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	Basic statistics of Chile, 2016


	
(Numbers in parentheses refer to the OECD average)1














	

LAND, PEOPLE AND ELECTORAL CYCLE








	
Population (million)


	
18.0


	
 


	
Population density per km²


	
24.6


	
(37.2)





	
Under 15 (%)


	
20.8


	
(17.9)


	
Life expectancy (years, 2015)


	
79.1


	
(80.5)





	
Over 65 (%)


	
10.6


	
(16.6)


	
Men 


	
76.5


	
(77.9)





	
Foreign-born (%, 2014)


	
2.6


	



	
Women


	
81.7


	
(83.1)





	
Latest 5-year average growth (%)


	
0.9


	
(0.6)


	
Latest general election


	
November 2017















	

ECONOMY








	
Gross domestic product (GDP)


	



	



	
Value added shares (%)


	



	






	
In current prices (billion USD)


	
247.0


	



	
Primary sector


	
4.3


	
(2.5)





	
In current prices (billion CLP)


	
167 227


	



	
Industry including construction


	
31.3


	
(26.6)





	
Latest 5-year average real growth (%)


	
3.0


	
(1.8)


	
Services


	
64.4


	
(70.9)





	
Per capita (000 USD PPP)


	
23.5


	
(42.1)


	



	



	
















	

GENERAL GOVERNMENT2







	
Per cent of GDP







	
Expenditure


	
23.8


	
(41.6)


	
Gross financial debt


	
21.3


	
(108.5)





	
Revenue


	
21.1


	
(38.7)


	
Net financial debt


	
1.0


	
(69.9)















	

EXTERNAL ACCOUNTS








	
Exchange rate (CLP per USD)


	
676


	



	
Main exports (% of total merchandise exports)





	
PPP exchange rate (USA = 1)


	
390


	



	
Machinery and transport equipment


	
39.2


	






	
In per cent of GDP


	





	



	
Chemicals and related products, n.e.s.


	
16.6


	






	
Exports of goods and services


	
28.5


	
(53.9)


	
Miscellaneous manufactured articles


	
13.9


	






	
Imports of goods and services


	
27.6


	
(49.5)


	
Main imports (% of total merchandise imports)





	
Current account balance


	
-1.4


	
(0.2)


	
Machinery and transport equipment


	
35.9


	






	
Net international investment position (2014)


	
-13.7


	



	
Miscellaneous manufactured articles


	
15.0


	






	



	



	



	
Chemicals and related products, n.e.s.


	
11.2


	
















	

LABOUR MARKET, SKILLS AND INNOVATION








	
Employment rate for 15-64 year-olds (%)


	
62.2


	
(66.9)


	
Unemployment rate, Labour Force Survey 

(age 15 and over) (%)


	
6.5


	
(6.3)





	
Men


	
72.4


	
(74.7)


	
Youth (age 15-24, %)


	
15.7


	
(13.0)





	
Women


	
52.0


	
(59.3)


	
Tertiary educational attainment 25-64 year-olds (%)3



	
22.5


	
(35.7)





	
Participation rate for 15-64 year-olds (%)


	
66.8


	
(71.7)


	
Gross domestic expenditure on R&D (% of GDP, 2015)


	
0.4


	
(2.4)





	
Average hours worked per year


	
1 974


	
(1 763)


	



	



	
















	

ENVIRONMENT








	
Total primary energy supply p.c.(toe, 2014)


	
1.5


	
(4.1)


	
CO2 emissions from fuel combustion per capita (tonnes, 2014)


	
4.3


	
(9.4)





	
Renewables (%, 2014)


	
38.6


	
(9.6)


	
Municipal waste per capita (tonnes, 2015)4



	
0.4


	
(0.5)





	
Exposure to air pollution (more than 10 μg/m3 of PM2.5, % of population, 2015)


	
67.4


	
(75.2)


	



	



	
















	

SOCIETY








	
Income inequality (Gini coefficient, 2015)


	
0.454


	
(0.311)


	
Relative poverty rate (%, 2015)


	
16.1


	
(11.3)





	
Median disposable household income (000 USD PPP, 2015)


	
 10.0


	
(22.9)


	
Education outcomes (PISA score, 2015)


	



	






	
Public and private spending (% of GDP)


	



	



	
Reading 


	
459


	
(493)





	
Health care


	
8.5


	
(9.0)


	
Mathematics


	
423


	
(490)





	
Pensions (2013)


	
4.4


	
(9.1)


	
Science


	
447


	
(493)





	
Education (primary, secondary, post sec. non tertiary, 2014)


	
3.1


	
(3.7)


	
Share of women in parliament (%)


	
15.8


	
(28.7)







	
1. Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where data exist for at least 29 member countries.



	
2. For Chile, data refer to Central Government.



	
3. For Chile, data refer to 2015.



	
4. For Chile, data refer to 2014.



	

Source: Calculations based on data from the OECD, IEA, World Bank, IMF, Inter-Parliamentary Union and DIPRES.









Executive summary


	Growth is bottoming out after a long adjustment to lower copper prices
	Reinvigorating productivity and exports to support inclusive growth
	Making growth more inclusive with labour market and social measures





Growth is bottoming out after a long adjustment to lower copper prices




Growth is bottoming out



Y-o-y, % changes


[image: graphic]


Note: LAC is the unweighted average of Argentina, Brazil, Colombia, Costa Rica and Mexico.




Source: OECD, Economic Outlook 102 Database.


StatLinkhttp://dx.doi.org/10.1787/888933670900



Over the past decades Chile has substantially improved the quality of life of its citizens. However, growth stalled at the end of the commodity boom. In the short term, solid fundamentals, a better global outlook for commodity exports and trade, monetary policy easing and a supportive fiscal stance are helping a gradual recovery. Additional social and education expenditure, notably through the ongoing education reform, will support inclusive growth overtime. However, boosting productivity would raise incomes for all Chileans and help financing high-quality public services, education and health. Too many adults have weak basic skills, while the excessive reliance on self-employment and short-term contracts and an inefficient training system hinder productivity growth and well-being.





Reinvigorating productivity and exports to support inclusive growth




The productivity gap remains significant



Productivity level, 1,000 USD PPP per employee


[image: graphic]


Note: 2016 or latest available year.




Source: OECD, Productivity Database.


StatLinkhttp://dx.doi.org/10.1787/888933670919



The commodity boom hid weak non-commodity exports and low productivity. The reliance on natural resource intensive sectors limited diversification of exports in terms of goods, firms and destinations. This implies a high vulnerability to external shocks notably to copper developments, and environmental costs. Recent reforms eased firm registration, launched an integrated digital portal for business procedures, improved electricity supply and raised investment in renewables. However, productivity and export performance would be aided by lowering high entry barriers and regulatory complexity in some sectors. Addressing skill shortages, improving international connections and domestic infrastructure would also help create better-quality employment.





Making growth more inclusive with labour market and social measures




Inequality is still high


[image: graphic]


Source: OECD, Inequality Database.


StatLinkhttp://dx.doi.org/10.1787/888933670938



Labour market and social reforms, focusing especially on women and the low-skilled, are win-win for inclusive growth. Relative poverty, the share of low-skilled workers, gender participation and wage gaps and youth unemployment remain high by OECD standards. Wide-ranging efforts are under way to raise equity and quality of education. Broader access to childcare and healthcare, higher effectiveness of training policies, additional reforms to the tax system and an expansion of transfers would share prosperity more widely. Reducing severance payments of permanent contracts while increasing the coverage of unemployment benefits would curb the large share of short-term and informal contracts, and improve productivity and well-being for all Chileans.











	

MAIN FINDINGS



	

KEY RECOMMENDATIONS






	

Making growth more sustainable 








	
The macroeconomic policy framework is sound, but financial supervision remains perfectible.


	
Implement the banking law which incorporates Basel III capital adequacy requirements and strengthens supervision.





	
The fiscal stance is broadly appropriate. However, public debt has increased from a low level and fiscal revenues are dependent on copper prices.


	
Increase further public revenues from environmental, property and personal income taxes to increase equity and stimulate growth over time. 

Secure the mandate, resources and independence of the Fiscal Advisory Council in Law and strengthen its role in medium-term budgetary planning.





	
Weak and slowing trend productivity growth.


	
Strengthen existing national e-procedures for firm registration and authorisation, and focus on ex-post controls for businesses that have low associated sanitary and environmental risks. 

Involve stakeholders further in the design of regulations through early consultation procedures. Conduct systematic ex-ante and ex-post evaluations of regulations, notably through the existing productivity assessments. 

Improve further technical assistance and mentoring to small firms, building on the new local business centres.





	
Social and education spending have increased but inequality remains high. 


	
Further increase social spending to reduce inequalities.





	
The private pension system does not do enough to reduce inequalities, while population aging will put pressure on public spending. 


	
Raise contributions to increase savings for retirement. 

Continue to increase the solidarity pillar funded with general taxation.

Progressively increase and align the retirement age of women and men. 














	

Improving productivity and export performance








	
The competition framework has significantly improved. However, the survival of less productive firms points to weak competition.


	
Systematically review competitive pressures in key sectors, such as telecommunications and maritime services, by conducting market studies and applying the guidelines of the OECD’s Competition Assessment Toolkit.

Ensure that public entities have to comply with the Competition Agency recommendations or to publicly explain their decisions. 

Streamline permits and their process to encourage investment and simplify regulations that depend on firm size, such as childcare provision, to limit their impact on firm growth.





	
Expenditure on R&D is low as a share of GDP, especially in the business sector. 


	
Strengthen policy evaluation by beefing-up data collection, systematic reviews and independent studies. Expand R&D support programmes that are proven to work, and close down or adjust inefficient ones.





	
Export performance has weakened. Intra-regional trade is low compared to other regions of the world. Non-tariff barriers are pervasive.


	
Continue efforts to fully integrate the single window mechanism with the domestic logistic infrastructure and with regional partners.

Reduce further non-tariff barriers on intra-regional trade by simplifying regulations of preferential trade agreements.





	
Port connections to railways are weak. Lagging intermodal transport infrastructure and metropolitan coordination increase congestion and environmental damages.


	
Develop national, regional and metropolitan long-term infrastructure strategies. Integrate the regulation of public and private ports. 

Fully integrate the environmental and health damages of transport modes in taxes and road pricing to ensure fair competition. 

Reduce barriers to entry in maritime services and railways.














	

Enhancing inclusiveness and job quality








	
Cash transfers are small.


	
Strengthen cash benefits, notably employment subsidies and unemployment- and health-insurance support.





	
Women and youth employment rates are low relative to the OECD.

Ongoing efforts will increase equity in access and quality at all levels of education. A high share of adults lacks basic skills. Higher education does not adequately prepare students for the labour market. 


	
Further increase affordable, good-quality child care for the poorest children and in rural areas, and expand opening hours for childcare institutions. 

Continue ongoing efforts to improve quality at all levels of education.

Develop apprenticeships, integrating work and school-based learning, across all levels of education. 





	
A high share of the population holds temporary or informal jobs.


	
Reduce dismissal costs for permanent contracts and increase coverage of unemployment benefits by reducing the minimum contribution periods.





	
The share of low-skilled workers is high and they have restricted access to training programmes.


	
Better target firm-provided training programmes to the most vulnerable workers. Continuously evaluate active labour market policies, public and firm-provided training, to focus funding on those that are performing well.














Assessment and recommendations 


	The economy has been resilient to the commodity shock

	New sources for broader-based growth are needed over the longer term

	Enhancing access to high-quality jobs

	Strengthening productivity growth and export performance




The quality of life of Chileans improved significantly over the last decades, supported by a stable macroeconomic framework, bold structural reforms, such as trade and investment liberalisation, and buoyant natural-resource sectors. The quality of life approaches the OECD average along some dimensions of well-being -- notably jobs and earnings, work-life balance, health and subjective well-being (Figure 1, Panel A). The catch up in GDP-per-capita terms and the reduction in inequalities have been among the most rapid in the OECD in the last few decades (OECD, 2015a). Still, progress has recently slowed (Panel B) and the ratio of the highest decile of disposable income to the lowest decile is among the highest in the OECD, despite being lower than in other Latin American countries (Panel C). 




Figure 1. Incomes have risen and well-being is high in many dimensions


[image: graphic]

1. Each well-being dimension is measured using one to three indications from the OECD Better Life Indicator set with equal weights.



2. Indicators are normalised by re-scaling to be from 0 (worst) to 10 (best).



3. Or latest available year. For Chile data refer to 2015. The P90/P10 ratio is the ratio of income of the 10% of people with highest income to that of the poorest 10%.




Source: OECD (2017), OECD National Accounts Statistics and Income Distribution and Poverty databases; OECD (2016), "Better Life Index 2016".


StatLink  http://dx.doi.org/10.1787/888933670957



Even though Chile fared relatively well during the global financial crisis, important challenges remain. The end of the commodity cycle and slower global trade have been the main drivers of lower growth, investment and business confidence. Domestic factors have also played a role. The rise in self-employment and involuntary part-time employment due to the decline in growth are undermining incomes and the financing of social protection. 

Chile’s catch-up in living standards is challenged by low and stagnant productivity and a still high level of inequality. The declining relative poverty rate of 16.1% in 2015 remains high by OECD standards and the income of the highest income decile exceeded 2.8 times the median in 2015 in line with an average of 3.0 in Brazil, Costa Rica and Mexico, but much higher than in the OECD average country (2.0). The very high share of low-skilled workers, gaps in infrastructure and low investment in innovation and R&D hinder productivity and are associated with a persistent dependence of exports on mostly natural resources, notably copper, agriculture and fisheries, and low-technology manufactures (Figure 2). Low levels of activity and employment rates for women, youth, low-skilled and indigenous groups, large earnings gaps between men and women, and the high share of temporary contracts and self-employed exacerbate persistent income disparities. Productivity and inequality are also affected by the education system, whose weak and unequal results strongly reflect socio-economic backgrounds (OECD, 2015a; OECD, 2016a). At the same time, population ageing, projected to be one of the steepest in Latin America, will pose social challenges in terms of inclusiveness and well-being, in the decades ahead. 




Figure 2. Growth has been resilient but productivity and exports’ technological content are low


[image: graphic]

1. LAC is the unweighted average of Argentina, Brazil, Colombia, Costa Rica and Mexico.



2. Or latest available year. The value for Argentina and South Africa are estimates based on the World Development Indicators.



3. Adults with literacy skills of level 1 or below.




Source: OECD (2017), Economic Outlook 102 Database (and updates), National Accounts and Productivity Databases; OECD (2016), Skills Matter: Further Results from the Survey of Adult Skills; and OECD calculations based on Comtrade data.


StatLink  http://dx.doi.org/10.1787/888933670976



Ongoing improvements in the education sector, reforms in the labour market, the implementation of the 2014-18 Productivity Agenda, and efforts to raise the efficiency of electricity markets and the sustainability of the pension system have aimed at tackling these challenges. However, further structural reforms are needed for more robust private investment and more inclusive growth, ensuring the provision of high-quality public services over the longer term. OECD simulations show that the implementation of key structural reforms would significantly raise GDP per capita by 5.2% after 10 years, or yearly real GDP growth by around 1.2 percentage points, on average, over this period (Box 3, Table 5). Against this background, the main messages of this Survey are: 


	
A solid macroeconomic policy framework has smoothed adjustment to the end of the commodity boom, contributing to low unemployment, resilient household consumption and a stable financial sector.



	
Raising incomes and well-being further will depend on strengthening skills and greater inclusion of women and low-skilled workers in the labour force. Increasing the quality of education, reforms to ensure the training system benefits the unemployed and inactive and measures to reduce the segmentation of the labour market would enhance productivity and inclusiveness. 



	
Business entry costs and export procedures have been progressively eased. However, promising firms still lack opportunities to grow, export and innovate. Further simplification of trade and regulatory procedures, and reforms in the transport sector, would strengthen productivity.






The economy has been resilient to the commodity shock


The economy grew by 5.3% annually between 2010 and 2014, more than double the OECD average (Figure 3, Panel A). This was driven by a sharp rise in terms-of-trade after the 2008 financial crisis as the value of copper exports boomed along with strong external demand. Since mining is very capital intensive, investment grew from approximately 21% of GDP in 2002 to almost 25% of GDP in 2012, generating large spillovers on other sectors, in particular construction. 




Figure 3. The adjustment to the decline of copper price is easing


[image: graphic]

1. LAC is the unweighted average of Argentina, Brazil, Colombia, Costa-Rica and Mexico.



2. Four-quarter moving average.



3. Nominal exchange rate in US dollars per national currency.




Source: OECD (2017), Economic Outlook 102 Database (and updates); Central Bank of Chile (2017), Statistical database.


StatLink  http://dx.doi.org/10.1787/888933670995



Growth has slowed since 2014 due to weaker global trade and the fall in copper prices, but by less than in Latin American peers. Together with higher costs from more difficult extraction, lower copper prices have reduced mining profitability and thereby investment (Panel B). Recently, a modest recovery in commodity prices has reversed some of the earlier terms-of-trade losses (Panel C). However, in the first half of 2017, growth decelerated further as a long-lasting strike in the largest copper mine, linked to regular collective negotiations, weighed on exports and activity. The economy appears close to the end of the adjustment, helped by an improving outlook in its main trading partners, notably Latin American countries (OECD, 2017a).

Growth was aided by the solid macroeconomic framework, the floating exchange rate and the stable financial system. Private consumption remained robust (Figure 3, Panel D) thanks to the historically low joblessness, strong credit growth, and a rise in public consumption. Employment is rising and annual wage growth has been robust, partly linked to minimum wage hikes and frequent indexation of wages on past inflation (Pérez Ruiz, 2016), underpinning solid gains in disposable income (Figure 4, Panel A). The unemployment rate, around 7%, remains historically low (Panel B). However, the prolonged growth slowdown raised involuntary part-time employment and self-employment, while, on average, self-employed earn 20% less than a wage employee with the same skills and experience (Barrero and Fuentes, 2017). The long-term decline in informality has stopped over 2013-17 (Ciedess, 2017).




Figure 4. The labour market has been resilient


[image: graphic]


Source: OECD (2017), Economic Outlook 102 Database (and updates); Central Bank of Chile (2017), Statistical Database; INE (2017), Encuesta Nacional de Empleo.


StatLink  http://dx.doi.org/10.1787/888933671014



Inflation has been on a downward trend since the beginning of 2016 (Figure 5, Panel A). Inflation exceeded the official target band over 2014-16, mostly due to the pass-through from the sharp peso depreciation. However, the stabilisation and the subsequent appreciation of the exchange rate as well as the wider output gap drove core and headline inflation below the lower bound of the policy tolerance range in the middle of 2017. In this context, monetary policy has been supportive. The Central Bank reacted by cutting its interest rate from 3.5% in December 2016 to 2.5% in May 2017, well below historical norms (Panel B). At the same time, inflation expectations remain well anchored, and prudential measures have moderated lending growth, thereby containing vulnerabilities. 




Figure 5. Inflation has moderated


[image: graphic]

1. Inflation expectations at 23 months.




Source: OECD (2017), Economic Outlook 102 Database (and updates); Central Bank of Chile (2017), Statistical Database.


StatLink  http://dx.doi.org/10.1787/888933671033



Export recovery has been affected by global trade conditions, commodity developments and structural rigidities. Despite the depreciation of the peso, most of the adjustment to lower copper prices has taken place by import compression. Since 2011, the increase in non-mining exports has been held back by low growth in Chile’s main trading partners and negative supply shocks in the salmon and wine sectors (Figure 6, Panels A and B). A strike in the main copper mine further weighed on exports in the first half of 2017. The dependence of the recovery on a few export sectors highlights Chile’s competitiveness problems (Figure 8). Indeed, non-price competitiveness is hampered by Chile’s specialisation in price-sensitive products and weak innovation. Moreover, product and labour market rigidities reduced the speed of reallocation of labour and capital to more competitive sectors, and reduced potential for more inclusive growth by keeping resources in low paying jobs. This had a tendency to maintain non-productive jobs and income disparities as better quality jobs were not created (Adalet Mc Gowan et al., 2017). Exports are expected to strengthen thanks to revived world demand, in particular from Chile’s main Latin American trading partners.




Figure 6. Exports and business investment are lagging


[image: graphic]

1. Goods and services. LAC is the unweighted average of Argentina, Brazil, Colombia, Costa Rica and Mexico.



2. Four-quarter moving averages.



3. Mining investment in Chile in 2016 is an estimate based on information from listed companies.




Source: OECD (2017), Economic Outlook 102 Database (and updates); Central Bank of Chile (2017), Statistical Database.


StatLink  http://dx.doi.org/10.1787/888933671052



Investment will recover only slowly. The adjustment of investment in the mining sector has been a significant drag on private investment and the recovery (Figure 6, Panel C). Moreover, lower internal financing capacity, uncertainty about the internal and external environment have reduced business confidence and held back business investment, despite historically low interest rates (Panel D). Household investment will also be a drag on growth in the short term. The scheduled end of reduced VAT rates on new home sales in 2016 has pushed forward construction activity, while welcome higher requirements on provisions to housing loans could negatively impact credit conditions.

Chile’s current account balance has been in deficit since 2011. However, FDI inflows, mainly to the mining sector, have funded a large part of the deficit (Figure 7). Net foreign liabilities remain limited, net external public assets are above 4% of GDP, due to assets held by the two sovereign wealth funds (Box 1), and reserves are above 80% of short-term external debt.




Figure 7. External imbalances are contained


[image: graphic]

1. Four-quarter moving averages.




Source: OECD (2017), Economic Outlook 102 Database (and updates); Central Bank of Chile (2017), Statistical Database.


StatLink  http://dx.doi.org/10.1787/888933671071





The short-term outlook is improving but Chile faces several medium-term challenges


Growth is projected to gain strength in the short run, accelerating from 1.7% in 2017 to almost 3% in 2018 and 2019 (Table 1). Exports will grow at a more solid pace, underpinned by improving export markets and a rebound in copper prices. Strengthening demand, good financing conditions and recent policy measures to support exports and productivity will reinvigorate business investment. As growth picks up, the unemployment rate will edge down and wage growth will increase. This will lower income disparities and private consumption is projected to accelerate with increasing real disposable incomes. 


	
Table 1. Macroeconomic indicators and projections


	
Annual percentage change, volume (2013 prices)1















	
 


	
2014


	
2015


	
2016


	
2017


	
2018


	
2019





	
 


	
Current prices (CLP billion)







	
GDP at market prices


	
148,855.3


	
2.2


	
1.5


	
1.7


	
2.9


	
2.9





	
Private consumption


	
93,735.5


	
2.0


	
2.4


	
2.6


	
2.8


	
2.9





	
Government consumption


	
19,080.0


	
4.5


	
5.1


	
3.7


	
2.8


	
2.5





	
Gross fixed capital formation


	
35,444.7


	
-0.9


	
-0.6


	
-1.4


	
2.9


	
4.3





	
Final domestic demand


	
148,260.2


	
1.6


	
2.0


	
1.9


	
2.8


	
3.1





	
Stockbuilding2



	
-862.3


	
0.3


	
-0.9


	
1.3


	
0.0


	
0.0





	
Total domestic demand


	
147,397.8


	
2.0


	
1.2


	
3.2


	
2.8


	
3.1





	
Exports of goods and services


	
49,212.9


	
-1.9


	
0.0


	
-0.6


	
3.1


	
3.5





	
Imports of goods and services


	
47,755.3


	
-2.8


	
-1.6


	
5.7


	
3.4


	
4.5





	
Net exports2



	
1,457.5


	
0.3


	
0.5


	
-1.7


	
-0.1


	
-0.2





	

Memorandum items



	


	


	


	


	


	





	
GDP deflator


	
_


	
4.2


	
3.8


	
4.5


	
3.3


	
2.7





	
Consumer price index


	
_


	
4.3


	
3.8


	
2.2


	
2.5


	
3.0





	
Private consumption deflator


	
_


	
5.5


	
3.7


	
2.1


	
2.5


	
3.0





	
Unemployment rate


	
_


	
6.2


	
6.5


	
6.7


	
6.5


	
6.3





	
Central government financial balance3



	
_


	
-2.1


	
-2.7


	
-2.8


	
-1.9


	
-1.7





	
Potential growth


	
_


	
3.1


	
2.9


	
2.7


	
2.5


	
2.5





	
Output gap


	
_


	
0.9


	
-0.1


	
-1.6


	
-2.9


	
-2.5







	
1. OECD projections are elaborated from seasonal and working-day-adjusted quarters for selected key variables, from which annual data are derived. Small differences between adjusted and unadjusted annual data may occur.



	
2. Contribution to changes in real GDP. 



	
3. As a percentage of GDP.



	
Source: OECD Economic Outlook 102 Database (and updates).



	StatLink  http://dx.doi.org/10.1787/888933671698





The main risks to growth relate to the performance of Chile’s principal trading partners and the evolution of commodity prices. Lower or higher growth in China, the United States and Latin American neighbours could reduce or boost external demand (Figure 8). In particular, further recovery of copper prices would boost confidence and investment, and increase government revenues. Alternatively, lower export prospects would weigh on growth. Domestic measures to boost competition and productivity and the new infrastructure fund could also increase investment more than assumed. By contrast, growth could be weakened if uncertainty in the business sector does not dissipate. A faster-than-expected rise in global long-term rates would have a limited negative impact on the financial sector and growth (Central Bank of Chile, 2017b). The economy may also confront unforeseen shocks, whose effects are difficult to factor into the projections (Table 2). 




Figure 8. Exports remain highly specialised, 2015-16


[image: graphic]


Note: Average percentage shares over 2015-16 for trade in goods.




Source: Central Bank of Chile (2017), Statistical Database.


StatLink  http://dx.doi.org/10.1787/888933671090




	
Table 2. Events that could lead to major changes in the outlook








	
Shock


	
Possible impact







	
Rise of protectionism and a slowdown in global trade


	
The benefits of integrating into the world economy will be lower if global protectionism were to rise. Export prospects would decrease.





	
Increased weather variability and natural disasters, such as droughts, wildfires and landslides


	
Depending on the nature and scale of the natural disaster, the fall in output from agriculture and other sectors could be regional or national. Infrastructure would be damaged and ongoing investment projects would be delayed but it could boost reconstruction expenditures.





	
A hard landing of emerging economies, particularly in China.


	
Global economic prospects and exports momentum would decline. In particular, copper prices, exports and public revenues would be lower than expected. Financial and real spillovers through other emerging countries would also reduce growth.













Continued fiscal consolidation is needed over the medium term 


The commodity price shock and the growth slowdown led to a rise in the fiscal deficit after 2011, broadly in line with the fiscal rule (Table 3, Box 1). Non-mining and mining revenues were hit by the sharp fall in copper prices and lower growth. In addition, new education and social spending exceeded short-term revenue gains from the 2014 tax reform (see below). The deficit remained close to 2.8% of GDP in 2017 and will decline around to 1.7% in 2019 according to OECD projections (Table 1). 


	
Table 3. The central government fiscal situation has deteriorated


	
Percentage of GDP 















	


	
2003


	
2007


	
2011


	
2013


	
2014


	
2015


	
2016







	

Total revenues



	

20.2



	

25.5



	

22.6



	

20.9



	

20.6



	

21.2



	

21.1






	
Copper revenues


	
1.0


	
8.1


	
4.1


	
2.1


	
1.9


	
1.3


	
0.4





	
Non-copper revenues


	
19.2


	
17.3


	
18.4


	
18.9


	
18.7


	
19.9


	
20.6





	

Total expenditures



	

20.7



	

17.7



	

21.3



	

21.5



	

22.2



	

23.3



	

23.8






	
Social spending1



	
na


	
na


	
11.6


	
12.3


	
12.6


	
13.3


	
13.9





	
Other public spending


	
na


	
na


	
5.1


	
5.0


	
5.2


	
5.2


	
5.2





	
Public investment


	
3.2


	
3.1


	
4.1


	
3.6


	
3.8


	
4.2


	
4.0





	
Interests


	
1.1


	
0.6


	
0.6


	
0.6


	
0.6


	
0.7


	
0.8





	

Fiscal balance



	

-0.4



	

7.8



	

1.3



	

-0.6



	

-1.6



	

-2.1



	

-2.7






	

Structural balance



	

0.8



	

-1.1



	

-1.0



	

-0.5



	

-0.5



	

0.5



	

-1.1






	

Structural primary balance2




	

1.4



	

1.0



	

-0.9



	

-0.4



	

-0.3



	

0.7



	

-0.8






	

Fiscal impulse3




	

0.0



	

-0.7



	

1.1



	

-0.1



	

0.1



	

1.1



	

-1.5






	

Gross debt



	

12.7



	

3.9



	

11.1



	

12.7



	

14.9



	

17.4



	

21.3






	

Net debt



	

6.6



	

-12.9



	

-8.6



	

-5.6



	

-4.3



	

-3.5



	

1.0








	
1. Education, health and social protection.



	
2. Structural deficit (national definition) plus net interest payments. Copper revenues are cyclically adjusted using an estimate of long-term copper prices (Box 1). 



	
3. Change in structural primary balance.



	

Source: Dipres. 



	StatLink  http://dx.doi.org/10.1787/888933671717









Box 1. The fiscal rule and its implementation


Chile’s structural balance rule puts an ex ante ceiling on government expenditures. Each year, two committees provide estimates for trend GDP growth and forecasts for long-term copper price (10 years ahead). Revenues are adjusted cyclically for deviation from trend GDP growth and long-term copper price based on the estimates of two committees of experts working for its Advisory Fiscal Council, while expenditures are not cyclically adjusted (Figure 9). 




Figure 9. Central government fiscal balance


[image: graphic]

1. The historical series evaluates the structural deficit using the historical parameters of each budget law.



2. The long-term copper price - an estimate of the average price of copper over the next ten years - and trend growth are determined yearly by two committees of experts working for Chile’s Fiscal Advisory Council.




Source: Dipres (2017), Indicador del balance cíclicamente ajustado; OECD Economic Outlook 102 Database (and updates).


StatLink  http://dx.doi.org/10.1787/888933671109



The authorities have progressively reduced annual structural balance targets from a surplus of 1% of GDP over 2001-07 to 0% in 2009, and shifted to a structural consolidation path over 2009-14, as methodological changes in 2011 revealed a larger-than-previously-estimated structural deficit. A Fiscal Advisory Council comments and provides recommendations on the rule implementation since 2013. The structural adjustment was made even more gradual in 2016 in light of lower copper prices and a decline in the projected long-term growth. 

The Chilean fiscal framework builds on two sovereign wealth funds, the Social Stabilisation Fund (ESSF) and the Pension Reserve Fund (PRF), that help reduce the impact of commodity fluctuations on activity, as public revenues remain dependent on copper (Box 2). In particular, the Social Stabilisation Fund finance fiscal deficits that may occur in periods of low growth and/or low copper prices and may also be used to finance the payment of public debt (including recognition bonds) and contributions to the Pension Reserve Fund. The Pension Reserve Fund complements the financing of pensions and social welfare arising from the old-age and disability solidarity basic pensions as well as solidarity pension contributions.




Much of the deterioration in the fiscal deficit was cyclical and linked to lower copper prices. The structural budget deficit (national definition abstracting from the cycle and short-term fluctuations in copper prices) has been broadly stable over 2011-16 (Box 1). Furthermore, the structural primary balance has been broadly stable between 2011 and 2016 (Table 3). Prudent fiscal management has been rewarded by the lowest sovereign bond spreads in the region. General-government gross debt at 28% of GDP in 2016, around 131% of revenues, was much lower than the average of Colombia and Mexico (59.3% of GDP or 207% of revenues). However, persistent headline deficits have increased public debt by around 10% of GDP in gross and net terms since 2011. Concerns about long-term growth also led to credit rating downgrades for long-term foreign-currency denominated sovereign debt from A+ to AA- by Standard & Poor’s and from A+ to A by Fitch in the middle of 2017. 

Under a baseline scenario where long-term growth remains close to 3% in volume terms and inflation is close to the central-bank target, if the government continues a gradual fiscal consolidation plan of 0.25% of GDP per year in line with the fiscal rule (Figure 10, Panel A), gross central-government debt will remain on a sustainable path (Panel B). Although long-term growth could be supported by higher immigration and female employment (Central Bank of Chile, 2017a), the effects of ageing could be larger than expected (Braconier et al., 2014; Acosta-Ormaechea et al., 2017) and the prolonged slowdown could push down productivity through hysteresis effects. With lower long-term growth, at 2% per year, the gross debt-to-GDP ratio would only be slightly above the baseline in 2040. However...
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