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BACKGROUND 
Chile is one of Latin America's strongest economies, with GDP growth for 2001 estimated at 4.9%. After a limited economic recession in 1999 followed by 5.4% growth in 2000, Chilean officials had hoped for a higher growth rate for 2001. Chile's growth prospects have been influenced negatively by the slowdown in the U.S. economy, slow Asian import demand (about a third of Chile's international trade is with Asia), and low international copper prices (copper is Chile's largest export). High-energy prices also threaten Chile's economy, as the country is a major energy importer. Overall, the Chilean economy is highly vulnerable to outside influences. 

Chile has been privatizing major government holdings since the 1970s, including those of the energy sector, which is largely in private hands. The last two major companies to remain under state control are the oil company, Empresa Nacional de Petróleo (ENAP), and the copper company, Codelco, Chile's largest company. 


Chile's electricity sector has served as a model for subsequent privatizations throughout the world, and despite recent shortages due to drought, is improving its efficiency and reliability. The recent opening of Chile's gas sector has increased choices among energy sources and has helped to satisfy growing demand in the industrial and power-generating sectors. Over the long term, Chile hopes to benefit from opening its energy markets to the private sector by receiving steady and reliable supplies of energy at competitive prices to meet growing demand from all economic sectors. A significant portion of this growth has come from increased power demand by the copper mining sector, the country's single biggest industry, and by growing populations in large urban areas, such as Santiago. 

Energy policy in Chile has succeeded in providing adequate resources to meet the country's needs, despite Chile's relatively few energy resources. Energy policy decisions in Chile are the shared responsibility of the National Energy Commission, the Ministry of the Economy, the Superintendence of Electricity and Fuels, and the Chilean Commission of Nuclear Energy. 
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OIL 
Chile is a small oil producer, with only 150 million barrels of proven oil reserves and 2000 production of 16,000 barrels per day (bbl/d). In 2000, Chile consumed 256,000 bbl/d, with domestic production comprising only 6% of total consumption. Oil and gas distribution has been liberalized in Chile, allowing free access for imported petroleum products. Chile's main sources of oil imports are Nigeria, Gabon, and Venezuela. 

NATURAL GAS
Chile, with natural gas reserves of about 3.5 trillion cubic feet (Tcf), produced about 68.9 billion cubic feet (Bcf) of gas in 1999. The country consumed 141 billion cubic feet (Bcf) of natural gas in 1999, with imports coming from neighboring Argentina. Gas demand has begun a period of rapid growth, as it fuels an increasing share of electricity generation. Consumption in the country's largest industry, copper mining, is slated to grow in coming months. ENAP produces gas from Chile's small reserves in the southern part of the country and has a limited but growing pipeline network in place.

Argentina currently is Chile's exclusive source of gas imports. In 1995, restrictions on imports to Chile of Argentine gas were eliminated completely, and significant imports began in 1997. Gas imports come from Argentina via four pipelines. The GasAndes pipeline in central Chile has been in operation since 1997. There are plans to extend this pipeline to the city of Rancagua, to be completed by the summer of 2002. The Gasoducto del Pacifico opened in November 1999, transporting 140 million cubic feet per day (Mmcf/d) over 330 miles to southern Chile. Gasoducto del Pacifico is owned by a multi-national consortium, which is reportedly searching for new clients for the pipeline's gas.

Chile's other two gas pipelines connect northern Chile to Argentine sources, running parallel to each other.  The GasAtacama pipeline, with a 300-Mmcf/d capacity, came onstream in July 1999 and is co-owned by U.S.-based CMS and Endesa. GasAtacama's main customer is the Nopel power plant of the same owners. The NorAndino pipeline has a capacity of just over 280 Mmcf/d and came onstream in November 1999. It is owned by Belgium's Tractabel and U.S.-based Southern Company. It supplies two power plants, Edelnor's 250-MW Mejillones plant and Norgener's 276-MW Tocopilla plant, which provide power to the country's northern electric grid.  Presently, there is not enough demand to satisfy the pipeline capacity of any of the four.  Electricity generation in southern Chile is mostly non-thermal (hydropower) and Northern market demand for gas simply falls short of pipeline capacity.

Metrogas, Chile's largest gas distributor, is now majority owned and operated by Gasco, the country's liquefied petroleum gas distributor. In late 2000, TransCanada sold its stake in the company to Gasco. TransCanada had been a major investor in the Chilean Gas sector, especially in transport, but the company has sold most of its Chilean assets over the last year. Another gas distributor, GasValpo, changed hands in 2000 when Chile's Yaconi-Santa Cruz group sold its 50% stake to Australian Gas Light. There are currently eight gas distributors in operation in Chile. 

COAL
Chile produced 0.6 million short tons (Mmst) and consumed 6.9 Mmst of coal in 1999. Chile's formerly state-held coal company, Empresa Nacional del Carbon (Enacar) was privatized in 1985. There are several other small, privately owned coal companies in operation in Chile. Domestic coal production is located in the Lota/Coronel area and in the extreme south on Tierra del Fuego. The country's largest coal mine closed in 1997, and only two small mines remain in operation. Chile's coal is low quality and has high production costs. Most consumption is imported, primarily from Australia. 

ELECTRICITY
Chile consumed about 38.1 billion kilowatt hours (bkwh) of electricity in 1999, 13.3 bkwh of which was hydropower. Hydropower from westward flowing rivers from the Andes Mountains is Chile's single largest electricity source, comprising about 50% of installed electric generation capacity. The severe drought in Chile from late 1997 until well into 1999 hobbled the country's electricity sector. The capital, Santiago, experienced rolling blackouts from November 1998 until May 1999. As a result, Chile now is working to become less reliant on hydropower. Natural gas is expected to become an increasingly important electricity source in coming years.

Chile has four electric grids in operation: the Central Grid, serving over 90% of Chile's population and more than 40% of the land area; the Northern Grid, which is mainly thermal and serves mostly mineral-processing centers in the region; and the Aisén and the Magallanes systems, located in the south of the country, serving remote areas, with a combined capacity of about 1% of the total. Coordination within each system is carried out by the Economic Dispatching Center (CDEC), an autonomous entity composed of members from all utilities within each system to ensure efficiency and security of the electric system. Aside from these four grids, "self producers" account for about 12% of national generation. 

Over the past decade, Chile completely privatized its electricity industry and unbundled the national generation, transmission, and distribution systems. Private companies now provide 100% of Chile's electricity. Electricity generator Empresa Nacional de Electricidad (Endesa) and distributor Chilena de Electricidad (Chilectra) are both formerly state-held companies that are part of the Enersis Group. Enersis now is owned primarily by Endesa of Spain (separate from to Endesa-Chile), which increased its shares of Endesa-Chile to 61% in May 1999. Endesa is Chile's largest electricity producer, producing about 50% of the country's power. 

Chile's second largest electric power generator is Gener (formerly Chilgener), which produces just over 20% of total electric generation. It fared better in the drought than most Chilean generators because its production is mostly thermal (it is the largest thermal producer in Chile). The company is 95% owned by U.S.-based AES. AES now hopes to broaden its involvement by acquiring a local distributor. 

In 2000 and 2001, several additional U.S. and other international firms have become involved in the Chilean electricity sector through purchases of shares in generation and distribution companies. Transelec is Chile's largest electric transmission company. In October 2000, Hydro Quebec of Canada won control of the company, which had been part a subsidiary of Endesa. Transelec owns and operates over 50% of the country's large central grid. 

A major power generation contract to supply the state copper company Codelco, starting in 2004, is expected to have a large impact on the electricity sector. Ten companies bid for the project, and the winner is expected to be announced in June. The contract is likely to involve: connecting the northern grid, with surplus generation, to the central grid and Codelco; connecting to the Argentine grid; or building new natural gas power stations. Any of the options would result in an electricity sector that is less dependent on hydropower. 

Construction on Endesa's Ralco Dam on the upper Bio-Bio River halted in February 2000 and re-started in December 2000. Ralco will be the largest dam in Chile, at 570 MW, and will add to the capacity of Chile's central grid. The dam has been very controversial since its construction was first announced in 1994, as it will flood about 3,500 hectares and displace members of the indigenous Pehuenche group. 

Chile and Argentina's electrical grids are connected through a 253-mile electricity transmission line that links Salta in Argentina to the Atacama sub-station in northern Chile and provides power for Chile's northern power grid. The link is operated by Abengoa of Spain and Gener. A second interconnection is under consideration. A connection between Chile and Bolivia is also under consideration to export Chilean power to the San Cristóbal mine in Bolivia. 


Regulatory Framework









Reforms implemented in the late 1970s and 1980s resulted in the separation of the state’s commercial interests from its policy-making and regulatory functions.  The government has a minor participation in the commercial activities.  

· The National Energy Commission (CNE) was established by decree in 1978, CNE undertakes most of the normative and regulatory functions for the energy sector, including proposing policies and strategies for the sector, undertaking tariff studies, proposing criteria for sector enterprises; and overseeing dispatch entities.  It may recommend state financing of generating projects greater than 200 MW or major transmission projects that are not being pursued by other interests.  The CNE consists of a Council of 7 Ministers and an Executive Secretariat headed by a presidential nominee.  The member ministries issue decrees implementing CNE recommendations, and ensure policy coordination of the important ministries. 

· The Superintendence of Electricity and Fuels (SEC), under the Ministry of Economy, is mostly in charge of oversight functions, such as technical and operating compliance of sector entities with sector legal and regulatory requirements and of tariff applications.  It collects data on sector enterprises and sets the New Replacement Value for distribution assets.  It may also impose penalties or recommend rescission of concession contracts.  The President of Chile appoints the Superintendent of the SEC.

· The Ministry of Economy authorizes concessions, approves and publishes tariffs proposed by CNE, and generally oversees economic regulation of the sector. 

The government does not participate in the centers for economic dispatch, as they are pools established and operated by the different private companies in the generation sector. 

SOURCES:

“Chile.” Country Analysis Briefs.  http://www.eia.doe.gov/emeu/cabs/chile.html. May 2001.

“The Power Sector in Chile.”    Profiles of Power Sector Reform in Selected Latin American and Caribbean Countries.  http://www.iadb.org/sds/doc/1822eng.pdf. February 13, 2002.
Chile – page 1 of 4

