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On the diffusion of the “Health Pandemic”, the available figures (see Annex) show that Chile 

has the lowest rate of death with respect to confirmed cases of COVID-19. Of course, the 

comparability of these data is weak as far as the confirmation of the affected persons don’t 

follow the same method and also because the disease has not started on the same day 

everywhere in Latin America. Nevertheless, these figures give a first information: Belgium with 

a death rate of 12,8% is one of the highest of the world, and Chile one of the lowest. So a 

positive news for Chilean people and the Chilean governance and health system.  

 

On the “socio-economic Pandemic”, in spite of having to face the global crisis from an already 

very deteriorated situation (due to the social rebellion against the two slow improvement in the 

unfair income distribution from October 2019 to January 2020), there are also good (or rather 

not so bad) relative news for Chile. Due to the high credibility of its macroeconomic policies, 

acknowledged by the financial markets, the fiscal measures of 5% of the GDP are the biggest 

and broadest compared to other Latin American economies, and the monetary accommodation 

amongst the most complete. Therefore, the authorities expect to be able to limit the depression 

to 2.5% of GDP in 2020, according to the Central Bank. However, these measures let aside the 

systemic changes that would be necessary for addressing deeper issues and reforms in 

environment, social fairness, education, ageing and R&D.   

 

 

1. Introduction: Latin America overview  
 

As almost everywhere, countries in the Latin American region face an unprecedented shock 

with more uncertainties than in cyclical recession. Authorities are taking decisive action to 

prevent the spread of the virus by organizing partial closedown of the activities, while taking 

measures for mitigating the negative impacts of these containment measures. Contrary to a 

standard recession, it is not possible to take actions now for cushioning the global demand drop 

because the containment efficiency would be reduced and the supply response is temporarily 

blocked. Therefore, the policy goal is limited in this period to complement the shutdown, to 

allow those who lose their source of income to buy food and other essentials, and to minimize 

the number of firms that shed workers and are forced into liquidation. In short, policies should 

aim to provide relief (not stimulus for the moment) and prevent an amplification of the 

economic costs.  
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For Latin America, this global shock comes when the region was already close to a recession 

and had already used most of its thin room for maneuver, with higher public debt ratios and 

budgetary deficits, higher dependency from external financing and commodity prices.   

 

In parallel to health actions, the authorities changed their policy-mixes for challenging the 

Pandemic correctly along the lines of preventing as far as possible the amplification of the 

costs. But resources are more constrained by the already-elevated borrowing levels, the more 

limited health system capacities and the tightening financial conditions as increased demand 

for safe-haven assets have pushed up spreads. The scope for fiscal stimulus as well as for 

monetary accommodation is constraint. 

 

Some early assessments with global figures for 2020 are already available. The first one, by 

ECLAC/CEPAL at end of March give a contraction of -3 to -5% for GDP in Latin America 

and the Caribbean. The IDB provides a range of four scenarios with a range of negative 

growth between -1.8 to -5.5%. The IMF figures released on 14 April are – 5.2%.  

 

IMF World Economic Outlook 14 April 2020 

 

 
Source: World Economic Outlook, 6 April 2020 (released on 14 April) 

 

These figures are close to the worst scenario simulated IDB with -5.5% in its April 

Macroeconomic Report (see lowest curve on following Chart).  

These forecasts are all based upon a relatively rapid end to the lockdown, and a return to 

“business as usual” with the same parameters as in the past, but the coming changes are 

unpredictable for now. 
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source: ECLAC/CEPAL 

 

The very worrying impact of these depression is that Latin America is again postponing the 

deeper reforms for accelerating its regional and external integration, as well as its lagging 

productivity and social development.  

 

 

2. The Chilean case 
 

The Pandemic crisis came surprised Chile when the domestic social crisis had already 

exhausted the liquidity position of many firms especially SMEs, as well as many households 

already over indebted (the average debt ratio of household reaches 75% of available income), 

and the prospects were already very negative due to a jump in unemployment and the 

postponement of many investments when the Pandemic obliged to a further deterioration in the 

activity and financial conditions. The starting point for facing the present emergencies was 

worse than in many other economies. 

  

For these reasons, the authorities adopted quickly very strong measures, both on the monetary 

side and on fiscal policy, in spite of having been already very solicited at the end of 2019 by 

the social events and the need to respond to social demands. The high credibility accumulated 

by the Central Bank professionalism for thirty years and by the fiscal responsibility rules, 

warrant significant rooms for manoeuver to the Chilean policy-mix. 

 

3. Chilean Monetary emergency measures 
 

Indeed, the autonomous Central Bank decided a package of innovative extension of the 

traditional tool-box by combining what the US Fed and other major central banks adopted:  
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- On top of an immediate downward adjustment of 125 basis points for the main interest 

rate (TPM) to 0.5% (therefore a very negative level in real term close to -3%, the lowest 

in the region), a package of additional volume of 24 bn dollars. These new measures 

focus on preventing the liquidity squeeze to worsen the solvability issues for firms and 

households and to restore the normal working of financial markets.  

- To this end a special overdraft facility - the “Facilidad  de Financiamiento Condicional 

al Incremento de las Colocaciones (FCIC)” – was created putting up to 24 bn dollars 

(i.e. 10% of the GDP) to the banks for 4 years at the official rate of interest (0.5%) with 

targeted condition to be used only for extending loans to sectors under stress, and with 

an access in proportion with the increase of these loans as well as a multiplier for 

channeling the loans to SMEs. Furthermore, the State increase through the Banco del 

Estado, the Fund for Guarantee to SMEs (FOGADE) by an additional amount of 3 bn 

dollars  

- An extension of the eligible assets to corporate bonds as collaterals for acceding to all 

kinds of Central Bank liquidity; this measure allows for a triplication of the potential 

access to liquidity 

- An extension of the Open Market Policy to Bank bonds for up to 8 bn of dollars (in real 

terms i.e. in UF) 

- An extension in the terms of the loans and assets 

- A proposal to the Parliament to allow for extending to other financial bodies (Savings 

corporations and others: Cooperativas  de  Ahorro  y  Crédito, Entidades  de  

Contraparte  Central  (ECC),  Cámaras  de  Compensación  de Valores  (CCAV)  y  

Sistemas  de  Pago  de  Alto  Valor) 

- Large adjustment in the flexibility of banking regulations (lower reserve or liquidity 

requirements)  

- Program of exchange-rate intervention (sales of foreign reserves and swaps) for meeting 

the rush towards safe-assets mainly in dollar  

 

The Central Bank of Chile, that has managed to gain a high level of credibility will also tend to 

have more space to pursue aggressive temporary interventions, without provoking capital 

flight, inflationary pressures or other negative reactions. This explains the feasibility of the 

lowest level of interest rates in the region and even compared to Australia and New Zealandia. 

This low interest rates were possible without affecting much the exchange rate. The 

depreciation of the Chilean peso (an increase in the index on Chart 3) remains moderated with 

respect to other countries of the region as well as other commodity exporters. 
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Chart  2:   real TPM  means Interest Rate of Monetary Policy less expected 

inflation rate  
 

 
Chart 3: Nominal Effective Exchange rate of the peso compared to other 

Latin American and to non-Latin American exporters of commodities 
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4. Chilean Fiscal measures 
 

Starting with a foreseen deficit very high according to historical records (-4,5%) - due to the 

social crisis of 2019 and a first social plan decided in December 2019 - the room for manoeuver 

remains limited for the government. In addition, the high weight of the fiscal income from 

copper production is much lower with the sharp decrease in the copper price. The reference 

price for 2020 was 3.08 dollars per pound, while present price is around 2.3 dollars i.e. a 

decrease in fiscal income that could reach 2bn dollars. 

 

However, the low debt ratio, the budgetary reputation and transparency give to Chilean 

administration more possibilities of actions than most other economies. Only Chile took fiscal 

measures on adequate scale and with a very broad range of actions, with an impulse close to 

5% (4.7% + more recent additional measures) the highest of the region, similar to Germany 

effort. In addition to the second social plan (19 March), new measures were taken on 8 April  

for responding to the acute social problem of the informal sector which had dramatically 

increased with the social crisis of end of 2019. The new measures allow for allocating 2 bn 

dollars for unemployed persons or informal workers with no access to social security.  

 

The fiscal actions also include dispositions to delay most of the tax payments for SMEs and 

persons, to be paid in cash all the furniture by SMEs to public sector (1 bn dollar), to subsidize 

credit, to increase heath expenditures for 1.4 bn dollar (using the special discretionary faculty 

to use 2% of the budget for unforeseen event, constitutional disposition), subsidies to SMEs 

and persons, one-off monetary transfers to 2 million of persons, special transfers to 

Municipalities, re-capitalization of the Banco del Estado by 500 million dollars, use of and 

transfer of 2 bn dollars to the reserves for unemployment (“Fondo de Cesantía Solidario”) for 

compensating those workers unable to work or losing their jobs, use of part of the 12.5 bn 

dollars of the Sovereign Reserve Fund (“Fondo de Estabilización Económica y Social - FEES), 

creation of a Solidarity Fund (100 million dollars) for social emergency expenditures.  

 

The government also took measures for constraining the banks that benefit from Central Bank 

liquidity to make loans at concessional rates for 2 years, with special grace period of 6 months, 

and the obligation to roll-over all the existent loans as well as postponing their amortization. 

On household mortgage, tolerance of up to 3 months delay in payments were imposed. Other 

social measures are no cut in delivery of utilities (water, electricity) in case of temporarily no-

payment and free internet connection to lowest income levels.   

 

The expected fiscal deficit for 2020 was announced to be around 8.5% (some expenditures 

being financed through reserves and unused budgetary lines) but might reach 10%, a level 

which should remain acceptable for Chile, with one of the lowest public debt ratio (29%) of the 

region as well as of OECD countries. 

 

Up to now, the authorities remain relatively optimistic, expecting a recession limited to -1.5 

and -2.5% for 2020, while the IMF forecasts announced -4.5%. The Chilean estimation are 

based upon a loss of 1% of GDP per month of lockdown (against 1.5% for the EU for example). 

It is however difficult to believe that the negative impact of the lockdown could remain merely 

linear in case of prolongation. Beyond three months of lockdown, the lopsided effects risk to 

become multiplicative, not only increasing the loss of activity but postponing the recovery i.e. 

a deeper negative figures for the GDP fall in the year 2020.        

http://www.irelac.eu/
mailto:irelac@ichec.be


Institut Interdisciplinaire pour les Relations entre l’Europe, l’Amérique Latine et les Caraïbes – IRELAC 
ASBL – ICHEC Brussels Management School 

IRELAC – ICHEC, Montgomery, 4 bd. Brand Whitlock / bureau 526 1150 Bruxelles  

www.irelac.eu – irelac@ichec.be – 0483 240 020 

 

 

 

Chart 4: Range of scenarios for GDP growth according to probability 

deviations  

 

The Central Bank expects the output gap (the difference between the effective demand and 

the potential output) to close for the end of 2022.  

Chart 5: Output gap assumption used in the Monetary Policy Report of 20 

March 
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5. International information and comparisons 

Chart 6: International comparison of fiscal measures 

 

Chart 7: G7 monetary expansion 
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Chart 8: WTO forecasts for international trade 

 

Chart 9: Some guesstimates for the 2020 depression 
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ANNEX: Pandemic data on 13 April 2020 

Le Chili a un taux de mortalité par cas confirmés de COVID-19 de 1,09% jusqu’à présent (le plus bas 

du monde) contre 6,2% pour le monde, 6,4% au Mexique, 5,6% pour le Brésil, 4,3% pour l’Argentine, 

4,1% aux E-U, 3,9% en Colombie, 2,9% à Cuba, et 1,7% en Uruguay. 

Certes, ces chiffres ne sont pas rigoureusement comparables puisque les cas confirmés n’utilisent pas 

la même méthode et la maladie est à des stades différents selon les pays. En Belgique le taux des 

décès sur les cas enregistrés de contamination est de 12,8% pour un stade plus avancé mais 

néanmoins un des plus élevés du monde en ce moment. 
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