomerates. The authorities have requested a Financial Sector
Assessment Program from the Fund, scheduled for early 2020. The recapitalization of Banco del
Estado is planned for 2020-2024.
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B. Cybersecurity and FinTech: Challenges and Opportunities
31.
FinTech is a rapidly growing business in need of regulation. Chile is relatively advanced
among Latin American peers in terms of per capita FinTech investment and activity, especially in
crowdfunding and peer-to-peer lending. Santiago’s stock exchange launched the first blockchain
system for securities lending in Latin America, designed to reduce transaction costs, strengthen
transparency, and increase market participation. However, most FinTech companies still operate in a
grey area outside regulatory perimeters. The key challenge for the regulator and legislator will be to
strike the right balance between promoting innovation and efficiency on the one hand and
protecting the integrity and stability of the financial system, safeguarding consumers and investors,
and combating tax evasion, money laundering and terrorism financing on the other hand. Staff
encourages the authorities to speed up ongoing efforts to tackle the capacity, regulatory and legal
challenges, based on international experience.
32.
Cybersecurity needs to be strengthened. A series of important cyberattacks affected the
financial system in recent months. While these incidents did not negatively affect financial stability,
they likely point at regulatory gaps and underinvestment in cybersecurity, which may affect market
confidence if left unaddressed. The authorities’ swift reaction with requesting TA from the Fund,
assessing regulatory gaps, and introducing regulations dedicated to cybersecurity demonstrates a
strong commitment.
Authorities’ Views
33.
The authorities are preparing cybersecurity legislation and planning to expand the
regulatory perimeter of FinTech using international experience. The authorities acknowledge the
importance of improving the cybersecurity framework to incentivize private-sector investment in this
area and are preparing new cybersecurity legislation aimed at enhancing information sharing,
detection, and response. The Ministry of Finance and the CMF announced in May 2018 that they will
be designing a FinTech regulation with a broad reach, encompassing cryptoassets, crowdfunding,
and a flexible approach to engage the private sector, while the Central Bank announced the creation
of a Technological Observatory to enhance knowledge, coordination, and information sharing with
the FinTech community in Chile and abroad.

TRANSITIONING TO ADVANCED ECONOMY STATUS
34.
Higher growth in a more diversified and inclusive economy is a medium-term
challenge. Demographic trends are putting downward pressure on labor force participation, while
the lack of diversification keeps the economy dependent on mining. At the same time, income
inequality is high, redistribution policies are limited (the 2015 post-tax-and-transfers Gini index is
0.13 above the OECD average) and social mobility is low, in part due to uneven distribution of skills
and access to high-quality education. Our baseline medium-term per capita growth, of about 2
percent, would imply a very slow convergence to AEs’ income levels. To meet the authorities’ goal of
reaching an advanced-economy status will require significant efforts to diversify and increase
productivity.

16
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Extension of Demographic Dividend

Labor Force Participation in LA5
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35.
Pension reform remains urgent. Chile’s pension system—based on privately-managed
funded schemes and rooted in sound principles—has helped develop capital markets and reduced
fiscal risks. However, the system is not delivering adequate benefits for a large share of retirees (low
replacement rates). The new administration is considering a comprehensive reform that aims to
increase future pensions through higher mandatory contribution rates, raise current pensions with a
focus on the solidarity pillar, and introduce new long-term care insurance. They are also considering
options to postpone the retirement age, differentiate pension supplements by age and gender, and
enhance incentives for voluntary pensions. At present, staff considers appropriate to complement the
increase in contribution rates with a gradual equalization of retirement ages for men and women
(possibly contingent on life expectancy and employability), and to enhance the solidarity pillar via
budget resources. In August, the authorities unveiled a proposal to expand mandatory pension and
social security coverage to self-employed workers providing professional services, which includes an
option for a gradual increase in contributions.

36.
Streamlining business regulation is essential to raise investment, productivity and
competitiveness. The existence of numerous and complex regulations and permit procedures
amplifies uncertainty, slows down investment activity, and reduces competitiveness. The 2018 OECD
Economic Survey suggests that complex regulations put Chile at a disadvantage relative to OECDpeers, including due to burdensome notary procedures. Building on progress with requirements to
INTERNATIONAL MONETARY FUND
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start a business and e-registration, there is scope to streamline procedures through a single contact
point and improve coordination among license-issuing institutions. In this context, the recently
announced government’s “pro-investment agenda” with twelve core measures, coupled with the
establishment of a Sustainable Projects Management Office (GPS) and a Productivity Office (OPEN)
and the proposed legislation to streamline and lower cost of notary services, focus on addressing key
regulatory bottlenecks, reducing red-tape and business costs, facilitating investment, and enhancing
firm productivity. Strengthening competition, particularly in the maritime sector, as well as improving
market access (including to finance) for new and small firms, are likely to yield productivity dividends.
37.
Labor market measures need to focus on reducing legal uncertainty and increasing
flexibility. The labor law adopted in August 2016, which aimed at reforming labor negotiations, has
created some legal uncertainty about the form of collective negotiations and the employees’
obligation to provide minimum services during strikes. With the aim to lower uncertainty, the Labor
Directorate issued an opinion (dictamen), clarifying that negotiating groups can also conclude labor
agreements with employers, which is now being challenged by labor unions through the judicial
system. Increased labor market flexibility, e.g. by reducing firing costs (severance payments and legal
procedures) as well as incentivizing the use of flexible employment contracts (on hours, timing, and
workplace) along the lines of the authorities’ recent telework proposal, would help increase job
creation in the formal sector, and facilitate labor
mobility toward well-performing sectors. There is a
need to revamp and target both training incentives
and active labor market policies toward the
unemployed workers who are most likely to benefit
from them. Reducing the minimum contribution
period for unemployment benefits eligibility would
help the adjustment of workers with precarious
jobs. The proposal to fund universal childcare
through contributions by all employers would lower
female hiring costs and boost female employment.
Continued assessment of labor market policies will
help prioritize resources and strengthen their
impact.
38.
Enhancing human capital and innovation capacity is key to achieve advanced-economy
status. Building on recent progress in education coverage, policies need to focus on improving
education quality. In international education assessments (e.g. PISA), Chilean students score better
than Latin American peers, but significantly below OECD countries. In addition, while higher
education is among the best in the region, the share of engineering graduates is among the lowest
in Latin America, which may constrain the ability to compete and diversify into new technologies and
knowledge-based economy (see Selected Issues Paper). Education priorities also include continued
quality assessments and linking teacher performance to student achievements. There is space to
enhance R&D and innovation capacity, including through streamlined incentives schemes, as Chile’s
spending on R&D and innovation, particularly by the business sector, is substantially lower than
OECD-peers.
18
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39.
Specific measures could be undertaken to address obstacles to growth of SMEs. Small
and medium firms—which have the potential to contribute to economic diversification—would
benefit in particular from improved access to working capital (via elimination of provider payment
delays, facilitating the portability of collateral across lenders, and promoting development of a jointventure capital market) and tailoring the training programs to the needs of SMEs (via reinstating the
minimum voucher for small firms as well as creating training courses targeted to cash flow
management, special taxation regimes, and marketing).

Authorities’ Views
40.
The authorities broadly shared staff’s assessment and underlined their strong
commitment to streamline business regulation, improve investment climate, and increase
competitiveness. The authorities aim to improve competitiveness by streamlining bureaucracy, and
making the labor market more flexible and inclusive, and to raise living standards with a better
pension system. The authorities concurred that improving quality of education is a priority, especially
in early childhood, and aim to enhance the assessment, training and monitoring of teachers, as well
as improve language training. In tertiary education, they plan to focus on enhancing technicalprofessional and engineering programs, including through targeted scholarships and the creation of
15 new technical institutes to reduce skill mismatches and allow students to combine work with
education. The authorities acknowledged that there is scope to improve innovation capacity and will
aim at enhancing effectiveness of public policies, including through tax credits. They also expressed
some skepticism about the adequacy of international measures of innovation and R&D.
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CLOSING POLICY GAPS WITH STRUCTURAL REFORMS
41.
A staff study shows that there is considerable potential to enhance economic
performance by closing structural gaps relative to OECD countries. Chile generally outperforms
Latin American peers on various structural indicators, but typically exhibits more obstacles to
economic activity compared to OECD. The needed set of key reforms would encompass
comprehensive streamlining of the licensing and permit system (with the largest potential beneficial
impact), including through improved coordination among institutions, higher labor market flexibility,
and strengthened capacity for innovation and R&D. Closing Chile’s policy gaps to the level of
OECD’s 25th percentile, which involves major reforms beyond the typical experience of historical
reform episodes, could increase output by up to 6 percent over 5 years (see Hadzi-Vaskov 2018). IMF
research shows that such gains are likely to materialize after several years (Duval and Furceri, IMF
Economic Review 2018). In addition, following an initial deterioration of the fiscal balance due to
direct policy outlays, the set of reforms is likely to produce positive net fiscal impact through higher
output over the medium term.
Estimated policy gaps: Chile and OECD
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STAFF APPRAISAL
42.
The economy is recovering after several years of subdued growth. Supported by robust
business and consumer confidence, and a considerable rebound in both mining and non-mining,
growth in the first half of 2018 has been the strongest since 2012. Given solid fundamentals and
limited bilateral trade exposure, the economy has been largely sheltered from the recent volatility in
the region, with the free floating exchange rate playing the role of shock absorber.
43.
The outlook is favorable with balanced risks. Output growth is projected to gradually
converge to its medium-term potential of about 3 percent, and headline inflation to remain around
the 3 percent target. Downside risks mainly stem from the uncertain external environment and are
related to rising protectionism, sharp tightening of global financial conditions, and weaker-thanexpected growth in key trading partners. Upside risks to the outlook are related to a rapid
implementation of the structural reform agenda.
44.
The financial sector remains healthy, though macro-financial linkages need to be
closely monitored. Risks to financial stability are mostly related to high leverage of non-financial
corporates, which could propagate through macro-financial linkages. Nonetheless, these risks are
mitigated because leverage is often associated either with debt to parent companies or long
maturity and exchange-rate hedging.
45.
The announced gradual fiscal consolidation should enhance policy credibility, with the
aim of striking a balance between stabilizing debt and addressing development and social
spending needs. Staff projects central government gross debt to broadly stabilize in 2021. To
further enhance credibility and market confidence, the authorities could consider strengthening the
fiscal framework or deepening the fiscal consolidation.
46.
The authorities presented a proposal to streamline the tax system to make it more
efficient and pro-growth, and it will be essential to ensure that the final outcome is equitable
and funded. Overall, the reform should spur investment and growth in the short term. Staff
welcomes the authorities’ commitment that the reform will be fully funded. In order to address
concerns about income inequality and tax evasion and avoidance, the authorities should consider
further strengthening tax administration and explore additional measures such as raising the top
marginal PIT rate and introducing a final flat withholding dividend tax. In a broader context, the
authorities could also consider widening the tax base.
47.
With the aim to strengthen the institutional framework on fiscal responsibility, the
authorities proposed to enhance the fiscal council. The proposal will institutionalize a new council
with more independence, its own resources, and a broader mandate than the existing one.
48.
Caution is warranted in deciding the pace of the monetary policy normalization. Such a
tightening cycle should be guided by evidence of a persistent convergence of inflation towards the
target that is supported by a broad set of indicators. Despite the pickup in economic activity and
headline inflation, a subdued core inflation, remaining labor market slack, weak earnings growth, and
INTERNATIONAL MONETARY FUND

21

CHILE

the evolution of domestic and external risks constitute key additional factors to determine the pace
of the tightening cycle.
49.
The revamped communication framework by the central bank is welcome. The
authorities aligned the release of reports to policy meetings, reduced their number, and introduced
regular press conferences, which further enhances the central bank’s already-strong communication
framework.
50.
Staff welcomes the approval of the general banking law, which will bolster the sector’s
resilience. The law aims at closing the gap with Basel III minimum solvency requirements, enhancing
stabilization tools, and improving the corporate governance. Going forward, it will be important to
strengthen the early intervention regime, broaden the powers and tools for bank resolution, establish
a national deposit-insurance scheme funded by member banks, and strengthen inter-agency
coordination. Staff welcomes the authorities’ efforts in preparing draft laws enhancing the
responsibilities of financial market agents, reinforcing data protection, and establishing the legal
basis for risk-based insurance supervision.
51.
Staff supports the structural reform agenda, which would lead to a more favorable
outlook than presented in our baseline medium-term projections. Among others, the authorities
announced measures to substantially streamline business regulation and licensing, improve
coordination among public institutions, solve bottlenecks in the business environment, increase labor
participation, facilitate resolution of labor market uncertainties and enhance social protection,
address skill mismatches, and increase benefits in the pension system.
52.
A broader set of reforms would help improve productivity and thus speed up the
transition to advanced economy status. Strengthening capacity for innovation and R&D, further
improving the quality of education, deepening labor market flexibility, and enhancing the business
environment for SMEs would further boost productivity, medium-term growth prospects, and
diversification.
53.
Cybersecurity and FinTech regulation frameworks need to be strengthened. Staff
welcomes the authorities’ ongoing efforts to prepare new cybersecurity legislation and plans to
ensure adequate regulation of FinTech activity based on international experience.
54.

22

Staff proposes to hold the next Article IV consultation on the standard 12-month cycle.
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Figure 1. Chile: Economic Activity
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Figure 2. Chile: Macroeconomic Effects of Copper Prices
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Figure 3. Chile: Monetary Policy and Inflation
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Figure 4. Chile: Fiscal Policy and Public Finances
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Figure 5. Chile: External Sector
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Figure 6. Chile: The Softening of the Labor Market
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Figure 7. Chile: Financial Sector
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Figure 8. Chile: Housing Market Developments

30

INTERNATIONAL MONETARY FUND

CHILE

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)
2013

2014

2015

2016

2017

20,943
21,523
41,094
-580

23,937
24,567
40,447
-630

26,645
27,333
38,643
-688

26,391
27,021
40,494
-630

23,332
23,983
38,983
-651

-12,646
738
-4,370
609
-9,166

-15,222
-1,102
-5,854
518
-9,317

-16,943
-124
-6,306
406
-11,469

-16,219
-476
-5,028
319
-10,863

-12,099
-9
-3,403
189
-9,003

8,297
4,693
3,604

8,715
5,161
3,555

9,702
5,679
4,023

10,172
6,058
4,114

11,233
6,365
4,868

Other depository institutions
Net foreign assets
Net foreign assets (in millions of US$)

-6,232
-11,899

-5,085
-8,372

-6,120
-8,652

-5,394
-8,083

-7,237
-11,763

Net domestic assets
Net credit to general government
Credit to the private sector
Other items (net)

102,461
445
106,586
-4,570

112,450
890
117,658
-6,098

126,310
-532
130,465
-3,623

132,992
-256
137,324
-4,076

139,488
2,965
144,061
-7,538

96,229
17,799
78,430

107,365
20,453
86,912

120,190
23,562
96,628

127,598
24,044
103,554

132,251
27,038
105,213

Central bank
Net foreign assets
Net international reserves
Net international reserves (in millions of US$)
Other foreign assets, net
Net domestic assets
Net credit to general government
Net claims on banks and financial corporations
Credit to the private sector
Other items (net)
Monetary base
Currency
Required reserves

Liabilities to the private sector
Demand deposits
Quasi-money
Banking system
Net foreign assets

14,712

18,852

20,526

20,997

16,053

Net domestic assets
Net credit to general government
Credit to the private sector
Other items (net)

95,731
1,183
107,195
-12,647

102,556
-212
118,176
-15,408

113,683
-656
130,871
-16,531

120,876
-732
137,643
-16,035

129,294
2,956
144,250
-17,912

Liabilities to the private sector
Money
Quasi-money

110,443
22,780
87,663

121,408
25,824
95,584

134,209
29,420
104,789

141,873
30,319
111,554

145,347
33,566
111,781

Memorandum items
Monetary base
Liabilities to the private sector
Credit to the private sector (banking system)

8.3
8.8
10.0

(Annual percentage change)
5.0
11.3
4.8
9.9
10.5
5.7
10.2
10.7
5.2

10.4
2.4
4.8

Monetary base
Liabilities to the private sector
Credit to the private sector (banking system)

6.0
80.1
77.7

6.0
83.9
81.4

6.2
80.9
80.3

Sources: Central Bank of Chile and Haver Analytics.
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(In percent of GDP)
5.9
6.1
81.7
84.1
79.5
82.0

CHILE

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)
2013

2014

2015

2016

2017

158,746
115.1

180,846
121.7

203,609
127.6

211,687
125.1

220,365
122.6

Capital Adequacy
Regulatory Capital to Risk-Weighted Assets
Regulatory Tier 1 Capital to Risk-Weighted Assets
Capital to Assets

13.3
9.9
8.1

13.4
10.0
8.0

12.6
9.4
7.6

13.8
10.9
8.4

13.8
11.0
8.4

Credit Risk
NPLs Net of Provisions to Capital
NPLs to Gross Loans

-1.6
2.1

-2.1
2.1

-3.3
1.9

-5.2
1.8

-4.6
1.9

Profitability
Return on Assets
Return on Equity
Interest Margin to Gross Income
Trading Income to Gross Income
Non-interest Expenses to Gross Income

1.5
18.3
64.3
12.0
47.8

1.5
19.3
67.8
10.8
47.4

1.3
17.7
66.6
10.6
48.6

1.2
13.8
66.8
10.1
52.1

1.3
15.4
67.1
8.5
51.1

Liquidity
Liquid Assets to Total Assets

13.2

13.6

13.8

14.7

15.3

FX and Derivative Risk
FX Loans to Total Loans
FX Liabilities to Total Liabilities

18.4
24.3

18.4
25.5

20.0
27.1

18.2
25.8

16.6
24.0

Total Assets
Total assets 1/
Percent of GDP

Sources: IMF Financial Soundness Indicators, Moody's Investor Service and Fund staff calculations.
1/ In billions of Chilean pesos.
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Annex I. Recommendations of 2016 Article IV Consultation and
Authorities’ Actions
Fund Recommendation

Policy action

Monetary Policy
The central bank should lower rates if disinflation
becomes broad based and more persistent, and if
growth risks intensify.

Amidst weak growth and steady disinflation, the
central bank cut rates by 100 bps from January
2016 to May 2017.

Fiscal Policy
Fiscal consolidation should commence, but Chile
can proceed slowly.

The government announced its fiscal target as an
improvement of the structural balance by 0.2
percentage point per year over the next four years.

The Advisory Fiscal Council could be given
financial independence and its mandate
broadened to assessing annual and medium-term
fiscal targets.

New draft legislation is under consideration in
Congress that envisages strengthening of the
institutional basis, resources, mandate, and
responsibilities of the fiscal council.

Fiscal policy needs to remain geared toward
growth-enhancing education and infrastructure
spending.

The last education reform’s bill (on free tertiary
education) was passed in January 2018.

Structural Reforms
The pension reform should strengthen the private
and the public solidarity pillars, while mitigating
negative implication for growth.

The pension reform proposal did not pass in the
Congress. The new administration is expected to
present a new proposal.

Workers’ skills should be enhanced further
through improved and more specialized education
and training programs.

The government aims to focus on improving
professional-technical institutes and sent draft
legislation to Congress.

Legal and regulatory uncertainties related to the
new labor bill should be tackled.

Ongoing. Labor Directorate issued an opinion to
clarify some uncertainties, but it is being
challenged through the judicial system.

Financial Sector
Improve corporate governance, investor
protection, and market transparency. Corporate
governance could be improved through the
introduction of a voluntary stewardship code.
Key Basel III regulations and risk-based supervision
of insurers should be adopted swiftly.

Improve the oversight of financial conglomerates.
Broaden the scope of supervision to shadow
banking activities.
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A Banking law that closes many gaps with Basel III
has recently been approved. New bank resolution
tools are not in the law. The authorities are
working on legislation to provide legal basis for
risk-based insurance supervision.

Overall
Assessment

Background. Chile’s net international investment position (NIIP) is stronger than other countries in the region and is expected to slightly deteriorate in
2018 to -23 percent of GDP (by about 2 p.p.). Chile has a net negative FDI position reflecting large inflows in the mining sector, and a net positive equity
position, with financial institutions (pension funds, mutual funds, and insurance companies) being the main holders of foreign assets. The NIIP is
projected to worsen by about 10 percentage points in the next few years amid moderate current account deficits (abstracting from valuation effects).

The external position
is broadly consistent
with medium-term
fundamentals and
desirable policy
settings.

Assessment. Gross external debt, which has increased by about 15 p.p. since 2013, partly due to exchange-rate-related valuation effects, is projected to
decline to about 61 percent of GDP in 2018. External debt remains sustainable under a range of adverse scenarios including to interest rates, growth and
the exchange rate (Figure A.1 and Table A.1).
Current account

Background. Chile’s 2017 current account (CA) came at -1.5 percent of GDP, significantly improved from 2013, reflecting, initially, a significant peso
depreciation, then a marked contraction in investment-related capital goods imports and a rebound in copper prices. The CA deficit is projected to
widen in 2018 to 2.5 percent of GDP, mainly due to weaker terms-of-trade and strong investment-related import demand. In terms of savingsinvestment balance, national savings have declined mildly by about 1 p.p. since 2013, against about 4 p.p. drop in the investment ratio reflecting lower
copper prices, weak global demand, and a fall in business confidence.
Assessment. The 2018 current account gap rose from about ½ percent of GDP to 1½ percent in 2018, of which 0.3 percent of GDP is due to policy
gaps. The overall gap was mainly due to the factors discussed above, while the policy gap associated with the fiscal stance is expected to be absorbed by
the planned fiscal consolidation, and the structural reform agenda will help improve competitiveness. Hence, the current account is deemed to be
broadly consistent with medium-term fundamentals and desirable policy settings.

Real exchange
rate and
competitiveness

Background. The Chilean peso appreciated in 2017 both bilaterally and multilaterally (about 3 percent in REER terms), supported by stronger copper
prices and better domestic economy outlook alongside country-specific factors (sound macroeconomic fundamentals and policy track record). Following
a nominal appreciation of about 8 percent from the average of 2017 to April 2018, the exchange rate depreciated by 12 percent from April till August
2018.
Assessment. EBA CA and REER index methodologies indicate that the exchange rate is in line with fundamentals (based on June 2018 estimates, the four
methodologies indicate an average gap of about 0, a range from 6.7 to -11.5 percent and a mid-point -2.4). Even when considering the recent
depreciation, the Chilean peso is assessed to be broadly in line with its medium-term fundamentals and policy settings.

Capital and
financial
accounts

Assessment. Chile has a fully open capital account. Vulnerabilities are overall limited by a credible commitment to a floating exchange rate, strong
macroeconomic policies, and a well-developed financial market for hedging.
FX intervention
and reserves
level

Background. Chile has a free floating exchange rate regime. The central bank generally does not intervene in the foreign exchange market. Nonetheless,
Chile had two intervention programs in 2008 and 2011, both aimed at weakening the peso and both based on purchases of USD. FX reserves cover over
5 months of imports in 2017, and are close to the lower bound of the IMF reserve adequacy metric.
Assessment. A flexible exchange rate is the first line of defense in a small economy exporting commodities like Chile, with a large exposure to
international shocks. Reserves are estimated as broadly adequate, in light also of the large buffers available to the central government (with assets at
about 19 percent of GDP in 2017) and the pure floating regime.

CHILE
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Background. The CA deficit is mostly financed from a relatively stable source of FDI net inflows, largely related to mining activities. Chile has been
resilient to copper price fluctuations and the taper tantrum episode, experiencing less capital flow volatility than other EMs. Throughout, the corporate
sector has maintained access to external funding.

Annex II. External Sector Assessment Report

Foreign asset
and liability
position

Chile

CHILE

Annex III. Chile’s Structural Revenues and Structural Balance
Calculations
This annex briefly highlights the key aspects and properties of the structural adjustment envisaged by
the Chilean fiscal rule and describes the staff methodology for forecasting structural revenues and
balances.

Key aspects and properties of the structural adjustment envisaged by Chile’s fiscal rule
1.
The structural fiscal balance in Chile is defined as the difference between the structurallyadjusted revenues and total expenditure (the latter is not subject to adjustments). Structural
revenues are defined as the actual revenues minus the structural adjustment, which applies to four
categories of revenue items: i) non-mining tax revenue, ii) healthcare-related social security
contributions, iii) private mining tax revenue, and iv) gross copper revenue from the state-owned
company (the actual revenues from these four categories were 16.7, 1.2, 0.5 and 0.5 percent of GDP
in 2017, respectively). The remaining revenue items are not adjusted. The former two categories of
revenue items are adjusted for the business cycle (i.e., the output gap) and the latter two categories
are adjusted for the copper cycle (i.e., the copper price gap).
2. The structural adjustments in any given year hinge on four parameters: the current and the
previous year output gaps (which depend on trend GDP estimates), and the current and the
previous year copper price gaps (which depend on a reference price for copper over the longterm—hereafter copper reference price—defined as the average forecast of future spot prices over
the next 10 years). The estimates for the trend GDP level and the copper reference price to be used
for the structural adjustment of each budget year (t) are based on projections provided by two
independent expert committees the year before (t-1, in August). These two inputs, together with the
authorities’ forecast for real GDP and spot copper price for year t, allow the authorities in year t-1 to
estimate the output gap and copper price gap that will be used to design their year t budget in
order to meet the structural target. The same two inputs, together with the actual realization of real
GDP and copper price for year t, would allow the authorities in year t+1 to calculate the final
structural adjustment, and hence the structural balance, for year t. 1
3. The structural adjustment and the structural revenues exhibit the following properties (see the
section on technical details later). Other things being equal:

Operationally, the authorities also distinguish the copper price for Codelco and for private mining companies. In
addition, prior to 2015, the revenue from molybdenum was also subject to structural adjustment.
1
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a) Current year gaps usually have a dominant effect compared to the gaps from the previous
year. In addition, the signs of the impact of the previous year’s gaps are ambiguous and
depend on the sign of the net tax credit for that year. 2
b) A positive (negative) current-year output gap 3 (based on the authorities’ definition, i.e. the
actual GDP is lower (higher) than the trend GDP) implies a negative (positive) structural
adjustment to the business cycle and structural revenues higher (lower) than actual
revenues. 4 The rule of thumb is that a 1 percent of GDP output gap implies a structural
revenue adjustment in the order of about ¼ percent of GDP. As the positive (negative)
current-year output gap closes, the size of the structural adjustment to the business cycle
shrinks and the structural revenues converge from above (below) to the actual revenues.
c) A positive (negative) current year copper price gap (i.e., the actual copper price is higher
(lower) than the reference long-term price of copper) implies a positive (negative) structural
adjustment to the copper cycle and structural revenues that are lower (higher) than actual
revenues. The rule of thumb is that a 10-cent copper price gap implies a structural revenue
adjustment in the order of about 0.1-0.2 percent of GDP. 5 As the positive (negative) currentyear copper price gap closes, the size of the structural adjustment to the copper cycle
shrinks and the structural revenues converge from below (above) to the actual revenues
4. The text chart and table show, respectively, the historical decomposition of the structural
adjustment into output and copper price gaps, with the corresponding parameters.

2 The net tax credit corresponds to the difference between the actual tax declared for the previous year that should
be paid in the current year and the amount of the provisional tax payment (for the previous year) paid in the
previous year.
3 This output gap definition follows the authorities one. It is defined as percentage deviation of the trend GDP from
actual GDP. Note that this is opposite to the standard IMF definition (actual minus potential).
4

Structural revenues are defined as actual revenues minus the structural adjustment.

5 The authorities’ calculation for the effect of a possible 10 cent copper price change in 2019 is $450mn, or about
0.15 percent of GDP.
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Decomposition of the Structural Adjustment (as percent of GDP, 2012-17)

.

Source: Indicador del balance cíclicamente ajustado, Metodología y resultados (2014-2018), DIPRES; and Staff
Calculations.
Note: Output gap follows the authorities’ definition.

The Staff approach to the estimation of the structural balance
5. The design of fiscal policy in Chile is anchored on choosing an expenditure path that ensures
meeting the structural balance target ex-ante. Fiscal discipline is assessed on the basis of whether
the structural balance target is met ex-post. Over the medium term, it is also essential to assess the
implications of fiscal policy for the overall deficit, as this would allow to forecast the debt path. For
these purposes, the staff calculations for the structural balance over the projection horizon have to:
1) employ a methodology, formulae, and parameters that are as close as possible to the authorities’
ones, which will govern the final calculation of the structural balance; 2) but rely on the IMF
projections for actual GDP, copper prices, and exchange rates, which may differ from the authorities’
ones, and, thus, inform the policy dialogue. With respect to the parameters, this implies that, for the
current and following year projections, staff will make use of the series of trend GDP and the long-
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term copper reference price announced by the two independent expert committees, which are the
ones binding for the final structural balance calculations for those years.
6. By doing so, the differences in structural revenue estimates between staff and the authorities for
those years reflect different projections for real GDP growth, copper prices and the exchange rates,
and not different assumptions about parameters (as would be the case if staff were to use its own
trend output projection or its own long-term copper price). For projections beyond next year, staff
uses an error-correction model to forecast the long-term reference copper price that can be
expected to be announced by the committee (see below for the methodology) and closes the
output gap progressively over time taking into account its assessment of the state of the economy.
This ensures that, to the extent the staff’s and the authorities’ macroeconomic projections tend to
converge, then the staff’s and the authorities’ projections of the structural balance would also tend
to converge; and their calculations of the structural balance will be the same when actual data is
released.
7. This methodology implies that for the current and the next year, staff does not use the output
gap published in its medium-term framework, which reflects the staff’s assessment of the state of
the economy in these years. This would have been an appropriate calculation if the objective were to
offer an alternative structural adjustment to the one envisaged by the fiscal rule, for example under
alternative parameter configurations. However, the objective is to forecast the official measure of
the structural balance as closely as possible, which requires employing the parameters as designed
by the fiscal rule. This includes employing the trend GDP as announced by the committee in August
each year, which is binding for the structural adjustment calculation for the following year. Using
staff’s output gap in the calculations would imply that the structural balance would not coincide
with the authorities’ structural balance even ex-post, once GDP data are final; indeed, even ex-post,
the output gap of the authorities and of staff would differ.
8. The staff calculations can be illustrated by describing the projections discussed in paragraph 17
of the Staff Report. In 2018, staff expects the fiscal balance to improve substantially vis-à-vis 2017 by
about 1 percentage point of GDP to minus 1.7 percent of GDP, due to an increase in actual mining
revenues and a decline in expenditure as a share of GDP. Despite the increase of actual revenues
(from 21.0 percent of GDP in 2017 to 21.7 percent of GDP in 2018), structural revenues decline as
share of GDP from 21.7 percent in 2017 to 21.5 percent in 2018 due to a significant change in the
structural adjustment (from -0.7 percent of GDP in 2017 to +0.1 percent of GDP in 2018), mainly as a
result of a smaller output gap (which contributes about 0.7 percent of GDP to the change in the
structural adjustment). Given lower structural revenues (by about 0.2 percent GDP), expenditure will
need to decline as well (by about 0.4 percent of GDP) in order to attain the authorities’ target of a
0.2 percent improvement in the structural balance.
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Staff Forecast of Structural Balance
(In percent of GDP)
Total Revenue

2012
2012
22.1

2013
2013
20.9

2014
2014
20.6

2015
2015
21.1

2016
2016
20.8

2017
21.0

2018
21.7

2019
21.2

2020
21.2

Total Expenditure
Overall Balance (OB)

21.6
0.6

21.5
-0.6

22.2
-1.6

23.2
-2.1

23.6
-2.7

23.7
-2.8

23.4
-1.7

23.2
-2.0

Structural Adjustment
Adjustment to Output Gap 1/
Adjustment to Copper Price Gap

0.9
0.1
0.8

0.0
-0.4
0.3

-1.1
-0.8
-0.2

-2.7
-1.1
-1.5

-1.6
-0.6
-1.0

-0.7
-1.0
0.3

0.1
-0.3
0.4

-0.4
-0.3
-0.1

Proj.

2021
21.2

2022
21.1

2023
21.0

22.8
-1.7

22.4
-1.2

22.1
-1.0

21.8
-0.8

-0.3
-0.1
-0.2

0.0
0.1
-0.1

0.0
0.0
-0.1

0.0
0.0
0.0

Structural Revenue
21.2
21.0
21.7
23.7
22.5
21.7
21.5
21.6
21.4
21.2
21.1
21.0
Structural Balance
-0.4
-0.6
-0.6
0.5
-1.1
-2.0
-1.8
-1.6
-1.4
-1.2
-1.0
-0.8
Sources: Ministry of Finance, DIPRES and Staff estimate
1/ The output gap used for the structural adjustment calculation is measured as the difference between staff’s real GDP and the potential GDP of the committee of experts
for the years for which it is available and binding. Beyond those years, the output gap is progressively closed over time taking into account staff’s assessment of the state of
the economy.

Technical Details on the structural adjustment formulae. 6
I)

Business cycle adjustment

9. The structural adjustment to the six components of non-mining tax revenue and to healthcarerelated social security contributions (SRAi) are calculated using the following formula applied to
these seven categories of revenues (i):
𝑌𝑌 ∗ 𝜀𝜀𝑖𝑖

𝑆𝑆𝑆𝑆𝑆𝑆𝑖𝑖 = 𝐴𝐴𝐴𝐴𝑖𝑖 − (𝐴𝐴𝐴𝐴𝑖𝑖 − 𝑇𝑇𝑖𝑖 ) � 𝑌𝑌 � ,

where ARi is the actual revenue of category i, Ti stands for the temporary policy measures that affect
revenue item i, Y* is the level of trend GDP, Y is the level of actual GDP (thus, Y*/Y is the measure of
the output gap), and εi is the elasticity to the output gap for category i, which is generally larger
than 1 in the official calculations. Two of the components relate to the net amount between tax
owed for the previous year and the associated credit for the payment already made the previous
year. As such, these two components are adjusted via the output gap in the previous year and tend
to balance out each other, implying that the impact of the previous year output gap has an
undetermined sign and anyhow a small size relative to the impact of the current year output gap.
II)

Copper price cycle adjustment

a. Gross copper revenue (from the state-owned company)

6
The material presented here is a summary from various issues of the “Indicador del balance cíclicamente ajustado.
Metodología y resultados”, published by DIPRES.
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10. The structural adjustment of gross copper revenues to the copper price gap is calculated with
the following formula:

𝑆𝑆𝑆𝑆𝑆𝑆𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺𝐺 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 𝑅𝑅𝑅𝑅𝑣𝑣𝑒𝑒𝑒𝑒𝑒𝑒𝑒𝑒 = 𝑄𝑄(𝑃𝑃 − 𝑃𝑃∗ )𝐸𝐸𝐸𝐸

where Q is the copper production volume (in metric tons) of Codelco (the state-owned mining
company), P is the spot price of copper (U.S. dollar/pound), P* is the copper reference price
announced by the expert committee, E is the Peso-US dollar exchange rate, and k is a scaling
constant.

b. Private mining tax revenue
11. The private mining tax revenue consists of three components, the mining specific tax, the
general corporate income tax, and the profit repatriation tax. The total mining tax is paid on a
provisional basis (i.e., companies pay the tax for the current year based on profits expected for the
year) and mining companies need to declare the actual taxable profits for the previous year each
April. Depending on the provisional tax payment made in the previous year, companies may be
eligible for a refund or be subject to additional tax payment.
12. The structural adjustment to the mining tax revenue is done at the component level and aimed
at capturing the impact of the cyclical movement of copper prices on the cash flow of tax payment.
Specifically, for the first two types of tax (indexed by i), the adjustment formula takes the following
form:
∗
𝑃𝑃 − 𝑃𝑃∗
𝑃𝑃−1 − 𝑃𝑃−1
∗
∗ ∗
𝑆𝑆𝑆𝑆𝑆𝑆𝑖𝑖 = �
� 𝑃𝑃𝑃𝑃𝑃𝑃𝑖𝑖,𝑡𝑡 + ��𝑃𝑃−1𝑡𝑡𝑖𝑖,−1 − 𝑃𝑃−1
𝑡𝑡𝑖𝑖,−1 �𝑄𝑄−1 𝑘𝑘 − 𝐶𝐶−1 �𝑡𝑡𝑖𝑖,−1 − 𝑡𝑡𝑖𝑖,−1
��𝐸𝐸�0,−1 − �
� 𝑃𝑃𝑃𝑃𝑃𝑃𝑖𝑖,−1
𝑃𝑃
𝑃𝑃−1

where PPMi is the provisional tax payment, ti is the effective tax rate for that tax category (and ti* is
the effective tax rate when profits are evaluated at the copper price reference price), C is the taxdeductible cost, and 𝐸𝐸�0,−1 is the exchange rate in the previous year adjusted by the inflation from
the previous to the current year. Variables with “-1” in the subscript refer to values in the previous
year. The first term in the equation captures the impact of the copper price gap on the provisional
tax payment for the current year, the second term refers to the structural adjustment to the taxable
profit for the previous year declared in the current year, and the last term captures the impact of the
copper price gap on the previous year’s provisional tax payment (the difference between the two
terms is the structural adjustment to the net tax credit/payment). As such, the last two terms are
adjusted for the previous year copper price gap and tend to balance out each other, leaving the sign
of the impact of the previous year copper price gap undetermined but its size anyhow small relative
to the impact of the current year copper price gap.
13. The adjustment to the last component is done as follow:
∗
∗
∗
∗
𝑆𝑆𝑆𝑆𝑆𝑆 = 𝑧𝑧𝑧𝑧 �𝑄𝑄𝑄𝑄 �𝑃𝑃�𝑡𝑡𝑖𝑖𝑖𝑖 − 𝑡𝑡𝑖𝑖𝑖𝑖,−1 � − 𝑃𝑃∗ �𝑡𝑡𝑖𝑖𝑖𝑖
− 𝑡𝑡𝑖𝑖𝑖𝑖,1
�� − 𝐶𝐶 ��𝑡𝑡𝑖𝑖𝑖𝑖 − 𝑡𝑡𝑖𝑖𝑖𝑖,−1 � − �𝑡𝑡𝑖𝑖𝑖𝑖
− 𝑡𝑡𝑖𝑖𝑖𝑖,1
���
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where z is the portion of profit that the mining companies repatriate back to the parent companies
outside Chile and 𝑡𝑡𝑖𝑖𝑖𝑖 is the tax rate on repatriated profit. Mining companies can claim credit from the
general corporate income tax paid against the tax on repatriated profit. Therefore, the tax rate on
corporate income tax (𝑡𝑡𝑖𝑖𝑖𝑖,−1 ) enters the equation with a negative sign.
Technical Details on the Error Correction Model for forecasting the copper reference price

14. Historically, the World Economic Outlook (WEO) copper price forecast tracks the copper
reference price announced by the expert committee reasonably well, through a dynamic equation.
To capture the relationship formally, an empirical model is fitted over the available historical data, in
order to forecast the long-term copper reference price via the World Economic Outlook copper
price forecast. Based on a sample between 2004 and 2018, the estimated baseline empirical model
follows an error-correction model (where Pt* is the expert committee’s copper reference price
published in August of year t-1, Pt is the average of the WEO forecasts at year t-1 of the
international copper price for the next 5 years, and Et-j is the j-periods ahead forecast operator,
figures in parentheses are p-values of the coefficient estimates):
∗
ln𝑃𝑃𝑡𝑡∗ − 𝑙𝑙𝑙𝑙𝑃𝑃𝑡𝑡−1
=

0.48
0.37
∗
(𝑙𝑙𝑙𝑙𝐸𝐸𝑡𝑡−1 [𝑃𝑃𝑡𝑡 ] − 𝑙𝑙𝑙𝑙𝐸𝐸𝑡𝑡−2 [𝑃𝑃𝑡𝑡−1 ]) −
(𝑙𝑙𝑙𝑙𝑃𝑃𝑡𝑡−1
− 𝑙𝑙𝑙𝑙𝐸𝐸𝑡𝑡−2 [𝑃𝑃𝑡𝑡−1 ])
(0.000)
(0.000)

15. For historical data and up until 2019 staff uses as long-term reference copper price the one
published by the committee the year before, in line with the authorities’ calculation, in order to
match the structural balance calculation of the authorities. For 2020 onward, such price is not
available, hence staff starts from the 2019 expert committee’s long-term copper reference price
(announced in August 2018) and employs the error-correction model described above, together
with the WEO forecast copper prices, in order to forecast the future long-term copper reference
prices that can be expected to be announced by the expert committee every year past 2019.
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Annex IV. Debt Sustainability Analysis
Chile Public Sector Debt Sustainability Analysis (DSA) - Baseline Scenario
(in percent of GDP unless otherwise indicated)

Debt, Economic and Market Indicators

Nominal gross public debt (EoP)
Public gross financing needs

Net public debt (excludes Pension Reserve Fund)

Actual
2/
2007-2015
2016
10.1
21.0
0.4
10.8
-7.0

Real GDP growth (in percent)
Inflation (GDP deflator, in percent)
Nominal GDP growth (in percent)

4.4

3.6
4.0
7.7
8.1

Effective interest rate (in percent) 4/

1.3
4.7
6.0
4.6

2017
23.6
3.9
7.8

1.5
4.7
6.2
4.1

2018
24.7
2.9

2019
26.0
2.3

4.0
1.3
5.3
3.9

3.4
2.0
5.5
3.6

9.4

1/

Projections
2020 2021
26.7 26.9
2.7
4.8

11.4

12.8

3.2
3.2
6.5
3.9

13.6

3.0
3.1
6.2
3.8

2022
26.6
1.3

2023
26.1
1.0

3.0
3.0
6.1
3.8

3.0
3.0
6.1
3.8

14.1

14.3

As of September 20, 2018
Sovereign Spreads
EMBIG (bp) 3/
131
5Y CDS (bp)
48
Ratings
Moody's
S&Ps
Fitch

Foreign Local
A1
A1
A+
AAA

A+

Contribution to Changes in Public Debt
Change in gross public sector debt

Identified debt-creating flows
Primary deficit
Primary (noninterest) revenue and grants
Primary (noninterest) expenditure
Automatic debt dynamics 5/
Interest rate/growth differential 6/
Of which: real interest rate
Of which: real GDP growth
Exchange rate depreciation 7/
Other identified debt-creating flows
Net acquistion of Financial Assets (negative)
Contingent liabilities
Net Repayment of Recognition Bond
Residual, including asset changes 8/
10

2007-2015
1.4

Actual

1.5
-0.5
21.4
20.9
0.0
-0.1
0.2
-0.3
0.1
1.9
1.3
0.0
0.6
-0.1

2016
3.8
3.0
2.4
20.4
22.8
-0.4
-0.2
0.0
-0.2
-0.2
1.0
0.6
0.0
0.4
0.7

Debt-Creating Flows

8

2.4
2.4
20.5
22.9
-0.7
-0.4
-0.1
-0.3
-0.3
0.7
0.4
0.0
0.4
0.2

2018
1.1
1.3
1.3
21.2
22.5
-0.3
-0.3
0.6
-0.9
…
0.3
0.0
0.0
0.3
-0.2

Projections
2020 2021
0.6
0.2

2019
1.3
1.8
1.6
20.8
22.4
-0.4
-0.4
0.4
-0.8
…
0.6
0.3
0.0
0.3
-0.4

1.0
1.2
20.7
21.9
-0.6
-0.6
0.1
-0.8
…
0.5
0.3
0.0
0.2
-0.4

0.6
0.7
20.7
21.4
-0.6
-0.6
0.1
-0.8
…
0.5
0.3
0.0
0.2
-0.4

2022
-0.3

2023 cumulative debt-stabilizing
-0.5
2.5
primary

0.1
0.5
20.6
21.1
-0.6
-0.6
0.2
-0.8
…
0.2
0.2
0.0
0.0
-0.4

-0.1
0.3
20.5
20.9
-0.6
-0.6
0.2
-0.8
…
0.2
0.2
0.0
0.0
-0.4

balance 9/
-0.4

4.7
5.6
124.6
130.2
-3.2
-3.2
1.6
-4.7
…
2.3
1.3
0.0
1.0
-2.2

12

projection

(in percent of GDP)

6

2017
2.5

10
8

4

6

2

4

0

2

-2

0

-4

-2

-6

-4

-8

-6

-10

2007

2008

Primary deficit

2009

2010

2011

Other debt-creating flows

2012

2013

2014

Real GDP growth

2015

2016

2017

Residual

2018

2019

2020

Real interest rate

2021

2022

2023

-8

cumulative

Exchange rate depreciation

Change in gross public sector debt

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.
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Chile: External Debt Sustainability: Bound Test 1/ 2/
(External debt in percent of GDP)
Interest rate shock (in percent)

Baseline and historical
scenarios

100

25 100

Gross financing need
under baseline
(right scale)

90
80
70

Baseline

60

15

58

Historical

50

20

52

10
5

30
2015

2017

2019

2021

80
i-rate
shock

70
60

40

20
2013

90

0
2023

59

Baseline

50

58

40
30
20
2013

2015

2017

2019

2021

2023

Non-interest current account
shock

Growth shock
(in percent per year)

100

100

90

90

80

80

Growth
shock

70
60

62

Baseline

50

58

70

40

30

30
2015

2017

2019

2021

2023

Combined shock 3/

20
2013

100

90

90

80

80
Combine
d shock

60

63

Baseline

50

58

2021

2023

30
2019

2021

2023

30 %

depreciation

Baseline

50

30
2017

2019

81

60

40

2015

2017

70

40

20
2013

2015

58

Real depreciation shock 4/

100

70

63

Baseline

50

40

20
2013

CA shock

60

20
2013

2015

2017

2019

2021

58

2023

Sources: International Monetary Fund, Country desk data, and staff estimates.
1/ Shaded areas represent actual data. Individual shocks are permanent one-half standard
deviation shocks. Figures in the boxes represent average projections for the respective variables
in the baseline and scenario being presented. Ten-year historical average for the variable is also
shown.
2/ For historical scenarios, the historical averages are calculated over the ten-year period, and
the information is used to project debt dynamics five years ahead.
3/ Permanent 1/4 standard deviation shocks applied to real interest rate, growth rate, and
current account balance.
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Chile: External Debt Sustainability Framework
(In percent of GDP, unless otherwise indicated)

INTERNATIONAL MONETARY FUND

2013

2014

Actual
2015

2016

2017

2018

2019

2020

Projections
2021
2022

2023

48.4

57.9

65.6

66.2

63.0

61.0

62.2

61.7

60.3

59.6

58.4

Change in external debt
Identified external debt-creating flows (4+8+9)
Current account deficit, excluding interest payments
Deficit in balance of goods and services
Exports
Imports
Net non-debt creating capital inflows (negative)
Automatic debt dynamics 1/
Contribution from nominal interest rate
Contribution from real GDP growth
Contribution from price and exchange rate changes 2/
Residual, incl. change in gross foreign assets (2-3) 3/

2.6
0.9
3.0
-0.5
31.9
-32.5
-1.3
-0.8
1.1
-1.8
-0.1
1.7

9.5
4.5
0.4
1.0
32.9
-31.9
0.0
4.2
1.3
-0.9
3.8
5.0

7.7
3.5
0.5
-0.1
29.3
-29.4
-2.3
5.3
1.8
-1.4
4.9
4.2

0.7
0.1
-0.1
0.9
28.1
-27.2
0.4
-0.1
1.5
-0.8
-0.8
0.6

-3.2
-3.9
-0.5
1.8
28.6
-26.9
0.9
-4.3
2.0
-0.9
-5.5
0.7

-2.0
0.3
0.9
0.6
28.8
-28.2
0.1
-0.7
1.6
-2.3
...
-2.3

1.2
1.1
1.2
0.0
28.8
-28.7
0.3
-0.5
1.5
-2.0
...
0.1

-0.5
1.7
1.0
0.4
28.5
-28.1
1.1
-0.5
1.4
-1.9
...
-2.2

-1.4
1.9
0.9
0.6
28.2
-27.7
1.4
-0.4
1.4
-1.7
...
-3.3

-0.7
1.4
0.7
0.7
28.0
-27.2
1.2
-0.4
1.3
-1.7
...
-2.1

-1.2
1.2
0.6
0.7
27.4
-26.7
1.2
-0.5
1.2
-1.7
...
-2.5

External debt-to-exports ratio (in percent)

151.4

175.9

223.7

235.9

219.9

212.2

216.1

216.5

213.6

213.2

212.8

57.9
20.8

47.1
18.1

46.6
19.1

39.8
15.9

47.9
17.3

44.6
14.9

52.8
17.3

53.5
16.6

54.3
16.0

54.9
15.3

56.1
14.8

61.0

59.3

57.8

55.2

53.6

51.8

4.0
4.1
2.8
8.7
13.5
-0.9
-0.1

3.4
-1.5
2.5
1.9
3.8
-1.2
-0.3

3.2
2.4
2.4
4.7
3.5
-1.0
-1.1

3.0
2.4
2.3
4.5
3.7
-0.9
-1.4

3.0
2.3
2.2
4.3
3.5
-0.7
-1.2

3.0
2.2
2.2
3.4
3.5
-0.6
-1.2

Baseline: External debt

Gross external financing need (in billions of US dollars) 4/
in percent of GDP
Scenario with key variables at their historical averages 5/
Key Macroeconomic Assumptions Underlying Baseline
Real GDP growth (in percent)
GDP deflator in US dollars (change in percent)
Nominal external interest rate (in percent)
Growth of exports (US dollar terms, in percent)
Growth of imports (US dollar terms, in percent)
Current account balance, excluding interest payments
Net non-debt creating capital inflows

4.1
0.2
2.4
-1.5
0.2
-3.0
1.3

1.8
-8.0
2.5
-3.5
-8.0
-0.4
0.0

2.3
-8.5
2.9
-16.6
-13.7
-0.5
2.3

1.3
1.2
2.4
-1.9
-5.2
0.1
-0.4

1.5
9.2
3.4
13.1
9.5
0.5
-0.9

10-Year

10-Year

Historical
Average

Standard
Deviation

3.0
2.1
2.7
1.1
5.2
-0.5
-0.1

2.4
8.5
0.3
13.8
20.6
2.1
2.0

Debt-stabilizing
non-interest
current account 6/
-0.6

-1.2

1/ Derived as [r - g - r(1+g) + ea(1+r)]/(1+g+r+gr) times previous period debt stock, with r = nominal effective interest rate on external debt; r = change in domestic GDP deflator in US dollar terms, g = real GDP growth rate,

e = nominal appreciation (increase in dollar value of domestic currency), and a = share of domestic-currency denominated debt in total external debt.

2/ The contribution from price and exchange rate changes is defined as [-r(1+g) + ea(1+r)]/(1+g+r+gr) times previous period debt stock. r increases with an appreciating domestic currency (e > 0) and rising inflation (based on GDP
deflator).

3/ For projection, line includes the impact of price and exchange rate changes.

4/ Defined as current account deficit, plus amortization on medium- and long-term debt, plus short-term debt at end of previous period.

5/ The key variables include real GDP growth; nominal interest rate; dollar deflator growth; and both non-interest current account and non-debt inflows in percent of GDP.

6/ Long-run, constant balance that stabilizes the debt ratio assuming that key variables (real GDP growth, nominal interest rate, dollar deflator growth, and non-debt inflows in percent of GDP) remain at their levels

of the last projection year.
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Annex V. Risk Assessment Matrix1
7

Source of Risks
External Risk
Sharp tightening of global financial conditions triggered
by a sharper‐than‐expected increase in U.S. interest
rates (prompted by higher‐than‐expected inflation) or
the materialization of other risks.
Rising protectionism and retreat from multilateralism
could disrupt the global trade system and international
policy and regulatory collaboration, as well as increase
financial market volatitity. In particular, this could
increase the downside risks for the outlook of copper
prices, exports, and access to international finanical
markets.
Weaker‐than‐expected U.S. growth and its spillovers
could slow down domestic growth.
Weaker‐than‐expected China growth and its spillovers
could slow down domestic growth, in particular,
through the copper export channel.
Unsustainable macroeconomic policies in systemically
important countries could exacerbate underlying
vulnerabilities and, in some cases, backfire by hurting
confidence and global growth.
Sizeable deviations from baseline oil prices increase
uncertainty to growth and inflation prospects.
Domestic Risk
Cyber‐attacks on critical financial infrastructure may
trigger financial instability or disruptions in socio‐
economic activities.

Risk of default of leveraged non‐financial corporates
due to diminished earnings and impairment on assets.

Rapid implementation of structural reforms agenda,
leading to improved medium‐term growth prospects
and higher economic diversification.
Stronger‐than‐expected rebound in the non‐mining
investment could pose upside risks to growth and
inflation, and potentially increase financial risk.

Likelihood

Impact

Horizon

High

Medium

ST

High

High

ST, MT

Medium

Medium

MT

Low/Medium

High

ST,MT

Medium

Medium

ST, MT

Medium

Low

ST,MT

High

Medium

Policy Advice
Allow the exchange rate to play its role as shock
absorber. Provide liquidity. If necessary, to contain
temporary disorderly conditions, undertake exchange
rate intervention.

Allow the exchange rate to play its role as shock
absorber. Ease monetary policy, and if necessary
provide liquidity. If needed, allow temporary fiscal
expansion as countercyclical measure. Speed up
reforms to reduce trade barriers, improve
diversification on export destination and products,
enhance productivity growth.

ST,MT

Modernize and strengthen the regulatory framework
to close regulatory gaps. Develop continuity plans to
ensure orderly and speedy recovery of the financial
insfrastructure. Incentivze private sector investment
in cyber security.

Low

High

ST,MT

Ease monetary policy, manage impaired debt to
maintain confidence and low funding costs of healthy
corporates. Preventive measures encompass
speeding up adoption of Basel III capital
requirements.

Medium

Medium

ST, MT

In case of overheating, allow the exchange rate to
play its role as shock absorber and tighten monetary
policy, if necessary.

ST,MT

Allow the exchange rate to play its role as a shock
absorber and tighten monetary and macroprudential
policy, if necessary. Ensure that banks do adequate
screening and provisioning of new lending.

Low

Medium

1 The Risk Assessment Matrix (RAM) shows events that could materially alter the outlook (both the current
policies and staff’s proposal scenarios). The relative likelihood of risks listed is the staff’s subjective assessment of
the risks surrounding the scenarios projections (“low” is meant to indicate a probability below 10 percent,
“medium” a probability between 10 and 30 percent, and “high” a probability of 30 percent or more). The RAM
reflects staff views on the source of risks and overall level of concern as of the time of discussions with the
authorities. Non-mutually exclusive risks may interact and materialize jointly.
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CHILE

FUND RELATIONS
(As of August 31, 2018)
Membership Status
Joined: December 31, 1945; Article VIII
General Resources Account
Quota
Fund holdings of currency
Reserve Tranche Position
Lending to the Fund
New Arrangements to Borrow

SDR Million
1,744.30
1,598.89
145.42

SDR Department
Net cumulative allocation
Holdings

SDR Million
816.89
539.31

70.40

Percent Quota
100.00
91.66
8.34

Percent
Allocation
100.00
66.02

Outstanding Purchases and Loans
None
Latest Financial Arrangements
Type
Stand-By
EFF
Stand-By

Date of
Arrangement
Nov 8, 1989
Aug 15, 1985
Jan 10, 1983

Expiration
Date
Nov 7, 1990
Aug 14, 1989
Jan 9, 1985

Projected Payments to Fund (in SDR Million)1

Principal
Charges/Interest
Total

Amount Approved Amount Drawn
(SDR Million)
(SDR Million)
64.00
64.00
825.00
806.25
500.00
500.00

2018

2019

Forthcoming
2020

0.67
0.67

2.68
2.68

2.68
2.68

2021

2022

2.68
2.68

2.68
2.68

Exchange Rate System
Chile has accepted the obligations of Article VIII, Sections 2, 3, and 4 and maintains an exchange
rate system free of restrictions on the making of payments and transfers for current international
transactions. Chile has a free floating exchange rate system.

1

When a member has overdue financial obligations outstanding for more than three months, the amount of
such arrears will be shown in this section.
2
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STATISTICAL ISSUES
(As of October 1, 2018)

Assessment of Data Adequacy for Surveillance
General: Data provision is adequate for surveillance. The National Institute of Statistics (INE)
regularly publishes a full range of economic and financial data. The Central Bank of Chile (CBC)
also publishes comprehensive macroeconomic and financial data. The Ministry of Finance
publishes fiscal data.
Key publicly accessible websites for macroeconomic data and analysis are:
National Institute of Statistics: http://www.ine.cl/
Central Bank of Chile: http://www.bcentral.cl/
Ministry of Finance: http://www.minhda.cl/
Recent Developments: The Central Bank started to publish a house price index in 2014 and a
new series on external debt at market values in 2015 which facilitate better monitoring and
identification of risks. The National Institute of Statistics (INE) has revised the basket and
methodology of the Consumer Price Index (CPI) in 2017, including to address some limitations in
the clothing sub-index.
Data Standards and Quality
Subscriber to the Fund’s Special Data
Dissemination Standard (SDDS) since May 17,
1996. In coordination with STA, Chile is in the
process to gain adherence to SDSS plus.

A data ROSC was published September 17,
2007.

Reporting to STA (Optional)
The CBC uses the standardized report forms (SRFs) to report monthly data for the central bank,
other depository corporations (ODCs), other financial corporations (OFCs), and monetary
aggregates. However, data for the ODCs exclude savings and credit cooperatives.
The CBC reports all core and 8 of 28 encouraged financial soundness indicators on a monthly basis.
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Table 1. Chile: Table of Common Indicators Required for Surveillance

INTERNATIONAL MONETARY FUND

(As of October 1, 2018)

Date of
Latest Observation

Date
Received

Frequency of Data6

Frequency of
Reporting6

Frequency of
Publication6

Exchange Rates

September 25, 2018

September 25, 2018

D

D

D

International Reserve Assets and Reserve Liabilities
of the Monetary Authorities1

September 15, 2018

September 15, 2018

W

W

W

Reserve/Base Money

September 15, 2018

September 15, 2018

W

W

W

August 2018

September 2018

M

M

M

Central Bank Balance Sheet

July 2018

September 2018

M

M

M

Consolidated Balance Sheet of the Banking System

July 2018

October 2018

M

M

M

September 15, 2018

September 15, 2018

D

D

D

August 2018

September 10, 2018

M

M

M

Revenue, Expenditure, Balance and Composition of
Financing3 – General Government4

2017

June 30, 2018

A

A

A

Revenue, Expenditure, Balance and Composition of
Financing3 – Central Government

July 2018

August, 2018

M

M

M

Stocks of Central Government and Central
Government –Guaranteed Debt5

Q2 2018

June 30, 2018

Q

Q

Q

External Current Account Balance

Q2 2018

August 20, 2018

Q

Q

Q

August 2018

September 23, 2018

M

M

M

Q2 2018

August 20, 2018

Q

Q

Q

July 2018

August 20, 2018

M

M

M

Q2 2018

August 20, 2018

Q

Q

Q

Broad Money

Interest Rates2
Consumer Price Index

Exports and Imports of Goods
GDP/GNP
Gross External Debt
International Investment Position

7

Any reserve assets that are pledged or otherwise encumbered should be specified separately. Also, data should comprise short-term liabilities linked to a foreign currency but
settled by other means as well as the notional values of financial derivatives to pay and to receive foreign currency, including those linked to a foreign currency but settled by other
means.
2
Both market-based and officially-determined, including discount rates, money market rates, rates on treasury bills, notes, and bonds.
3
Foreign, domestic bank, and domestic nonbank financing.
4
The general government consists of the central government (budgetary funds, extra budgetary funds, and social security funds) and state and local governments.
5
Including currency and maturity composition.
6
Daily (D); weekly (W); monthly (M); quarterly (Q); annually (A); irregular (I); and not available (NA).
7
Includes external gross financial asset and liability positions vis-à-vis nonresidents.
1

CHILE

RELATIONS WITH OTHER INTERNATIONAL
FINANCIAL INSTITUTIONS
•

World Bank: https://www.worldbank.org/en/country/chile

•

Intern-American Development Bank: https://www.iadb.org/en/countries/chile/overview
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Statement by Gabriel Esteban Lopetegui, Executive Director for Chile
and Carola Moreno, Advisor to the Executive Director
November 7, 2018
On behalf of the Chilean authorities, we thank staff for their informative report and selected
issues papers related to the 2018 Article IV consultation. The authorities appreciate the open and
candid dialogue with staff, as well as the thorough analysis, and look forward to continuing this
constructive relationship with the Fund.
Background and economic outlook
Chile is one of the most open and globally integrated economies. In the current juncture, when
risks arising from international markets are increasing, Chile’s domestic conditions allow
differentiation from other emerging markets that are showing some macro-financial
vulnerabilities. A key element for this differentiation is driven by a macro policy framework of
fully-fledged inflation targeting scheme, in which a flexible exchange rate regime permits the
absorption of external shocks without major effects in the local financial system. But this is only
part of a bigger framework that has allowed for sound macroeconomic policies during financial
stress and crisis episodes. This framework includes Chile’s recent strong commitment to a fiscal
consolidation agenda, in addition to an effective and well communicated monetary policy stance,
conducted by an autonomous Central Bank (CBC), and the strengthening of capital requirements
in the banking system.
Despite global growth having plateaued in many large economies, and even been revised
downward in others, during this year, the Chilean economic data has surprised on the upside in
several areas. A most recent positive development is the greater dynamism of investment,
especially in machinery and equipment, which outperforms the projected GDP growth for the
period 2018-2020.
Inflation has been consolidating its prospects of convergence to the target. Annual headline
Consumer Price Index (CPI) inflation has sped up in recent months, reaching 3.1 percent in
September—just barely above the 3 percent target. Meanwhile, core inflation—that is, excluding
food and energy prices—, remains near 2 percent. Both figures are in line with market
expectations. Risks appear to be balanced and inflation is expected to reach 3.1 percent by yearend, in line with a recent depreciation of the Chilean peso and closed activity gaps.
The labor market shows signs of recovery as salaried-jobs growth is on the rise, showing some
dynamism in important sectors, such as construction and trade. The perspectives for the labor
market are positive as there might be some slack, in part given the strong immigration registered
in recent years, which has not been yet captured by the surveys. Analysis of administrative and
other alternative data leads the authorities to evaluate that the lag observed between employment
and activity is beginning to dissipate.
Overall, the estimation of potential growth was revised up and convergence between potential and
trend growth—estimated at 3 to 3.5 percent for the next ten years—will occur sooner than
expected. Economic growth projections have been revised up to a range between 4 and 4.5

percent in 2018, and between 3.25 and 4.25 percent in 2019, which are above the staff’s
estimates.
External sector
The external environment has been volatile, and risks are becoming more likely to materialize in
the near term, compared to what was expected six months ago. Commodity prices dropped,
particularly metals. Against this background, the Chilean peso, like most currencies, has
depreciated against the dollar. Authorities welcome the staff’s analysis and share the view that the
Chilean current account and real exchange rate are broadly aligned with fundamentals.
The main risk continues to be an abrupt deterioration of financial conditions facing emerging
economies, especially because markets seem to be more reactive to negative news. In this regard,
what happens in the United States is still relevant, in terms of both the evolution of inflation and
its outlook and the unfolding of the trade conflict. This situation has revived the fears about
China, especially the risks implicit in the imbalances it maintains in several of its markets. In
Europe, among other issues, the uncertainty surrounding Brexit is cause for concern.
Investors have been able to differentiate among emerging economies staying positive on those
with stronger fundamentals. In this regard, our authorities highlight the importance of taking into
consideration a set of indices to obtain a holistic view, rather than a partial assessment of the
country’s external position. For example, Chile stands out for maintaining external assets in
sovereign funds. The economic stabilization fund amounts to 14 billion dollars (approximately 5
percent of GDP) as of September 2018 and adds to the 37.4 billion dollars International Reserves
of the CBC (approximately 14 percent of GDP). In addition, pension funds are the major private
institutional investors, having external assets that amount to 86 billion dollars as of the second
half of 2018. Pension funds have shown an interesting behavior in previous volatility events,
displaying a behavior that counters that of non-resident investors and, therefore, retrench funds
when capital flights are observed.
The long period of loose international financial conditions was followed by an increase in
emerging markets indebtedness, and Chile was no exception. Nevertheless, the fact that the
Chilean corporate sector appears to be highly leveraged should not be taken as an indicator of
vulnerability. A deeper understanding of its composition allows to see that either there is a natural
hedge (export and import sectors), or firms buy foreign exchange hedge. Also, a substantial
portion is debt with parent companies (FDI debt), which has a different (lower) risk. Finally, it is
mostly long-term debt and refinancing risks are small. Overall, considering domestic debt as well,
the corporate sector indebtedness as a percent of GDP has stabilized since 2015.
Monetary policy
The policy framework in place, along with a sound financial system in which exchange rate risks
are hedged, allows for monetary policy to be countercyclical, if needed. During the last 16
months, the policy rate was kept at 2.5 percent, becoming one of the most expansive in the
region. On the October 2018 monetary policy meeting, the CBC Board decided to raise the policy
rate by 0.25 basis points, communicating that if the foreseen scenario is maintained, the

normalization process will continue at a gradual and well-communicated pace. Hence, it can be
anticipated that monetary policy will remain expansionary for some time, probably making it the
longest period of continued monetary expansion since the adoption of the current monetary policy
regime. The CBC will be prepared to act countercyclically if downside risks materialize in the
external sector.
Since January 2018, the CBC Board changed the frequency of its meetings to only eight times per
year (instead of a monthly-based scheme), and the meetings last one and a half day (instead of
one day). The communiqué is longer and includes the voting results and the decision. This is an
improvement since previously the main issues analyzed and the voting results were only known
in the minutes, 11 working days after the meeting. The Monetary Policy Report (IPoM) will
continue to be published quarterly, coinciding with the month of a meeting, while the Financial
Stability Report (IEF) will be published separate from the IPoM. These changes in
communication resulted in improvements from an already high standard, taking the CBC’s
practices closer to that of the developed countries’ monetary authorities.
Fiscal policy
The fiscal authorities aim to improve the fiscal accounts through a planned gradual consolidation
path for the next four years. Although the recently submitted 2019 Budget Law forecasts a sharp
decline in the overall fiscal deficit, from 2.8 percent of GDP in 2017 to 1.9 and 1.7 percent of
GDP respectively for 2018 and 2019, the proposed bill also supports development needs of the
Chilean economy by focusing on education, healthcare, and pensions, and further boosting public
investment. Fiscal consolidation is reflected by slower expenditure growth in 2019 (estimated at
3.2 percent in real terms) which, in turn, will be supported by a fiscal austerity package of USD
4.4 billion to be implemented linearly over a four-year horizon.
The authorities remain committed to a gradual reduction of the structural fiscal deficit by
approximately 0.2 percent of GDP per year to 1 percent of GDP by 2022. As forecasted by the
staff, the trajectory of the public debt-to-GDP ratio is expected to stabilize in the near term, at a
low level relative to peers. Sovereign risk spreads remain low from a historical perspective and
with respect to peers.
Fiscal authorities are also strengthening their institutional framework by providing legal and
financial independence to the Fiscal Council, together with a broader mandate. The proposed
Autonomous Fiscal Council bill has received widespread support from Congress and should be
approved in the short term. The authorities also submitted a Tax Modernization bill that is
expected to significantly simplify the tax payment process, improve efficiency of the system,
support small-to-medium enterprises, and foster both investment and growth, while safeguarding
fiscal discipline. It is estimated that with the approval of the tax bill GDP growth would increase
over 0.5 percent per year over the next decade.
Regarding the staff’s comments on the need for the authorities to take the OECD’s
recommendations into account when designing the new tax on digital services, we would like to
point out that the authorities clearly have done so and have publicly stated that the announced tax
on digital services is an interim measure adopted while a global consensus is achieved.

Financial sector
The authorities broadly agree with the staff’s assessment of the financial sector in that it remains
healthy. Nevertheless, to address areas that are still in need of improvement, the authorities asked
the IMF to conduct an FSAP, which has been programmed for 2020. The result of this assessment
will help the authorities design a plan to continue working on setting the best practices and
enhancing the resilience of the Chilean financial system.
Regarding the current juncture, domestic credit continues to be characterized by low interest
rates. As mentioned above, corporate debt has stabilized when compared to GDP. In contrast,
household debt continues to grow as a percent of total loans, with a larger contribution of
mortgage debt. Risks appear to be contained as non-performing loan ratios remain low (2 percent
in the case of bank consumer loans), except for consumer loans in the non-banking sector, which
stand around 5.5 percent in February 2018. The authorities recognize the need for a consolidated
debt system that includes both bank and no banking institutions.
The recently released Household Finances Survey (Encuesta Financiera de Hogares) exhibits
that between 2014 and 2017 there is a 10 percent point increase in the share of households that
save (to 36 percent), while the share of indebted households decreased from 73 to 66 percent.
Despite this decrease, indebtedness indices increased, namely the debt-to-income ratio and the
ratio of financial burden to income. Once debt is decomposed, an increase in mortgage debt is
observed in the highest income group. Another important highlight of the survey is that financial
inclusion improved significantly.
The development of the real estate sector during the last decade has been healthy, overall, with no
evident financial vulnerabilities in foresight. Increases in house prices have gone in tandem with
economic growth, household disposable income and urbanization, among other factors. More
importantly, the authorities highlight that the growth in the real state sector has been supported by
a healthy financing architecture.
Congress recently approved the New Banking Legislation. This landmark legislation is the most
important adjustment over the past thirty years, aligning bank capital requirements with
international Basel III standards, providing an enhanced new governance for the bank regulator,
broadening the range of regulatory tools to deal with weak banks, and extending government
guarantees for term deposits, among other important issues. The new law will contribute to
further development of Chile’s financial system, while at the same time build on its resilience.
The estimated impact of the implementation of Basel III is low compared to the banking sector
average returns of the last six years and more so considering that the implementation will be
gradual in a lapse of four years, after the new capital regulation is issued. Banks have been
preparing for this for some years now. In addition, they will be able to take palliative actions
during the transition, like substituting additional tier 1 (AT1) for tier 2 (T2) capital. During 2019,
specifications for countercyclical capital reserve requirements will be applied, becoming the most
important macroprudential policy in Chile.

In terms of financial infrastructure, ROSC assessment is that Chile has sound and robust
institutions, despite some gaps that were identified. As of July 2018, Chile improved the rating of
all financial market infrastructures except one (trade depository; (“Repositorio de
Transacciones”)). The CBC is developing an Integrated Information System for Derivatives
(“Sistema de Información de Derivados”) that aims to reach a trade depository standard. In
addition, the CBC is working on a new regulation to allow compensation and liquidation
denominated in US dollars.
Finally, cybersecurity is being addressed very seriously knowing that probably the main
challenges to financial stability might come from technologies and finance. A technological
observatory was created intended to act as catalyst for enhancing knowledge. Furthermore. the
authorities are interested in receiving technical assistance, while also exploring best practices at
the international level. In this endeavor, all financial regulators are working in a coordinated way.
Reform agenda
As highlighted in the staff report, the authorities are committed to an ambitious structural reform
agenda that should further raise medium term growth as well as living standards. Several key
initiatives are geared towards boosting investment and raising productivity growth squarely back
to positive territory. During the past few months, the authorities have announced measures to
streamline investment processes and reduce regulatory bottlenecks, while at the same time
inaugurating an office that tracks and facilitates the implementation of large-scale sustainable
investment projects. In addition, the authorities expect to simplify the processes of environmental
permits for investment projects, which should reduce discretion in the approval process, enhance
transparency in the decision-making process, and guarantee high environmental standards. The
authorities have also announced important initiatives towards modernizing the state by improving
availability of e-documentation across the public sector, with the intention of reducing
administrative burdens on citizens. Separately, the government has presented a long-awaited bill
to modernize and reduce burdensome notary procedures.
As a small open financially integrated economy, Chile’s economic authorities are concerned with
the impact that rising trade tensions may have on the global economy. Chile’s policy-makers have
responded by calling for greater dialogue to resolve trade tensions through the agreed multilateral
framework. In addition, the authorities have responded to the current juncture by broadening and
deepening their wide web of 26 free trade agreements with 64 economies of the world, which
cover over 85 percent of global GDP. Negotiations recently concluded to achieve a bilateral trade
agreement with Brazil, while efforts towards strengthening financial integration with the Pacific
Alliance economies and advancing trade in services liberalization continue.
On a separate note, the authorities recognize the importance of further improving human capital,
preparing the labor force for the future of work, and closing gender gaps in the labor market. The
authorities aim at enhancing efforts in early childhood education, strengthening technical and
professional schooling, and reviewing the curricula of vocational training programs to ensure
these are aligned with skills demanded by the new digital economy. Several initiatives have been
announced to further improve female labor force participation and add flexibility to participation
of younger age groups.

Finally, the authorities share the staff’s urgency on the need to reform the pension system and
recently announced the major elements of a comprehensive reform. In sum, the proposal
considers a gradual increase in mandatory contribution rates to privately-managed individual
accounts, greater competition in the overall pension system by allowing new administrators to
enter the management of additional mandatory contributions, and a significant increase in current
pensions that rely on the publicly funded solidarity pillar. Furthermore, rather than enforce an
older retirement age, the proposal considers important incentives to postpone retirement,
especially for women.

