CHILE

The OECD Regional Outlook reviews recent trends, policy developments, and prospects across OECD

regions, including the underlying causes driving regional inequalities in performance and well-being.
The report offers evidence, guidance and policy recommendations on how to improve competitiveness
and productivity, promote inclusive growth, accelerate the net-zero transition and raise well-being
standards through effective regional development policy and multi-level governance.

Territorial definitions

The data in this note reflect different sub-national geographic levels in OECD countries. In particular,
regions are classified on two territorial levels reflecting the administrative organisation of countries:
large regions (TL2) and small regions (TL3). In Canada, TL2 corresponds to the provinces and
territories.

Small regions are classified according to their access to metropolitan areas (Fadic et al. 2019). The
typology classifies small (TL3) regions into metropolitan and non-metropolitan regions according to
the following criteria:

Metropolitan regions, if more than half of the population live in a FUA. Metropolitan regions
are further classified into metropolitan large, if more than half of the population live in a
(large) FUA of at least 1.5 million inhabitants; and metropolitan midsize, if more than half
of the population live in a (midsize) FUA of at 250 000 to 1.5 million inhabitants.
Non-metropolitan regions, if less than half of the population live in a midsize/large FUA.
These regions are further classified according to their level of access to FUAs of different
sizes: near a midsize/large FUA if more than half of the population live within a 60-minute
drive from a midsize/large FUA (of more than 250 000 inhabitants) or if the TL3 region
contains more than 80% of the area of a midsize/large FUA; near a small FUA if the region
does not have access to a midsize/large FUA and at least half of its population have access
to a small FUA (i.e. between 50 000 and 250 000 inhabitants) within a 60-minute drive, or
contains 80% of the area of a small FUA; and remote, otherwise.

Disclaimer: https://oecdcode.org/disclaimers/territories.html



https://www.oecd-ilibrary.org/urban-rural-and-regional-development/oecd-regional-outlook_2dafc8cf-en
https://oecdcode.org/disclaimers/territories.html

Overview

Population (specify date) and
territory

19,960,889 inhabitants (2023, including the Chilean Antarctic
Territory!), 2,006,360 km?

Administrative structure
(unitary/federal)

Regional or state-level
governments (number)

Intermediate-level governments
(number)

Municipal-level governments
(number)

Share of subnational government in
total expenditure/revenues (2021)

Key regional development
challenges

Objectives of regional policy

Unitary
16 regions
56 provinces

346 communes and 345 municipalities (The municipality of Cabo de
Hornos administers the communes of Cabo de Hornos and Antartica
Chilena)

10.6% of total expenditure
14.5% of total revenues

[Source: Subnational governments in OECD countries: key data, 2023
edition]

President Boric's government plan considers the deepening of
decentralization as one of the four axes that run through his government
program 2.

Within this framework, activities have been carried out with the
Association of Regional Governors of Chile (AGORECHI) with whom an
agreement was signed in January 2023 to advance in distributing power
to the regions, particularly in matters of Interlevel Coordination and
territorial  participation, Administrative  Decentralization,  Fiscal
Decentralization and the Formulation of a National Decentralization
Policy. All this with the aim of providing public policies and programs
more consistent with the needs of each region, closing territorial gaps,
and deepening democracy and the proximity of citizens to decision-
making.

As stated in said protocol, the Government is working on drawing up a
National Decentralization Policy that develops some of these
agreements, in accordance with certain guiding principles that the
parties have agreed upon.

The aforementioned policy then proposes to address measures aimed
at strengthening the Chilean decentralization process in a period of 10
to 12 years. Said policy is expected to indicate a distribution of powers,
both interlevel and intersectoral, and establish the bases for effective
administrative coordination.

Likewise, the administration is engaged in the elaboration of a Regional
and Municipal Revenue Bill that will mean a substantial advance in
terms of fiscal decentralization.

Finally, it should be noted that work is being done on a redesign of the
Ministry of the Interior, which will surely generate relevant changes
related to the representation of the President of the Republic in
subnational territories, in the context of a Unitary State.

Regarding Interlevel Coordination and Territorial Participation:

o Interlevel coordination via meetings of nation-region cabinets
integrated at the regional level with the Presidential Delegate,

L https://www.bcn.cl/leychile/navegar?idNorma=1017683&idVersion=1955-06-21

The Government Plan has four transversal perspectives that run through each of its proposals towards the search for social
justice and decentralization of power: feminism, just ecological transition, decentralization and guarantee of decent work.
Boric, G. (2021) | Approve Dignity Government Program.


https://stats.oecd.org/Index.aspx?DataSetCode=SNGF
https://stats.oecd.org/Index.aspx?DataSetCode=SNGF

Governor and Seremis; and at the national level with the
President, Ministers and Governors.

e Install a Decentralization Roundtable with national and
regional authorities, which defines prioritized measures and
follows up on the different agreements adopted on
decentralization.

e |ssue presidential instructions that ensure that the various
nation-region exchanges and efforts, not institutionalized by
law or other normative instrument, are developed based on
dialogue, mutual respect, and adequate articulation and
interlevel coordination.

¢ Install Civil Society Councils in all Regional Governments as
established by Law No. 20,500 on Associations and Citizen
Participation in public management.

In terms of Administrative Decentralization, in addition:

e Improve the regulatory framework that regulates the
procedure for the transfer of powers.

e Promote processes of transfer of powers and asymmetric
Decentralization prior agreement between each Regional
Government and the executive.

o Develop joint initiatives between the national government and
regional governments that strengthen their progressive
autonomy in terms of: accreditation of management quality,
modernization of ICT-oriented management and processes,
territorial analysis, internationalization, installation and start-
up of the metropolitan areas, Advanced Human Capital
Management System, among others.

Regarding Fiscal Decentralization:

e  Strengthen the participation of GOREs in the budget process

e Review and modify the regulations that regulate the budget
structure of the Regional Governments and with their glosses
(Decree No. 24 (2020) of the Ministry of the Interior and Public
Security).

e Submit to Parliament a Regional Revenue and Fiscal
Decentralization Bill.

Legal/institutional framework for Within the framework established by the Political Constitution of the

regional policy Republic?, the DFL1-19175 of the Ministry of the Interior that
establishes the consolidated, coordinated, systematized and updated
text of Law 19,175, Constitutional Organic Law on Government and
Regional Administration®. Other relevant legal bodies are the DFL
1DFL 1-19653 that establishes the Consolidated, Coordinated and
Systematized Text of Law No. 18,575, Constitutional Organic General
Bases of the State Administration® and the Decree Law 1263 Organic
of State Financial Administration® .

Budget allocated to regional | In addition to the resources that are directly transferred to the budget
development (i.e., amount) and fiscal | item of the Regional Governments, and in the budgets of the
equalisation mechanisms between | decentralized Ministries and Public Services that operate in the
jurisdictions (if any) territory, the 2023 Public Budget” contemplates the allocation of:

3 https://www.bcn.cl/leychile/navegar?idNorma=242302&idParte=
4 https://www.bcn.cl/leychile/navegar?idNorma=243771

> https://www.bcn.cl/leychile/navegar?idNorma=191865

6 https://www.bcn.cl/leychile/navegar?idNorma=6536

7 http://www.dipres.gob.cl/597/w3-multipropertyvalues-15145-35324.html#ley_programa



e 62 thousand 875 million Chilean pesos (approximately 79
million US$) for the Special Plans for Extreme Zones.
e 7 thousand 298 million Chilean pesos (approximately 9
million US$) for the Development Plans for Lagging
Territories.
e 113 thousand 526 million Chilean pesos (approximately
US$142 million) as a provision to the National Fund for
Regional Development (FNDR). and to the Regional
Contingency Fund in the budget of the Subsecretariat for
Regional and Administrative Development, SUBDERE; of
the Ministry of the Interior and Public Security and
e 7 thousand 798 million Chilean pesos (approximately 10
million US$) for the execution of the Subnational
Management Strengthening Program of SUBDERE.
e 271 thousand 469 million Chilean pesos (approximately 339
million US$) for the execution of SUBDERE Local
Development Programs
National regional development policy | The executive considers the elaboration of a New National
framework Decentralization Policy
Urban policy framework The legal framework of the Urban Policy is established by Decree
Force of Law 458 of the Ministry of Housing and Urbanism that
approves the New General Law of Urbanism and Construction® , and
Decree 78 of the Ministry of Housing and Urbanism, published in
March 2014, which approves the National Urban Development Policy
and creates the National Urban Development Council®.

Rural policy framework Decree 19 of the Ministry of the Interior and Public Security, published
on May 5, 2020 approves the National Rural Development Policy*°.
Major regional policy tools (e.g., Through the National Fund for Regional Development (FNDR), the
funds, plans, policy initiatives, Central Government transfers resources to regions for the development
institutional agreements, etc.) of actions in the different areas of social, economic and cultural

development of the Region in order to obtain harmonious and equitable
territorial development.

The objective of the regional contingency fund is to finance expenses
associated with contingent needs of the regions, in matters of rural
infrastructure, enhancement of heritage, sanitary sanitation, solid waste,
energization and support for subnational management, including
support for the implementation of new competencies.

Through the Subnational Management Strengthening program,
transfers are made to Municipalities and Other Public Entities for the
development of human resource training initiatives, scholarships,
modernization, support for management improvement and prevention,
risk mitigation and disaster response, among other.

Through SUBDERE's Local Development Programs, transfers are
made to Municipalities and Other Public Entities for the development of
investment initiatives for Urban Improvement, Community Equipment,
Neighborhood Improvement, City Recovery and responsible ownership
of Pets, among other purposes.

The Special Plans for Extreme Zones have the objective of "addressing
the deficits in investment, in public infrastructure, and the difficulties of
access to employment markets and services due to the low social
profitability of this type of project in these zones in order to" contribute

8 https://www.bcn.cl/leychile/navegar?idNorma=13560
9 https://www.bcn.cl/leychile/navegar?idNorma=1059974

10 https://www.bcn.cl/leychile/navegar?idNorma=1144878



Policy co-ordination tools at national
level

Multi-level governance mechanisms
between national and subnational
levels (e.g., institutional agreements,
Committees, etc.)

Policy co-ordination tools at regional
level

Evaluation and monitoring tools

Future orientations of regional policy

to improve the quality of life of the inhabitants of extreme zones.

The Development Plans for Lagging Territories allocate resources for
the acquisition of non-financial assets and the execution of investment
programs and initiatives, approved by the respective regional
governments, in the territories included in the Development Plan for
Lagging Territories, established by Decree Supreme Court No. 975 of
2019 of the Ministry of the Interior and Public Security, and its
modifications 1.

The President of the Republic leads the coordination of policies at the
national level through various committee instances with his ministerial
cabinet and coordination with political actors and other powers of the

State.

At the political level, the Decentralization Forum is a collaborative
instance of permanent work with the Regional Governors for political-
technical dialogue that allows in the short term to advance towards an
effectively decentralized Chile. The purpose of this instance is to agree
on a common road map regarding the process of transferring powers
from the national to the regional level.

The budgetary process leading to the elaboration of the budget of

The public sector contemplates in its elaboration instances of regional
coordination led by the Regional Government leading to the
elaboration of the Regional Investment Draft.

The State Financial Administration Law assigns to the Budget Office of
the Ministry of Finance (DIPRES) the function of "guiding and
regulating the budget formulation process" and evaluating the
programs and compliance with the purposes and goals set by the
public services

Law No. 20,530 in its article 3 letter c) establishes that the Ministry of
Social Development and Family (MDSyF) must evaluate and rule,
through a recommendation report, on new social programs or that
propose to be significantly reformulated, that are proposed by
ministries or public services, in order to achieve coordination in the
design of social policies. Likewise, letter d) of said article states that
the aforementioned ministry must “collaborate with the monitoring of
the management and implementation of the social programs that are
being executed by the public services related to or dependent on it and
other ministries, through the evaluation and pronouncement through a
follow-up report of, among others, its efficiency, its effectiveness and
its targeting”..

The executive considers the elaboration of a National Decentralization
Policy and the Proposal for a Law on Regional Income and Fiscal
Decentralization.

11https://www.bcn.cl/leychiIe/navegar?idNorma=1128902



16

Regional Inequality Trends

Chile experienced a decline in the Theil index of GDP per capita over 2008-2020. Inequality reached
its maximum in 2010. The figures are normalized, with values in the year 2008 set to 1.

Figure 1. Trends in GDP per capita inequality indicators, TL2 OECD regions
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Source: OECD Regional Database (2022).

In Chile, the gap between the upper and the lower half of regions in terms of labour productivity
decreased between 2013 and 2019. Over this period labour productivity in the upper half of regions
declined roughly by 5%, while it increased by 15% in the lower half of regions. During 2020, the gap
continued to narrow. Nevertheless, more years of data are necessary to determine the long-term impact
of the COVID-19 pandemic on labour productivity gaps in regions

Figure 2. Evolution of labour productivity, TL2 OECD regions
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Note: A region is in the “upper half” if labour productivity was above the country median in the first year with available data and
“lower half” if productivity was below the country median. Labour productivity in each group is equal to the sum of Gross Value
Added, expressed in USD at constant prices and PPP (base year 2015) within the group, divided by the sum of total employment
in regions within the group. Regions are small (TL3) regions, except for Australia, Canada, Chile, Colombia, Ireland, Mexico,
Norway, Switzerland, Tirkiye and the United States where they are large (TL2) regions due to data availability.

Source: OECD Regional Database (2022).



Regions where the economic activity shifts towards tradable activities, such as industry and tradable
services, tend to grow faster in terms of labour productivity. In Chile, between 2013 and 2020, the share
of workers in the industrial sector went down in all regions but more so in regions that used to be in the
upper half of the labour productivity distribution. Hence, the evolution of employment shares in the
industrial sector reduced the labour productivity gap between regions. At the same time, the share of
workers in the tradable services sector remained approximately stable across all regions.

Figure 3. Share of workers in most productive (tradable) sectors, TL2 OECD regions
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Note: A region is in the “upper half” if labour productivity was above the country median in the first year with available data and
“lower half” if productivity was below the country median. The share of workers in a given sector for a group of regions is defined
as the sum of employment in that sector within the group divided by the sum of total employment within the group. Regions are
small (TL3) regions, except for Australia, Canada, Chile, Ireland, Mexico, Norway, Switzerland, Turkiye and the United States
where they are large (TL2) regions due to data availability. Industry includes the following tradable goods sectors: Mining and
quarrying (B), Manufacturing (C), Electricity, gas, steam and air conditioning supply (D) and Water supply; sewerage; waste
management and remediation activities (E) NACE macro sectors. Tradable services include Information and communication (J),
Financial and insurance activities (K), Real estate activities (L), Professional, scientific and technical activities (M), Administrative
and support service activities (N).

Source: OECD Regional Database (2022).

Recent policy developments

From 2018 onwards, by virtue of the transformations established by Laws 20,990, 21,073, 21,074 and
21,396, Chile makes substantial progress in political and administrative decentralization at the regional
level. Giving rise to the popular election of the Regional Governor, executive body of the Regional
Government; expanding the powers and functions of its collegiate body, the Regional Council;
strengthening its administrative structure by creating new divisions for productive development and
industry, social and human development, and infrastructure and transportation, and establishing a new
institutional framework and regulations to strengthen decentralization through the transfer of powers.

In a transition period through transitory article 5, of Law No. 21,074, on Strengthening the
Regionalization of the Country, the President of the Republic exercised the power given to individualize
15 powers to transfer to Regional Governments, from the ministries of Housing and Urban Development
(MINVU), Transport and Telecommunications (MTT); in the Corporation for the Promotion of Production
(CORFO); in the Technical Cooperation Service (SERCOTEC); and in the Solidarity and Social
Investment Fund (FOSIS)”. These were transferred through their respective supreme decrees,
temporarily.



Since the beginning of his administration, the government of President Gabriel Boric promotes the
Forum for Decentralization, as a collaborative instance of permanent work with the Governors and
Governors, favoring political-technical dialogue that allows in the short term to advance towards an
effectively decentralized Chile. The purpose of this instance is to agree on a common roadmap
regarding the process of transferring powers. Specifically, identify a set of prioritized and agreed
powers, which will be presented to the President of the Republic and officiated at the Inter-ministerial
Decentralization Committee, to be submitted for evaluation and eventually transferred.

Likewise, taking into account the priority assigned to decentralization as one of the four axes of the
government program, the executive considers the elaboration of a National Decentralization Policy that
marks the orientations and commitments for the coming years, the presentation of a draft Regional
Income Law, and the strengthening of local finances.



