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I. Introduction

On January 10, 1983, the Executive Board approved a two-year stand-
by arrangement for Chile in an amount equivalent to SDR 500 million
(EBS/82/227, Sup. 2, 1/11/83). 1In January Chile purchased SDR 122
million. Since then no purchases have been made.

There were departures from the program shortly after it started as
a result of a domestic banking crisis and the subsequent cessatinn of
foreign bank lending to Chile, Since that time the Chilean authorities
have been engaged in stabilizing the domestic banking system and pur—
suing figcal and credit policies to bring the Chilean economy to the
path of the stand-by program by September 30, 1983. A necessary con-
dition ta this end is that foreign banks provide Chiie with the net
capital inflow projected under the stand-by program.

In the attached communication to the Managing Director, the
Minister of Finance and the President of the Central Bank of Chile
describe the policy measures which Chile has implemented in order to
return to the path of the stand-by program. On this basis they request
that the Fund (1) waive the deviation from the net international reserve
target applicable to June 30, 1983; (ii) modify the ceiling on the net
domestic assets of the Central Bank applicable for the periocd July 1-
September 20, 1983; (iii) modify the ceiling on the contracting and
guaranteeing of foreign debt by the nonfinancial public sector; and
(iv) approve certain changes in the Chilean exchange and trade system.
This paper concludes with proposed decisions with regard to these
requests.



I1. Recent Developments

Chile's stand-by program faced difficulties aimost from the start.
On January 13, 1983 the authorities declared a bank holiday and inter-
vened and liquidated a number of privately owned financial institutions.
The authorities initially declined to guarantee payment of the foreign
bank debt of the three liquidated financial institutions (rotaling
USS400 million) and as a result foreign banks stopped all lending to
Chile. The cutoff of foreign bank loans was followed by a very rapid
expansion of Central Bank credit and a substantial loss of international
reserves (Table !). Capital flight and net repayment of foreign debt
led to a reserve loss of about USS600 million in January 1983, On
January 31, the authorities, by agreement with the Advisory Committee
of Chile's forefgn bank creditors, announced a 90-day moratorium on
amortization of foreign loans pending renegotiation of Chile's external
debt.l/ Payments on short-term trade credits were maintained on a
regular basis and principal payments on foreign bank loans by the
private corporate sector were also continued at the option of the pri-
vate corporate borrower.

The loss of net international reserves continued to be large in
February and March, averaging about US$200 million per month, as the
Central Bank's credit policy financed not only the shortfall of bank
capital inflow but also a reduction in the private sector's net foreign
indebtedness, in part through changes in the leads and lags of trade-
related paywents. Since then, as a result of a substantial tightening
of credit policy and an extension of the moratorium in April to cover
principal payments by private corporate debtors, the reserve loss has
been reduced to less than US$100 million a month, notwithstanding the
absence of capital inflows to Chile.

At the time of the bank intervention in January 1983, the authori-
ties took a number of measures to help contain the potential drain of
bank deposits. A marginal legal reserve requirement of 95 per cent on
bank deposits was established to strengthen the Central Bank's hand ir
dealing with interbank deposit shifts. At the same time, the authori-
ties guaranteed for a period of one year the deposits in the financial
system existing prior to the January 13 declaration of a bank holiday
as long as these deposits remained at the same institution. In late
May 1983, when a measure of stability in respect of deposit holdings
w-s achieved, the authorities announced a schedule of progressive
reductions in the marginal reserve requirement to be implemented over
a period of two months.

The marginal reserve requirement together with official interven-
tion in a number of financial institutions gave the Central Bank direct
control over a major share of financial intermediation in Chile and
considerable influence over interest rates. In April, the Central Bank

1/ On April 29, 1983 the moratorium was renewed for 90 days.




resumed the practice of suggesting maximum {nterest rdtes on term depos-
its for all locally owned commercial banks.l/ The objective was to
avoid a rapid escalation of nominal interest rates because of unstable
market conditions. In subsequent months, the maximum Iinterest rates
have been kept under review. #Hoth nominal and real interest rates de-
clined moderately during the first five months of 983 compared with the
last quarter of 1982 (Table 2. [n practice, the state bank and the
fureign owned commercial banks have been obtaining financial resources
at interest rates be.ow the maxirum rates, while the intervened banks
generally have been paving rates of return on term deposits equal to

the maximuo rates.

The stand-by program had anticipated that recovery from the reces-
sion of 1982 would be modest because of weak economic growth in the
industrial world, protectionist tendencies in a number of foreign
markets, and the sharp rise in the debt service burden of the private
sector. The January 1983 financial crisis in Chile reduced confiden- :
in the abitity of the authorities to manage the economy and contributed
to delay the expected economi: recovery in Chile. Preliminary data
indicate that real GDP in the first quarter of 1983 was virtually un-
changed from that of the last quarter of 1982, and was 9 per csat below
the first quarter 1982 level (Table 3). An upturn was observed in n.n-
copper exports beginning in the fourth quarter of 1982 and industrial
production picked up in the March—-April 1983 period, but these develop-
ments were offset by a decline in shipments of copper, Chile’s principal
export product, and recession in the construction, commerce, and service
sectors. The unemployment rate in the first months of 1983 receded
somewhat from the August-October 1982 peak level of 25 per cent to
about 20 per cent mainly because of the implementation of special public
employment programs. The large degree of slack in the economy contrib-
uted to a rapid abatement of inflation following the 34 per cent depre-
ciation of the peso in the June-August 1982 period and the subsequent
adoption of a flexible exchange rate policy. The rate of inflation,
which was at an annual rate of 44 per cent in the second half of 1982,
declined to approxizately 20 per cent in the January—-May period of 1983,

I1I. Emergency Plan

In March 1983 the authoritiee formulated an emergency plan designed
to regain control of the financial situation, stem the loss of interna-
tional reserves, and return to the path of the stand-by program within
six months. A principal element of the plan was the re—establishment of
a sound financial system. Detailed bank data collected and classified
by the authorities, indicated that fully one-half of the loan portfolio

1/ A system for Suggésting-ﬁaximum {nterest rates was started in
December 1982, but by mid-January 1983 it was made applizable only to
intervened banks and the state commercial bank.




of the financial system was either a loss or temporarily nonperforming.l/
On this basis, it was estimated that the recapitalization and the re-
establishment of an adequate stream of earnings to the financial system
will require substantial public support for a number of years.

The authorities considered two basic options to fiance the losses
of the financial system: (1) a combination of inflation and currency
depreciation with the objective of reducing the real value of the do-
mestic liabilities of the financial system; and (ii) a tramnsparent non~
inflationary transfer of resources to the financial system. The author-
ities chose to implement the second option and have taken adequate and
appropriate monetary and fiscal measures for this »surpose.

1. Munetary measures

The Central Bank net credit expansion under the emergency plan
converges with that of the stand-by program by September 30, 1983, 1In
the period prior to that date, the emergency plan is designed to permit
an additional net credit expansion equal to the shortfall of net bank
capital inflow from the progranm level. Similarly, the net international
reserve target under the emergency plan converges with ttat of the orig-
inal program by September 30, 1983, and in the period prior to that date
the net international reserves are expected to be below the programed
level because of the shortfall of net bank capital inflow.

Satisfactory performance under the emergency plan will permit Chile
to bring the stand-by program fully on track by September 30, 1983, as
by that time foreign banks will have disbursed to Chile new medium-term
financing totaling US$1,070 million, an amount equivalent to the net
foreign bank financing projected in the original stand-by program for
the first nine months of 1983. A first disbursement of US$500 million
is linked to Executive Board approval of the decision provided at the
end of this paper. A second disbursement of US$570 million is to be
triggered by Chile’s purchase from the Fund of the full cumulative
amount to which Chile is entitled under the stand-by arrangement after
August 15, 1983, Accordingly, the net domestic asset ceiling of the
Central Bank under the emergency plan has been lowered progressively
during the July l-September 30 period so as to converge with the stand-
by program ceiling by September 30.2/ The ceiling on the net domestic

1/ The severity of the recession in Chile in 1982 (GDP declined by
14.3 per cent) and the sharp increase in the debt burden of the private
sector as a result of the large depreciation of the peso that same year,
were important factors contributing to the acute financial problems of
the private sector in Chile.

2/ The new medium—term bank financing of US$S1.3 billion to the
Central Bank is treated as a negative item under the net domestic as-
sets of the Central Bank. This treatment ensures thzt the medium—~term
financing offsets the expansion in central bank credit which took place
in the January-September 1983 period on account of the shortfall in
projected foreign bank financing.



assets of the Central Bank has been sez at Ch$95.3% billion for the

period July l-August 15, 1983, Ch$57.0 bdillion for the pertod August [6-
September 2G, 1983, and Ch$i3..> billion {the original stand-by program
ceiling) for the period September 21-30, 1983. (The relattonship between
the original stand-by program and the emergency plan i{s presented in
Tables 4 and 5, and Charts 1 and I.)

Since the implementation of the emergency plan, the authorities
have »lowed markedly the rate of Central Bank credit expansion. In the
first three months of 1983, the net domestic assets of the Central Bank
expanded by Ch$78 billion (equivalent to US31.05 billion). In April
and May, the expansion was reduced to about Ch$2 billion (USS27 million)
per month, well within the path laid out in the emergency plan. Reflect-
ing the sharp deceleration in credit, the net internatioral reserve
losses, which totaled more than USSl billion in the first quarter of
1983 were reduced to USS$117 million in the Apri! May period. The latest
information indicares that Chile has been perforwuing in accordance with
the =mergency plan (Table 6), indeed substantially overperforming in
relation to net domestic assets for April and May.

2. Fiscal measures

Chile was in complifance with the March 31, 1983 limir on total
indebtedness of the nonfinancial public sector and the latest laforma-
tion indicates that the fiscal performance continues to be im accordance
with the stand-by program. Virtually the en*ire deficit so far this
vear has been financed through domestic borrowing as foreign bank
financing has been unavailable.

A number of changes have taken place in the projection for 1983 of
revenues and expenditures of the nonfinancial public sector since the
stand-by program wen- into effect (Table 7). The general government
deficit has been raised upward substantially, notwithstanding the fiscal
measures described below, due primarily to additfonal expenditures on
employment and health programs and expenditures for support of the fi-
nancial system.l/

In March 1983, fiscal measures equivalent to approximately 2 per
cent of GDP for the remainder of 1983 were taken. Wage adjustments and
nonwage expenditures provided in the original fiscal program were reduced
by an amount equal to 0.4 per cent of GDP., 1In addition a flat import
surcharge of 10 percentage points was imposed, raising the effective

1/ These measures will provide funds for several subsidized refi-
nancing programs to provide relief for domestic debtors and for the
construction industry. Separa’e programs have been established for
(1) debtors to the domestic financial system (on an average of 30 per
cent of the debt outstanding on March 31, 1983); (2) buyers of existing
unsold housing units; (3) homebuyers with existing mortgages; and
(4) the transportation sector (on an average of 30 per cent of their
direct debt to importers).



tarift to a uniform JuU per cent and vielding ruvenves ¢ ahuut

1.3 per cent of GUP (inciuding nigher - refpts from The felated walun
added tax on imported goods). The surcaarge will remain at 1 per cent
until October 1984 ana is scheduled to decline to zern ov Deceamber
1985. Another revenue measure linked the value added tax reimbursement
for exporters to exchange surre¢ader, eifectively delaying reiabursement
of the tax by an estimated average of two acnths (.l per cent of 40¥),
without these additional revenue aeasures, tax receipts would nave de-
¢lined substantially from the programed level due primarily to The con-
tinued lack of economic growth projected for 1983 compared with a pro-
gramed 4 per cent rate of growth of GDP.

The larger deficit of the general government has been partly com-
pensated by cuts in planned fixed capital expeaditures by the public
enterprises and some improvement in the operations of CODELUQ, the state
copper company. The revised overall deficit of the nonfinancial puonlic
sector of Ch338 billion for 1983 is higher than the deficit contained
in the original program. ©Nevertheless, the revised program is still
fully consistent with the limits on the total indebtedness of the non-
financial public sector of the stand-by program as the deficit in L9472
turned cut to have been significantly smaller than had been anticipaced
at the time the limits of the indebtedness of the nonfinancial public
sector for 1983 were set. :

3. Measures affecting the exchange and trade system

In conjunction with the emergency plan put into effect in March
1983, a number of measures affecting the exchange and trade system were
taken with the objective of protecting the level of official interna-
tional reserves. The changes affect Chile's exchange arrangements and
regulations governing import taxes and tariffs, invisible payments,
and export proceeds, and have been reported to the Executive Board
(EBS/83/86, 4/27/33).

The uncertainties generated by the banking crisis resulted in the
development of a sizable spread between the official exchange rate and
that prevailing in the parallel exchange market. The parallel market
rate rose as high as Ch$l20 per U.S. dollar, but declined following
the initiation of the emergency plan. By June 1983 the parallel market
rate was about Ch$90 per U.S. dollar compared with an official exchange
rate of Ch$76 per U.S. dollar. The authorities anticipate that the
spread will continue to be reduced over time as the policy is to depre-
ciate the official exchange rate in accordance witn domestic inflation.
The size of the spread between the two market rates gives rise to a
multiple currency practice subject to approval under Article VIII,
section 3. Another multiple currency practice arises from the 12 per
cent tax applied to purchases of foreign exchange for imports for which
import licenses had been obtained before March 23, 1983.1/ As the maxi~
num life of an import license is 12 months, this multiple currency prac-
tice will cease to exist at the latest by March 23, 1934,

1/ Imports made under licenses obtained before March 23, 1983 are not
subject to the 10 per cent tariff surcharge and related value added tax.




The introduction, on March 23, 1983 of a 120-day deferment period
applicable to all {mport payments gave rise to an exchange restriction
subject to approval under Article VIII, section 2. Importers are re-
quired to place a deposit at the Central Bank in anticipatton of payment
1f they purchcse foreign exchange prior to the earliest remittance date.
The authorities in the attached letter state their intention to relax
and abolish this cequirement as the pressuvre on foreign exchange re-
sources eases.

In the decision concluding the Article IV consultation with Chile
on January 10, 1983, the Fund grarted approval until December 31, 1983
of a multiple currency practice arising from the maintenance of a pref-
erential exchange rate for debt service payments for debt contracted
before August 6, 1982, and of an exchange restriction arising from the
limitations placed on the sale of foreign exchange for foreign travel
and a number of other invisible transactions. The Chilean authorities
have now requested approval until December 31, 1983 of the multiple cur-
rency practices and exchange restriction described in the previous
paragraphs.

4. External debt oggrations

An integral part of Chile's strategy to return to the path of the
stand-by program is the disbursement by banks of financing equal to that
which had been projected in the stand-by program. Accordingly, the
authorities have negotiated (i) a refinancing arrangement of principal
payments falling due in 1983 and 1984 by the public sector and the fi-
nancial system to foreign banks totaling US$2.1 billion;1/ (1i) new
sedium-ternm bank financing totaling USS1.3 billion for 1983; (iii) the
maintenance of short-term trade credits outstanding as of January 31,
1983, for a period of 18 months (US$1.2 billfon); and (iv) the refi-
nancing of short-term working capital credits to the financial system
outstanding on January 31, 1983 into a medium-term loan (US$1.3 billion).
The impact of the refinancing operation on Chile's debt service over
the medium-term is presented in Tables 8 and 9.

In anticipation of the disbursement of new bank financing, Chile
obtained bridge financing from foreign banks and the Bank for Interna-
tional Settlement in an amount totaling US$450 million. The bridge
financing will be absorbed by the new medium-term loan of US$1.3 bil-
lion which is to be disbursed in three tranches: the first disburse-
ment of USS500 million would be ..nked to Executive Board approval of
the decision proposed in this paper; a second and third tranche of
US$570 million 2nd US$230 million, respectively, will be disbursed
following Chile's scheduled purchases from the Fund in late Au7iust
and late November 1983, The new medium—term bank financing is to be
channelled to the Central Bank and will have a government guarantee,
as will all of the refinanced principal payments, short-term financial

l/ Principal payments by the private corporate sector are to be re-
negotiated on an individual basis.



credity, and trade credits of the public sector and financial system.

a s | e | 1
As the refinsncing operation and the related guarantees had nst been

foreseen {n the design of the cefling on the contracting and guaran-
teeing of foreign debr by the nonfinancial public sector {a performance

criterion of the stand-by arrangement}, the authorities have reques’ed
that the ceiling be rajced to USSS 500 million to reflect the guarantees
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given as part of the refinancing arrangewment.

A domestic banking crisis and the subsequent interrvuption of for-
eign bank lending to Chile in January 1933 provoked a sharp expansion
of Central Bank credft anu a substantial loss in international reserves.
As a result, economic performance deviated significantly from the finan-
cial program supported by a two~-year stand-by arrangement approved by
the Executive Board on January 10, 1983. In March 1983 the authorities
began to implement an emergency plan to stabilize the financtal svsteam,
stem the loss of international reserves, and return to the path of the
stand-by program by September 30, 1983. Central Bank credit was tight-
ened, fiscal measures were taken to help finance the cost of the losses
of the financial system, and negotiations with foreign banks were under-
taken to refinance principal payments and obtain the new fimancing con-
templated in the stand-by program.

Chile's economic performance so far has conformed to the emergency
plan. On this basis, it is expected that Chile will be able to return
to the path of the stand-by program by September 30, 1983, as by that
time foreign banks will have disbursed new financing equivalent to the
net bank capital inflow contemplated in the stand-by program.

The record of the past three months demonstrates the determination
of the Chilean authorities to achieve the objectives of the stand—by
program. The remaining deviation of the net domestic assets of the
Central Bank and the net internatiornal reserves of the Central Bank
from the respective ceiling and target of the stand-by program is due
principally to the interruption of net lending to Chile by foreign
bankr. Prior to the Executive Board discussion of the Chilean request,
notification is expected from Chile's foreign bank creditors that the
required new financing will be forthcoming as planned. The financing
that ig the subject of this notification should ensure that the devia-
tions that occurred in the arrangement, although significant in magni-
tude, are transitory and will be eliminated by September 30, 1983.

On the basis of Chile's performance in recent months and of the tempo-
rariness of the deviations, and given the need to facilitate the re-~
establishment of external financing flows, the staff recommends approval
of the authorities' reques: for a waiver of the deviation from the

June 30, 1983 target of the net international reserves of the Central
Bank and a related modification of the July l-September 20, 1983 ceiling
on the net domestic assets of the Central Bank.



The reschedulinag of principal payments by the private financial
system falling due in 1983 and 1984 and tae refinancing of short-ters
working capital owed by the private financial syscem have been given a
government guarantee; no offficfal guarantee has been given to the
foreign debt of the nonfinancial private sector. In order to bring
the ceiling of the contracting and Suaranteeing of foreign debt by the
nonfinancial public sector {(a performance criterion in the stand-by
progran) in line with the outcome of the foreign debt renegottation
concluded by the Chilean authorities, the staff does not object to the
request to ralse the cefling acrordingly.

The staff nctes rhe changes that have occurred in Chile's exchange
and trade system and which were adopted to cope with a particularly
difficult situativn. The spread between the official exchange rate
and the parallel market rate constitutes a multiple currency practice.
However, the spread has been declining in recent months and with a suc-
cessful implementation of the financlal program it should become pro-
gressively smaller. The exchange tax imposed on the sale of foreign
exchange for payment of goods imported under import licenses issued
prior to March 23, 1983, also constitutes a multiple currency practice,
hur it will cease to exist on March 24, 1984 at the latest.

The imposition of a deferment period on import payments constitutes
a restriction on the making of payments for current interaational trans-
actions. The action is an extension of a similar measure adopted with
regard to limitations on foreign exchange sales for a oumber of invisible
transactions for which Fund approval has been granted until December 31,
1983. The authurities continue to regard these restrictions as temporary
and intend to take advantage of the review of the exchange and trade
gystem to be undertaken in the context of the Article IV consultation
with Chile scheduled for October 1983 to determine a schedule for their
elimination.
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1v. Proposed Decisions

A. Stand-By Arrangetent

Chile has consulted the Fund in accordance with paragrapsh 6 of the
letter dated December 13, 1982 from the Minister of Finance and
Economy and the President of the Central Bank of Chile attached
te the stand-by arrangement for Chile (EBS/83/227, Sup. 2) and
paragraph 4 of the stané-by arrangement.

The letter dated —

-—, 1983 from the Minister of Finance
and the President of the Central Bank of Chile shall be attached
to the stand-by arvangement for Chile, and the letter from the
Minister of Finance and Economy and the President of the Central
Bank of Chile dated December 13, 1982 attached to the stand-by
arrangemsent, shall be read as wodified by the letter of -—--- -~
1983.

Accordingly, the limit on the contracting and guaranteeing of

external debt by the public sector described in table 3 of the

menorandum annexed to the letter of December 13, 1982 shall be
USS$5,500 million as referred to in the letter of ————» —- 1983
and the limit on the net domestic assets of the Central Bank of
Chile for the period Jaly l1-September 20, 1983 described in
table 4 of the memorandum annexea to the letter of December 13,
1982 shall be Ch$95.5 billion for the period July l-August 15,
1983, and Ch$57.0 billion for the period August l6-September 20,

1983, as referred to in the letter -———- —- 1983,
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b4, The Fund finds that in light of the letter dated -—-- --, 1983
no additional under-tandings are necnssary concerning the non-
observance of the performance criterion on the net international
reserve target of the Central Bank for June 30, 733 and that
Chile may make purchases under the extended arrangement, not-
withstsnding the mltiple currency practices and exchange

restrictions introduced by Chile as described in EBS/83/134.

~ B. Exchange Measures

The excessive gpread between the official exchange rate aand the
parallel market rate, and the 12 per cent exchanye tax applicable to
the purchase of foreign exchange for certain import payments constitute
multiple currency practices. Chile has also imposed a 120 days'’
deferment period for all import payments. This measure represents the
introduction of an exchange restriction. In view of the temporary
nature of these measures the Fund grants approval for their retention

until December 31, 1983.
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Santiago, Chile
, 1983

Mr. J. de lLarosiere
Managing Director
International Monetary Fund
Washington, D.C. 20431
U.S.A.

Dear Mr. de Larosiere:

On January 10, 1983 the Executive Board of the Fund approved our
request for a two~year stand-by arrangement. As we have informed you,
since then a number of developments have taken place which have caused
a substantial deviation frou the stand-by program. A domestic banking
crisis and the subsequent interruption of foreign bank lending to Chile
in January 1983, led to a sharp expansion of Central Bank credit in
support c¢. the financial system and to a major loss in net internmational
reserves.

As. we remain committed to the objectives communicated to you in our
letter of December 31, 1982 and attached memorandum on economic policies,
in March 1983 we formulated and began to implement an emergency plan to
stabilize the finarcial system, stem the loss of international reserves,
and return to the original path of the stand-by program. We have taken
appropriate monetary measures and implemented new fiscal measures equiv-
alent to 2 per cent of GDP. These measures will permit the provision of
domestic debt relief by financing the cash rlow gap of the financial
system without raising inflationary pressures. In addition, we have
entered into negotiations to refinance the repayment of principal of the
public and private financial system debt to foreign banks for 1983 and
1984, and obtain net new financing as contemplated in our original fi-
nancial program for 1983.

We have followed closely the course set out under our emergency
plan. As a result, siance March 1983 the expansion of the net domestic
assets of the Central Bank has been brought under control and the net
international reserve losses have been reduced to manageable size. We
intend to continue on this course and are confident that Chile will re-
turn to the path of the stand-by program by September 30, 1983, as by
that time banks will have disbursed new resources equivalent to the
shortfall from the net bank capital inflow projected in the stand-by
program. In fact, as of June 30, 1983, the remaining deviation of the
net domestic assets of the Central Bank from the ceiling in the stand-by
program and of the net international reserves of the Central Bank from
the target in the stand-by program is expected to be due almost entirely
to the temporary interruption of net lending to Chile by the foreign
banking community.
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In view of the progress made in returning to the stand-by pat

) a 1
to facilitate the re-estab'ishment of the foreign financing of the pro-
gram, we request a waiver of the deviation from the June 30, 1983 tar-
get of the net international reserves of the Central Bank and a modifi-

cation of the ceiling on the net domestic assets of the Ceatral Bank

from Ch$13.25 billion that was spplicable to the third quarter of 1983,
to Ch$95.5 billion for the period July l-August 15, 1983 period, and to
Ch$57.0 billion for the period August 16-September 20, 1983.

a mada 1n asvmrad e bl-i’\ }\ Py
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The refinancing over the medium term of repayment of principal by
the private financial system falling due in 1983 and 1984 and of the
short-term working capital owed by the private financial system is being
arranged on satisfactory terms. The government of Chile has extended a
guarantee to these refinanced amounts but has not provided such a guar-
antee to the foreign debt of the nonfinancial private sector. As
neither the refinancing nor the guarantees had been contemplated when
the ceiling on the contracting and guaranteeing of foreign debt by the
nonfinancial public sector was established for the stand-by program,
we also request that the ceiling be raised from US$2,05C million to
US$5,500 million, in accordance with the provisions of the bank refi-
nancing agreement.

In the context of our strategy to stem the loss of net interma-
tional reserves, in March 1933 we took a number of measures affecting
the exchange and trade .ystem. We consider these measures to be tempo-
rary and not inconsistent with the objectives of the program supported
by the Fund., They are, however, subject to approval by the Fund. These
measures are described below.

On March 23, 1983, a 120-day deferment period applicable to all
import payments was introduced. This measure was taken to maximize the
use of available credit lines and was not intended to restrict imports.
We intend to relax and abolish this requirement as the pressure on our
foreign exchange resources easas.

The uncertainties generated by the banking crisis earlier this year
resulted in a sizable spread between the official and parallel market
exchange rate. Following the implementation of the emergency measures,
the spread has been substantially reduced. We expect that with a return
to normal financial market conditions and the maintenance of a flexible
exchange rate in the official market, the spread will diminish.

On March 23, 1983, as part of the fiscal measures of the emergency
plan, we imposed a temporary tariff surcharge of 10 percentage points.
As import registrations existing prior to that date could not legally be
made subject to the tariff surcharge, an equivalent tax of 12 per cent
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was .applied to foreign exchange sold for payment of these imports. The
foréign. exchange tax will disappear when the import registrations out-
standing ‘on.March 23, 1983 have been utilized or have lapsed.

i';§iéw36fmthe.£oregoing, we request Fund approval of these mea-
sures: until December 31, 1983.

Sincerely yours,

-Héfﬁaﬁ3feiibéigffa?uti?=. N Carlos Caceres
_ Pteéident« o o Minister of Finance
Central:-Bank:.of Chile v '




Table 1.

Chile:
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January-May, 1983

Performance Under the Stand-By Program,

March 31

April 29 May 31

(Inﬂbillions of Chilean pesos)

o .--.Linit

‘Net domestic assets
at the Central Bank 1/

Limit -6.0
Margin -23.6

Outstanding indebtedness
" "of ‘the. nonfinancial
‘public sector 2/

- ketual ' -
;jHargin -

-6.0 -6.0
34.1 51.4
-40.1 -56.4
e 437

- 416

- 21

(Ip,milliogq-of'u.s. dollars)

rmational
reserves. of the
g Central Bank
‘“Target

1,307 3/ 1,307 3/ 1,307
-Actuak 1,089 878 641
'béviation : -218 -429 -666
~.'gContracting and
 guatranteeing of
extetnal debt by
: . nonfinancial
P8 lic -gector
; © 2,050 2,050 2,050
390 390 390
1,660 1,660 1,660

1,177
623
-684

2,050
390
1,660

4.1
55.1
-5902

4/ 1,177
524
-783

2,050
390
1,660

Source: Central Bank of Chile.

1/ For purposes of calculating net domestic assets through June 30,
1983 all foreign currency entries are valued at an accounting rate of

Ch$74 per U.S. dollar.

2/ For purposes of calculating these limits, all foreign currency
entries are valued at an accounting rate of Ch$77 per U.S. dollar.

3/ Target applies to March 31, 1983.

4/ Target applies to June 30, 1983.
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Table 2 . Chile: Interest Rates on 30-89 Day Operatious

(In_per cent)

Nominal Real 1/
Loans Deposits Loans Deposits

1980 annual average 47.0 37.4 11.9 4,8

1981 annual average 52.0 40.8 38.7 28.6

1982 annual average 63.1 47.8 35.1 22.5
;1982 .

¢~ January: . 4.1 3.2 3.4 2.5

+;February:’ 3.8 2.8 4.6 3.6

March 3.3 2.4 2.9 2.0

April 3.1 2.1 3.2 2.2

May 3.3 2.4 3.9 3.0

June 3.4 2.5 2.7 1.8

July .. 4.3 3.5 2.3 1.5

i AUGUSE- 4.0 3.2 0.8 --

. September 4.3 3.6 - -0.7

o 5.0 4.5 0.2 -0.3

5:8 5.0 2.5 1.7

5.3 4.6 4.2 3.4

4.0 2.9 2.2 1.0

3.2 2.2 3.1 2.1

3.1 2.2 1.2 0.3

3.1 2.1 2/ 0.1 -0.9

3.2 2.3 2/ 1.8 0.8

Source: Central Bank of Chile.

-1/ The nominal rate less variation in the CPI during the month.
» 2/ ;Suggested maximum nominal deposit rate for domestically owned
banks: .

As of April 7, 1983 2.1
As of April 20, 1983 2.3
As of June 7, 1983 2.1



Table 3.

Chile:. Selected Economic Indicators

X

.'(P.fcéhtggégch#ngég)

o 1982 1983

1981 1982 X 11 111 1V 1
Real GDP 1/ 5.7 -14.3 -9.1 -12.5 -18.4 -17.2 -9.2
Relative to previous quarter ~9,2 -1.8 -3.8 -3.5 ~0,5
Industrial production 1/ -12.4 2/ -15.1 2/ -13.5 -18.7 -19.5 -18.1 4.0
Relative to previous quarter -16.2 5.3 ~0.1 -6,3 ~1.8
Consumer prices 1/ 9.5 2/ 20,7 2/ 7.6 4.5 8.3 19.0 23.3
Relative to previous quarter 0.7 ~0.2 6.0 11.7 4.4
Unemployment rate 1/ 8.9 2/ 200.0 2/ 180.7 227.4 295.1 199.1 144.7
Relative to previous quarter 36,4 27.3 25.1 -8.4 ~-0.1
Exports _]:_/ -14.3 -302 "1.7 "004 -4.0 '6.7 _6'8
Copper 1/ (~-20.4) (1.1) (1.6) (9.4) (10.6) (-15.7) (-19.4)
Relative to previous guarter (-6.1) (-0.5) (11.9)  (-19.3) (-10.3)
Non-copper 1/ (-8.7) (-6.6) (-4.2) (-7.3)  (~15.7) (1.2) (3.3)
Relative to previous quarter (4.8) (-3.5) (-12.8) (14.77 (7.1)
Relative to previous quarter -27.1 ~17.4 -15.7 -8.0 -17.9

Source: Central Bank of Chile.

1/ Relative to the same period of the previous year.
2/ Index: end-year over e.d-year.

-L‘{—



,:Tablefh;. Chi;a:- Centrgl78§hk Stand-By Program 1983

(Stocks, in billionq_of Chilean pesos)

Dec. 31, 1982 o — 1983

Prom. Fst. Actual Mar. 31  June 30 June 30  Sept. 30  Dec. 31
' USST = Ch374 _ us$1 = uss77
Net international reserves 1/ 113.7 122.8 96.7  87.1 90.5 80.9 80.9

(In millions of U.S. dollars) (1,537.0) (1,659.0) (1,307.0) (1,177.0) (1,177.0) (1,052.0) (1,052.0)
0f which: cumulative net

| bank capital inflow 1=~/ /--]  /170.0/  /344,0/ /344.0/ [662.0/  /922.0/
Net domestic assets -20.7 -26.6 -6.0 4,1 2.4 13.2 23.9
Medium~ and lbng-term foreign

liabilities 45.6 46,0 45.6 45.6 47.5 47.5 47.5
Private sector liabilities 47.3 50.2 45.0 45.5 45.5 46.7 57.4

Memoranda jitems

Net international reserves 1/
without net bank capital
inflow (in millions of

U.S. dollars) 1,537.0 1,659.0 1,137.0 833.0 833.0 410.0 129.0
Net domestic assets without
net bank capital inflow -20.7 ~26.6 6.6 39.6 28.9 62.6 94.9

Sources: Central Bank of Chile; and Fund staff estimates.

1/ Net of US$550 million of apecial balance of payments support deposits programed to have
been obtained in 1982.

—BI—




Tablo 5. cﬁiléil ¢§n£r3173thﬁ Emergency Plan 1983
| (Stocks, gn billionl of Chllenn E!IOI)

1535?“ 1 N
Dec. 31 1/ Hnr. 51 June 55’ _June 0 Se :4_5_, Dec. 3!
| | | " _US§1 = Ch§74 _____USS1 = 08877
Net international reserves 2/ 122.8 45.4 23.6 24.6 83.5% 82.9

(In millions of U.S. dollarn) (1,659.0) (628,0) (320.0) (320.0) (1,086.0) (1,077.0)
Of which: cunulative net :
bank . capital inflow

(outflow -) J-=1 [-498.0/ [-473.0/ [-413.9/ /620.0/ /948.0/

Net domestic assets ~26.6 3.1 74,6 75.5 13.2 19,8
Medium~ and long-term foreign

liabilities 46.0 45.4 44,8 46.6 45.7 45.2

Private sector liabilities 50,2 52,2 53.5 53.5 51.1 57.5

Memoranda items:

Net international reserves without
net bank capital inflow

(in millions of U.S. dollars) 1,659.0 1,126.0 793.0 793.0 466,0 129.0
Net domestic assets without
net bank capital inflow ~26.6 14,3 39.5 39.1 60.9 9.6

Sourcea: Central Bank of Chile; and Fund staff estimates.

1/ Actun? data.
2/ Net of US$137 million of special balance of payments support deposits obtained in 1982.

—6‘{—
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Table 6. Chile: Performance Under the Emergency Plan,
March-May, 1983

o | March 31 April 29 May 31

(In billions of Chilean pesos)

Ret hones:ic Sasets of
the Central Bank 1/

51.1 74.6 74.6
51.4 52.8 55.1
~0.3 21.8 19.5
437 -— -
416 - -
2] - -

f(Inwiillidns of U.S. dollars)

628 320 3/ 320 3/
641 623 524
13 303 204

2,050 2,050 2,050
390 390 390
1,660 1,660 1,660

Central Bank of Chile.

'r-purpooes of calcula:ing net domestic assets through June 30,
31983 all foreign currency entries are valued at an accounting rate of
Ch$74 per U.S. dollar.
' For purposes of calculating these limits, all foreign currency
feutries are valued at an.accounting rate of Ch$77 per U.S. dollar.
3/ ‘Target spplies to June 30, 1983.




Table 5. Chile: Central Bank Emergency Plan 1983

© (Stocks, in billions of Chilean

esos)

31 1/ Mar. 31 June 30  June 30 _ Sept. 30 Dec. 31
Net international reserves 2/ 122.8 46.4 23.6 2.6 83.5 82.9

(In millions of U.S. dollars)  (1,659.0) (628.0) (320.0)
0f which: cumulative net
bank capital inflow

(outflow -) /-=-{ [-498.0/ [-473.0/ [-=473.0/

Net domesric assets ~26.6 51.1 74.6 75.5
Medium~ aiid long-term foreign

liabilities 46.0 45.4 44,8 46.6
Private sector liabilities 50.2 52.2 53.5 53.5
Memoranda items:
Net international reserves without

net bank capital inflow

(in millions of U.S. dollars) 1,659.0 1,126.0 793.0 793.0
Net domestic assets without

net bank capital inflow -26.6 14.3 39.5 39.1

(320.0) (1,086.0) (1,077.0)

/620.0/

13.2

45.7

51.1

466.0

60.9

/948.0/

19.8

45.2
57.5

129.0

94.6

Sources: Central Bank of Chile; and Fund staff estimates.

1/ Actual data.

:Z/ Net of US$§137 million of special balance of payments support deposits obtained in 1982,
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Table 6. Chile: Performance Under the Emergency Plan,

March-May, 1983

Ii: Ha:gin - . . o 1,660

March 31 April 29 May 31
(In billions of Chilean pesos)
Net domestic assets of
_the Central Bank 1/
. Limit 51.1 74.6 74.6
- "Actna1 _ 51.4 52.8 55.1
_Hargin - -0.3 21.8 19.5
Ourstanding indebtedness of the
- nonfinancial public sector 2/
Limit - 437 - -
- Actual T 416 - -
Haxg;n - _ _ . 21 — _—
| (In millfons of U.S. dollars)
~ Ret 1nternational reserves of the
L Central: Bank _ )
e Limdt L . : 628 320 3/ 320 3
.-:_;;Actual .jf= : 641 623 524
:guECOntracting and guaranteeing of
. ‘external’ -debt by the nonfinancial
< public: aectot .
'_TﬂLigit R _ﬁ 2,050 2,050 2,050
T Actual . o . 390 390 390
1,660 1,660

' sonrce: {Ceﬁ;ralfnénk 6f Chiie.

1/ For . purposes of calculating net domestic assets through June 30,
1983 all foreign currency entries are valued at an accounting rate of

Ch$74 per U.S. dollar.

2/ For purposes of calculating these limits, all foreign currency
entries are valued at an accounting rate of Ch$77 per U.S. dollar.

3/ Target applies to June 30, 1983.
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Table 7. Chile: Operations of the Consolidated Nonfinancial Public Sector
(In billions of Chilean pesos)
1983
1979 1980 1981 1982  Prog. Rev.
General governmént current
revenue 250.9 353.8 409.1 420.1 453.5 452.3
Taxes ont income and property 55.3 78.8 73.2 83.8 §0.7 76.8
Taxes on goods and services 88.9 132.1 167.9  162.2 234,46  224.4
Taxes on international trade 15.6 21.1 28.9 17.9 26.2 43.4
Social security tax 40,7 59.7 60.1 39.3 38.2 42,7
Other tax, net of IVA rebate -1.7 -8.8 -9.0 -13.9 -18.7 ~-l6.4
Nontax reveme 52.1 70.8 87.9 82.5 92.7 81.3
:Qperational surplus of. the
public enterprises 75.3  106.8 71.9 108.3 162.5 172.2
-Net transfers togggneral _
governnent ' f6$:6: 1§Q¢2. -71.3 -8$,7 -133.0 -129.0

’ﬁiGeneral governnent current .

- i expenditure . : 191.3F 26343 338.9 387.2 441.2 479.4
‘Wages and. salaries 0.6: 94,4 99.0 95.7 108.0 102.5
‘Goods -and services 23.5 33.5 37.4 38.7 45.9 48.4

'3Social security payments to

. private recipients - 54.0 76:0  104.4 120.0  151.5% 152.0
FTransfer and subsidy payments _ '
. to private sector 29.6 44.5 88.0  120.9 117.6 131.0
ﬁInterest on public debt 9.5 9.1 5.4 7.0 14.4 15.4
- Transfer for support of the

- financial system -~ - - - - 25.5

- Current _account surplus of
e the public sector 36.? 59.6 13.7 -33.6 41.8 16.1

'j.capical- tevem_;ee 18.9 24,1 45.6  51.5  33.3  57.8

" capital expenditures 51.5  78.1 101.2  88.0 105.6 111.6

", Fixed. capital 40.3 58.2 66.0 57.4 89.9 8.1
jFinancidl'invest-enc 1.2 19..9 35.2 30.6 15.6 30.5

: aOverall “gurplus or deficit (=) 36.7 59.6 13.7 -33.6 =30.4 -37.7

- .General government 9.9 59.0 37.1  -24.9 -7.4 =33.7

' gug}ic ‘enterprises -3.2 0.6 -23.4 -8.7 -23.0 -4.0
Financing -36.7 =59.6 =13.7  33.6  30.4  31.7
-External -0.2 -4 3.9 32.9 30.4 -8.9
Internal -36.5. -58.2 ~-48.6 0.7 -— 46.6

Sources: Ministry of Finance; and-:Fund staff estimates.

-~ 1/ This deficit is consistent with the limits on the total indebtedness of
the nonfinancial public sector of the stand-by program as the 1982 deficit
was smaller than had been anticipated at the time the limits on {ndebtedness

were set.




1. Reltéf

Rescheduling of medlun-fgf

and long—term dabt - - - -
Consolidation of short~ _
tern debt ' = —— - —-—
2. Additional Ainterest ) o L L -
Emnta l/ 180 ;__-_/ _ _I_!__L - _ﬂ?_ - 375 375 320 203 87 15
3. Amortization paxggnts | '
on relief loans = - = - — 1,046 1,046 1,046 262
Rescheduling of medfum-
and long-term debt ~ - - - - 646 646 646 162
Consolidation of short-
term debt —— - - —— -— 400 400 400 100
4. Net relief (1-2-3) 2,220 -660 _?375 =375 =375 1,366 -1,249 -1,133 -277

Source: fFund staff estimates.

1/ Excludes fees.
2/ 1ncludes esrimated interest on unpaid maturities, rolled

oﬁS&ational.

over unti{l the rescheduling will be
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Table 9. Chile: Debt Service Payments 1981i-91 1/

1531 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991

(In millions of U

ari HaaaaUdle Wa Vs

1. Medfum~ and.long-

term debt 2/ 2,529 3/ 3,187 2,389 2,347 4,097 4,611 4,412 5,414 5,559 6,078 5,788
Inte et 1,422 1,950 1,732 1,827 1,895 1,98 2,017 2,079 2,104 2,230 2,3%7
-Princin-;- 1,107°3/ 1,297 657 520 - 2,202 2,6%% 2,195 3,313 3,455 3,568 3,461
2. Debt to rnr & m 40 36 58 59 232 354 235 115 67 23
Charges - T 2 33 58 69 64 45 25 I3 5 i
qurehase‘--: i 63 ’ 38 3 - -— 168 309 20 102 62 22
3. lntemt -un -
' short-ters _ _
debt 5/ . -bsg*l 421 33 210 210 210 210 210 210 210 210
Tbtll.(l+2+3) 3081 3,648 2 761 2.615. 4,376 5,053 4,976 5,859 5,884 6,355 6,021
Interest - . 1,901 2,37 2,100 2,095 2,176 2,232 2,272 2,318 2,327 7,445 2,538
Princlpnl . Eire 1,295 660 530 . 2,202 2,83t 2,704 3 545 3,557 3,910 3,483

728 50,6 42.9. 66,0  70.3  63.7  69.0 638  63.2  55.3

_ _ _ _ 9.9 10.} 9.7 9.2 8.6 7.9 7.3 6.7 6.4 6.0
...'-:."l'nt;lo nf.. medice )
" and log-ttn

. debt -to GOP 38.3°  57.7 76;9}gf 78.t  73.4  68.9  64.9  61.2  58.1  35.2 52.6

Sourcu Centrnl __lmt of Chue. and Fund stcff estimates anl projections.

N VA ?rojactlom suie 8. LIBOR of 10.4. per cent in 1983, and 9 per cent in tne following years. The
'-avetage spréad 1 unmd lo be: 'l per cent for the loans contracted before January 1, 1983, 2-1/8 per cent
for the -losos rescheduled tn 1983 and 1984 and 2-174 per cent for new loans. The average interest rate
_on nonback losns is assumed to.be equal to. the LIBOR. The interest rate on short-term debt is assumed to
be 14 per cent in i%83 and 12 per cent the following years.

P2 1ncludes the’ comudauon into & medium~term loan of US§l.3 billion of short-term debt. Assumes
flows of capital uch _year mfficient to finance a current account deficit of the balance of payments
ejuivalent to 4.3 per cent. of CDP in 1984 and 3.2 per cent of GDP in the following vears. Nominal GDP in
U.5. dollat terms {4 assumed to grow at a rate of }0 per ceat per year, ‘rom 1984 onward.

¥y Exclu..‘tm prepayments.

lo[ Assudes dis nJ eément of SDR 162 million in 1983 and SPR 216 million in 1984,

5! On amount outstanding at the end of January 1983, excluding USS$1.3 billlon, which will be consoli-
dated into 3 medium-ters loan.

6’ Includes the consolidation of USS1.3 billton of short-ters debt.




Table 1

0. Chile:

o 24 -

(In millions of U.S. dollars)

Balance of Payments

o 1983
1980 1981 1982 Program  Revised
Current account 1,971 4,652 -2,382  =-1,602 1,263
Trade balance ~=764 =2.598 *318 1,000 1,287
.g;portg_ (4,705) (3,960) (3,783) (4,450) (4,254)
‘Copper 12,125/ /1,757/ /1,743/ /1,950/ /1,894/
Other: - /2,580 [2,203/ /2,040/ /2,500/ /2,360/
. - Imports (-55ﬁ69) (-6,558) (-3,565) (-3,450) (-2,967)
+ "Nonfinancial services -390 -726 -650 -648 =500
;:":Pinancial services -930 -1,428 -2,050 -2,054 -2,150
f__Transfers : 113 100 100 100 100
Capital account. 3,165 4,669 1,104 1,117 681
Direct investment 170 ‘376 365 450 200
: Hediun— and long-term Lo
) capital ' 2,273 3,311 1,354 591 1,033
" public sector (-87)  (-165) (680) (464)  (1,201)2/
Private sector 1/ (2,360). (3,476) (674) (127) (~168)
:Short term . 722 982 -615 76 =552
-Public- Sector (172) - (437) (50) (-=) (~19)
Private. sector (550) (545) (-665) (76) (-533)2/
'"Err rs- and omissions 50 50 -87 - -
fSDR allocation 30 28 o - -
'__Overali balance 1‘274 95 -1,365 -485 ~582
_Valuation adjuatment =30 =90 =28 - -
E.Change in net interna— _ |
. ~-tional reserves. =~ =
(increase =) 1,264 =5 1,393 485 582 3/

" ‘Sources:” Central Bank of Chile; and Fund staff estimates.

.}jm.Iuciudes'Eéﬁco del Estado.

2/ Does not include the consolidation of US$1.3 billion of short-~

'term ‘debt.

3/ The revised deficit is consistent with the net international re-
serve target of the stand-by program as the deficit in 1982 was smaller
than had been anticipated at the time the net international reserve

target for 1983 was set.
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Table 11. Chile: Macroeconomic Flows

(As per cent of GDP)

1980 1981 1982 Prog. Rev.

I. Balance of Payments

‘Currfent account surplus or

~deficit (=) _ -7.1 -l4.1 -9.9 -7.2 -6.0
Trade’ balance N -2.7 =749 0.9 4,5 6.2
Net: factor payments T 3.4 -4.3 -8.5 =-10.0 -10.3

"Other services and transfers _ -1.0°  =-1.9 -2.3 -1.7 ~-1.9
Capital acéount 1.5  lash e 5.0 3.2
"Private capital and.. financial

P blic sector-,_j_h _ _ . - Il.6 11.7 1.5 3.3 3.8

) : &8 T : - =0.1 2.7 2.7 1.7 -0.6
Net official 1hternationei .._

"reserves (increase -) = . . . 5.8 2.2 .8
i .i-fPublic.Sector
‘Eub. ie'eeeeﬁf'savinga:, ST "E?O.6ﬁe- 5.5 0.2 2.4 1.
Capital revenie gw. 3.5 5:2_ 1.9 3.7
9 7.2 6.1 o1
1 -2.7 =17 -2,
g - - 3.0 -
_ III._ Sayingiahd:Inveétﬁent
. lc favestment - | 20.6 20,7 12,6  15.5  13.4
Public sector - . T 5.2 5.0 4.6 5.2 5.2
' 'ivu sector o o 15,4 . - 15.7 8.0 10.3 8.2
stment = aavi'g o 20.6  20.7 12.6  15.5 13.4
- Ext rnal savings - . 7.1 14.1 9.9 7.2 6.0
y national savings : o 13.5 . 6.6 2.8 8.3 7.4
-_Public gector ' : -7(10.6)  (5.5) (0.2) (2.4) (1.0)
Private sector (2.9) (L.1) (2.6) (5.9) (6.4)
'?=;“Memotanda 1tems
‘Annial growth rate of real GDP 7.8 5.7 ~14.3 4.0 -

'GDPk(in billions of Chilean pesos) 1,075.3 1,253.9 1,228.7 1,740.0 1,570.0

'édﬂnces: Central Bank of Chile; and Fund staff estimates.

1/ In nominal terms, the deficit is consistent with the net international

. reserve target of the stand-by program.

2/ Support to the financial system is financed by tax measures. '

3/ 1In nominal terms, the deficit 1s consfstent with the ceiling on public
séEEor indebtedness contained in the stand-by program.

4/ Excludea external loans obtained by the nonfinancial puhlic sector to
provide balance of payments support to the Cei.tral Bank., These are included
in the private capitzl and financial public sector flows.
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CHART 1
CHILE
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CHART 2
. CHILE

CENTRAL BANK NET INTERNATIONAL RESERVES
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