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A l s o  P r e s e n t  
Af r i can  Depar tment :  C. E .  H u n t e r .  Exchange and  Trade R e l a t i o n s  Uepdr tme~i t :  
M. G u i t i a n ,  A, P e r a .  E x t e r n a l  R e l a t i o n s  Depar tment :  H. 0 .  Hart inant i ,  
H.  P .  P u e n t e s .  F i s c a l  A f f a i r s  Depa r tmen t :  P .  R.  Rado. IMF I n s t i t u t e :  
A. Bello.  L e g a l  Depa r tmen t :  H. E l i z a l d e .  R e s e a r c h  Depar tment :  
G .  I. Brown, Brown, K.-Y. Chu, D.  F o l k e r t s - L a n d a u ,  N .  M.. K a i b n i ,  
P. .J. M o n t e i l ,  T. K .  Morr ison,  A .  S a l e h i z a d e h .  CJestern Hemisphere 
Depar tmen t ;  S. T. B a a ,  A s s o c i a t e  D i r e c t o r ;  C. E .  SansBn,  Deputy  D i r e c t o r ;  
J. 0. B o n v i c i n i ,  P. D. Brenr ie r ,  M .  C a i o l a ,  D. S .  Hoelscher ,  J. S ,  L i z o n d n ,  
C. L. Ramirez-Rojas ,  F. R u b l i - K a i s e r ,  J. F. Van Houren,  E .  V .  Zayas. 
Adviso r  t o  t h e  Managing  D i r e c t o r :  E .  W. Roblchek .  A d v i s o r s  t o  E x e c u t i v e  
D i r e c t o r s :  J .  R. N .  Almeida ,  J. D e l g a d i l l o ,  A .  B. Disc,, M, A .  Jar- jua,  
P .  K o h n e r t ,  H.-S. L e e ,  P.-C. Maganga-Moussavou. AssFs tan ts  t o  E x e c u t i v e  
Directors: H, Arias, L. E.  J. Coene,  T .  A. Connors ,  G .  E r c e l ,  A .  H a l z v i ,  
M D  H u l l ,  J. M. J o n e s ,  J .  A. K.  M u n t h a l i ,  V .  K .  S .  Nair, V .  Okubo, 
G .  W. K. p i e k e r i n g ,  C. A. Salinas, J .  S c h u i j e r ,  A. Yasseri. 
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The Execut ive Directors  c o n s i d e r e d  che sraff  r e p o r t  for rhe 1982 
A r t i c l e  ZV c o n s u l t a t i o n  w i t h  Chi.?.e,  t o g e t h e r  w i t h  a r e q u e s t  f o r  a t vo -yea r  
s faud-by  a r r a n g e w c t  equivalent t o  SDR 500 m i l l i o n  ( E R S / 0 2 / 2 2 7 ,  .iZ/ 13/82; 
Cor. I, 1/5/83; and Sup .  1, 1 / ~ / ' 5 3 1 ~  and a r e q u e s t  by C h i l e  f o r  a p u r c h a s e  
u n d e r  t h e  compensatory f i n a n c i n g  f a c i l i t y  equ.i'ila.ieiit t o  SUR 295 m i l . l i u n  
(EWS/82/228, 1 2 / 1 3 / 8 2 ;  and Sup. 1, 1 /7 /53) .  They z l s o  had b e f o r e  them a 
r e p o r t  o n  r e c e n t  economic developments i n  C h i l e  (Sk1/82/160, 8/15/82; and 
sup.  1, 1 2 / 1 3 / 8 2 ) .  

The s t a f f  r e p r e s e n t a t i v e  f r o n  t h e  Western Hemisphere Department made 
t h e  f o l l o w i n g  s t a t e m e n t :  

The s t a f f  has j u s t  r e c e i v e d  t h e  F o l l o w i n g  i n f o r m a t i o n  o n  r e c e n t  
deve lopments .  

4 summary of t h e  C e n t r a l  Bank a c c o u n t s  f o r  J a n u n r y  6 ,  1983, 
i s  g i v e n  i n  T a b l e  1 (Annex I). I t  i n d i c a t e s  t h a t  t h e  n e t  domestic 
a s s e t s  of t h e  C e n t r a l  Bank are  w e l l  below the cei1ir:g a p p l i c a b l e  
f o r  t h e  J a n u a r y  l-March 31, 1983 p e r i o d  and t h a t  the sum o f  
t h e  n e t  i n t e r n a t i o n a l  reserves and t h e  d e p o s i L s  r e l a t e d  t o  

programed € o r  March 31, 1983 by 1JSS202 m i l l i o n .  
- b a l a n c e  of payments loan d i s h r s e m e n t s  e x c e e d s  t h e  t a r g e t  

The n e t  o f E i c L a l  i n t e r n a t i o n a l  reserve l o s s  d u r i n g  1582 
was IJS$1,392 m i l l i o n  and the b a l a r x e  o f  payments s u p p o r t  l o d n  
d i s b u r s e m e n t s  t o t a l e d  USS138 m i l l i o n .  T h i s  compares w i t h  a 
p r o j e c t e d  reserve loss  of US$1,100 m i l l i o n  and hal-ance of 
payments s u p p o r t  l o a n  d i s b u r s e m e n t s  of US$550 m i l l i o n .  As t h e  
program a l l o w s  f o r  a l a r g e r  n e t  i n t e r n d t l o r : a l  r e s e r v e  1.0s~ when 
b a l a n c e  of p a y m e n t s  l o a n  d i s b u r s e m e a t s  f a l l  sho r r  of  t h e  e x p e c t e d  
l e v e l ,  t h e  outcome for 1982 was w i t h i n  the e x p e c t e d  l i m i t s .  

The r a t e  of i n f l a l l i o c  measured by t h e  changes i n  t h e  con- 
sumer p r i c e  i n d e x  was 20.8 p e r  c e n t  d u r i n g  1982, comparei! v i t h  
a n  e s t i m a t e  of 1 9 , 6  p e r  cen t .  T a b l e  2 (firinex I f )  p tmvides  &he 
p r o f i l e  of the monthly  r a t e  of i n f l a t i o n  d u r i q  1.980-82. The 
d e c l i n e  i n  t h e  ra te  of i n f l a t i o n  i n  Yovernber and December appears  
c o n s i s t e n t  w i t h  t h e  r a t e  of i n f l a t i o n  i n  1983 o€  25 per c e n t  
p r o j e c t e d  i n  t h e  program. 

The  unemployment r a t e  i n  t h e  G r e a t e r  S a n t i a g o  Ared ,  which 
hpd r e a c h e d  as h i g h  a l e v e l  as  24.6 per  c e n t  I n  t h e  September-  
November 1982 p e r i o d ,  d e c l i n e d  t o  21.9 p e r  cen t  i n  t h e  October -  
December 1982 p e r i o d .  

Nominal i n t e r e s t  ra tes  on s h c r t - t e r m  d e p o s i t s  and l e n d i n g  
o p e r a t i o n s  i n  the l a s t  q u a r t e r  of 1 9 8 2  have  j .ntreascrd. I n  
December 1982,  t h e  month ly  nominal  s h o r t - t e r m  l e n d i n g  race  w a s  



5.5 p e r  c e n t ,  compared w i t h  4 * 3  per ceik t  I n  September .  .kt t h 2  
same t i m e  t h e  a v e r a g e  s h o r t - t e r m  d e p o s i t  r a te  rose t o  4.5 p e r  
c e n t  from 3 .6  per c e n t  i n  September .  T h e  r i s e  i n  real  terms 
h a s  been more pronounced ,  as  deposic rates i n  December 1982 
were 4.2 p e r  c e n t  and 3 . 3  p e r  c e n t ,  r e s p e c t i v e l y ,  compared 
wi th  zero and -0.7 per cent i n  S e p t e m b e r  1.982. 

Mr. Er-b a s k e d  w h e t h e r  the s t a f f  had  f i g u r e s  l o r  t h e  g r o w t h  o f  t h e  
economy, and of i m p o r t s ,  on a four th-quar te r - to- four th-quar te r  bas is .  

Thc s t a f f  r e p r e s e n t a t i v e  from t h e  Western Hemisphere Uepartmenc 
r e p l i e d  t h a t  rea l  economic growth from t h e  f o u r t h  q u a r t e r  of 1982 t o  t h e  
f o u r t h  q u a r t e r  of 1983 would  p r o b a b l y  he we l l  above  t h e  p r o j e c t e d  g r o w t h  
of 4 p e r  c a n t  f o r  t h e  y e a r  as a whole .  T h e r e  would p r o b a b l y  be a small 
d e c l i n e  i n  imports on t h e  same b a s i s .  

Mr. Donoso made t h e  f o l l o w i n g  s t s t e m e n t :  

1 wish t o  t h a n k  t h e  s t a f f  f o r  t h e  e x c e l l e n t  s e t  of  papers  
on t h e  1982 A r t i c l e  I V  c o n s u l t a t i o n  w i t h  C h i l e  and on C h i l e ' s  
r e q u e s t  f o r  r e s o u r c e s  u n d e r  t h e  s tand-by  a r r a n g e m e n t  and t h e  
compensatory f i naricing f aci  1i t y  . 

After d e c a d e s  of s low g r o w t h  and s p o r a d i c  f i n a n c i a l  d i r ' f i -  
c a l t i e s ,  the C h i l e a n  economy f a c e d  ;i major  c r i s i s  i n  t h e  f i r s t  
h a l €  of t h e  1970s.  Enormous f i s c a l  d e f i c i t s  f i n a n c e d  w i t h  
c e n t r a l  bank c red i t ,  c o u p l e d  w i t h  u n r e a l i s t i c  exchange  ra tes  
and g e n e r a l i z e d  p r i c e  c o n t r o l s ,  l e d  t o  a d r o p  i n  o u t p u t ,  hyper -  
i n f l a t i o n ,  and  t h e  e x h a u s t i o n  of o f f i c i a l  n e t  i n t e r n a t i o n a l  
r e s e r v e s .  

The o i l  c r i s i s  of t h e  y e a r  1974 and  t h e  r e s u l t i n g  d e t e r i o -  
r a t i o n  i n  C h i l e a n  terms of t r a d e  worsened  t h e  s i t u a t i o n .  The 
a u t h o r i t i e s  f a c e d  t h e  s i t u a t i o n  by embarking  on a s t a b i l i z a t i o n  
e f f o r t  i n  t h e  c o n t e x t  of a c o m p l e t e  program of s t r u c t u r a l  reforms. 

The aim of t h a t  program was t o  a c c e l e r a t e  t h e  r a t e  of g r o w t h  
th rough  opening the  economy Lo i n t e r n a t i o n a l  t r a d e  a n d  compcti -  
t i o n ;  c r a n s f e r r i n g  p r o d u c t i v e  a c t i v i t i e s  froin t h e  p u b l i c  s e c t o r  
t o  & h e  p r i v a t e  e e c t o r ;  s r r e n g t h e n l n g  a n d  e n l a r g i n g  t h e  scope of 
p r i v a t e  p r o p e r t y ;  and  g e n e r a l l y  f z  e e i n g  p r i c e s  and e l i m i n a t i n g  
economic d i s t o r t i o n s  s o  a s  t o  i ~ i p r o - e  r e s o u r c e  a l l o c a t i o n .  Con- 
t r o l l e d  p r i c e s  and the. r a te  of i n t e r e s t  were f r e z d .  The a v e r a g e  
t a r i f f  on i m p o r t s ,  which was 105 per c e n t  in 1974 ,  was r e d u c e d  
t o  44  p e r  c e n t  in 1975,  33 per c e n t  i n  1976 ,  20 p e r  cent  i n  1 9 7 7 ,  
1.4 p e r  c e n t  i n  1978 ,  10.9 p e r  cent  in 1979, and  10.1 per c e n t  
ir. 1980. 1/ A l l  n o n t a r i f f  r e s t r i c t i o n s  were e l i m i n a t e d .  - 

1/ The o n l y  i m p o r t s  t o  which a t a r i f f  above  10 p e r  cen t  i s  
a p p l i e d  a r e  a u t o m o b i l e s  a b o v e  850 cc. L a t e l y ,  t h e r e  have been 
i n c r e a s e s  i n  t a r l . f f s  a p p l i e d  t o  spec iEic  i m p o r t s  where dumping 
h a s  been a s c e r t a i n e d .  T h e s e  t a r i f f s  a r e  temporary .  



F i s c a i  experiditu.rr2 d e c r e a s e d  2 7  per '  t x z t  i i i  r e d  T e r m s  
between 1973 and 1980, The  f i s c a l  c i e 5 f c i t ,  wh ich  amvunied t o  
55 p e r  c e n t  of t h e  t o t a l  f i s c a l  e x p e n d i t u r e s  i n  1973, was reduced 
and t h e n  t r a n s f o r m e d  i n t o  ;? s u r p i u s  i n  1976-80. Approx ima te ly  
400 e n t e r p r i s e s  u n d e r  s t a t e  c o n t r o l  were t r a r i s f e r r e d  t o  t h e  
p r i v a t e  s e c t o r .  The r e m a i n i n g  s t a t e  en terpr i ses  e l i m i n a t e d  t f ic i r  
losses and genera ted  SII o p e r a t i o n a l  s u r p l u s  o f  a round  USS500 mil- 
l i o n  in i98o. 

F i s c a l  exper.di  Cure i n  s o c i a l  areas  and programs iricrerisecl 
t h e i r  s h a r e  from 30 p e r  c e c t  of  t o t a l  f i s c a l  e x p e n d i t u r e  i.n 
1973 t o  mor2 t h a n  50 pe r  c e n t  i n  1980. T h i s  i m p l i e d  a n  a b s o l u t e  
i n c r e a s e  i n  fliscal. e x p e n d i t u r e  f o r  s o c i a l  p u r p o s e s .  Numerous 
o t h e r  reforms were a l s o  implemented  d u r i n g  t h i s  period. A E ~ O R ~  
them w e  c o u l d  m e n t i o n  t a x  reforms ( e l i m i n a t i o n  of  s p e c i a l  t r e a t -  
ments  and tax exemptions,  and tne i n t r ~ d u c ~ i o n  of a value-added 
t a x ) ,  and t h e  s o c i a l  s e c u r i t y  r e f o r m s .  ( i n c r o d u c t i o n  of a system 
of compulsory sav ings  o u t  o f  wages t h a t  a r e  c a p i t a l i z e d  i n  
i n d i v i d u a l  a c c o u n t s  inanaged by s p e c i a l i z e d  p r i v a t e  e n c i  t i es ) .  
T h e r e  have a l s o  been r e f o r m s  i n  t h e  pul ; l . ic  h e a l t h  s y s t e m ,  i n  
t h e  e d u c a t i o n a l .  system, as  w e l l  as i n  nmst p r o d u c t i v e  sectors ,  
always a iming  a t  l n c r e a s i n g  t h e  par t ic i .pa t ior r  of the p r  i.vate 
s e c t o r  and i m p r o v i n g  resource  a l l o c a t i o n .  __ 

The pe r fo rmance  of t h e  C h i l e a n  ecotiomy improved s t r o n g l y  
under  t h e  program. The r a t e  of i n f l a t i o n  d e c l i n e d  from more 
t h a n  500 per c e n t  i n  1973 to 3 1  p e r  c e n t  i.n 198U. Afrer  a 
r e d u c t i o n  i n  1975 ,  GDP grew a t  t h e  r a t e  of Li.1 per  c e n t  i n  1976 
and from t h e n  on a t  a:; a v e r a g e  a n n u a l  r a t e  o f  8 per  c e n t  u n t i l  
i980. The  a n n u a l  ra te  o f  g rowth  of employment d u r i n g  1976-80 
was about  3 . 4  p e r  c e n t ,  which compares  f a v o r a b l y  w i t h  t h e  aririual 
r a t e  o f  1 . 9  p e r  (lent d u r i n g  t h e  d e c a d e  o f  She 1960s. 

A t  t h e  same t ime,  t h e r e  were p o s i t i v e  r e su l t s  from p o l i c i e s  
implemented t o  r e d u c e  p o v e r t y .  The  *a te  of i n i a n t  m o r t a l i t y  
was reduced f rom 79 p e r  1 , O O G  c h i l d r e n  b v r n  a l i v e  ~ I I  1973 t o  39 
per 1,000 c h i l d r e n  b o r n  a l i v e  i n  1980. Zmpressj ' re cidvances 
were  a l s o  achieved i n  e d u c a t i o ~  and n u t r i t i o n .  

As a r e s u l t  0.f t h e  r e d u c t i o n  i n  ilnport t a r i f f s ,  accompanied 
by a rea l  d e p r e c i a t i o n  of t h e  peso,  n o n t r a d i t i o n a l  e x p o r t s  
i n c r e a s e d  from less  thar, US$Z00 mi:Llion per year d u r i n g  1970-74 
t o  $ 1 , 2 4 0  m i l l i o n  i n  1980. E x p o r t s  of c o p p e r ,  which amounted 
SO 75 per c e n t  of i c o ~ a l  e x p o r t s  i n  1 9 7 0 - 7 4 ,  declined i n  r e l a t i v e  
terms t o  50 p e r  c e n t  of expor t s  i n  1979-80. T h e  imporzan t  
rernainfng 2,rohlern in 1980 was the r a t e  of unempioyme.nt ~ s t i l l  
a t  a l e v e l  of L.L.8 per c e n t ,  t hough  ,:eadi!.y f a l l i n g ,  



savings K O  f Lnance growing Li lWe8tmt? t l t .  Trtere  uere  no  problems 
1 E o b t a i n i n g  the Foreign r e s o u r c e s ,  and, g i v e n  t h e  monetary  
p ~ l . 1 ~ ~  being a p p l i e d ,  t h e  f i n a n c i n g  of the d e f i c i t s  occurred a t  
t h e  same time as a s y s t e m a t i c  i nc rease  i n  i n t e r n a t i o n a l  r e s e r v e s .  
T h e  i ncrease  in e x t e r n a l  d e b t  was almost a13 p r i * r a t e  d e b t .  

In mid-1979, when a l l  po ten t i a l  pressures f o r  c r e d i t  expaa-  
sion a r i s i n g  from t h e  p u b l i c  s e c t o r  d e f i c i t s  had been e l i m i n a t e d ,  
a ra te  of exchange  of Ch$39=US$1 was e s t a b l i s h e d .  

The U .S. d o l l a r  began t o  aprec ia te  v i s - a - v i s  o t h e r '  ma jo r  
c u r r e n c i e s  i n  t h e  l a s t  qua r t e r  of 1980. I n  a d d i t i o n ,  c h e r e  was 
tl r e d u c t i o n  of t h e  n o m i n a l  p r i c e s  of  a n  impor t an t :  number of 
C h i l e a n  e x p o r t s .  T h e  a v e r a g e  r e d u c t i o n  i n  nomina l  p r i c e s  in 
U - S .  d o l l a r s  of goods amounting t o  50 per c e n t  of Chilean e x p o r t s  
was I5 per c e n t  during 1981. P r i c e s  of imports d i d  not  change 
d u r i n g  t h e  pe r iod ,  s o  t h a t  t h e  economy f a c e d  B d e t e r i o r a t i o n  i n  
i t s  terms of crade. To the loss  of  income r e s u l t i n g  from t h e  
d e t e r i o r a t i o n  in terms of t r a d e  was added  t h e  i n c r e a s e  In i n t e r -  
n a t i o n a l  ra tes  of interest :  t o  be a p p l i e d  t o  t h e  s e r v i c e  of t h e  
e x t e r n a l  d e b t -  

Because t h e  peso  is f i x e d  t o  t h e  U.S. d o l l a r ,  the appreciation 
0-f t h e  do!.lar i n t r o l v e d  a n  a p p r e c i a t i o n  of the peso  with respect 
t o  t h e  currencies of C h i l e ' s  major t r a d i n g  p a r t n e r s  o r  a reduc-  
t i o n  i n  t h e  price o f  t radeablcs  as  measured  i n  C h i l e a n  pesos .  
To t h i s  d e f l a t i o n a r y  p r e s s u r e  was added che  d e c r e a s e  i n  t h e  
nomina l  p r i ces  of e x p o r t a b l e s  a l ready  men t ioned .  Dur ing  1981, 
t h e  r e d u c t i o n  in t h e  p r i c e  of r r a d e a b l e s  l e d  t o  a r e d u c t i o n  i n  
t h e  whoiesale  p r i c e  i n d e x  o f  - 3 . 9  per Ce i l f ; .  

A w i d e s p r e a d  sys tem of wage i n d e x a t i o n  e x i s t e d .  The minimum 
i n c r e a s e  i n  wages t h a t  a firm engaged  i n  c o l l e c t i v e  barga'ni ng 
c s i ~ ' l d  o f f e r  was one  t h a t  would  b r i n g  r e a l  wage:; t o  t h e  same 
l e v e l  a g r e e d  upon a t  t h e  p a s t  b a r g a i n i n g  session. Governnient 
employees and nonun ion ized  w o r k e r s  r e c e i v e d  wage Increases 
e q u i v a l e n t  t o  inflation , i n c e  t h e  l a s t  a d j u s t m e n t ,  whenever the 
increase  i n  pr ices  accumula t ed  t o  a c e r t a i n  p re -e s t ab l i shed  f igu :e ,  

Th:s s y s t e m  p r e v e n t e d  t h e  r e d u c t i o n  i n  t h e  p r i c e s  of  non- 
t r a d a b l e  goods from o c c u r r i n g  w i t h  cne r e q u i r e d  r a p i d i r y .  T h e  
i n c r e s l s e  i n  consumer p r i c e s  dur ing  1 9 8 1  was still a t  t h e  r a t e  
of 9 . 1  p e r  c e n t .  Wages i n c r e a s e d  i n  real. t e r m s ,  arid cne r e l a t i v e  
p r i ce  of  t r a d e a b l e s  d e t e r i o r a t e d  d u r i n g  t h e  year .  

Because of t h e  i n c r e a s e  i n  t h e  i n t e r n a t i o n a l  r a t e  of i n t e r -  
e s t ,  and  p r o b a b l y  because of a perceived r i sk  of d e v a l u a t i o n ,  
t h e  domestic r a t e  of i n t e r e s t  rose  in t h e  l a s t  months of 1.980 
and d u r i n g  1981 to a b o u t  25-30 p e r  c e n C  a year  Fn r e a l  t e r m s ,  
h a v i n g  been  a b o u t  5 p e r  c e n t  a y e a r  i n  r e a i  t e rms  LF, 1979 and 
1980. 



D u r i n g  1579-13(,?, an a p p r e c i a b l e  s p r e a d  between i n t e re s t -  r a t e s  
p a i d  on f o r e i g n  borrowing and i n t e r e s t :  ra tes  p a i d  t!, m t i n n a l  
d e p o s i t o r s  i n  t h e  f i n a n c i a l  s y s t e m  t x i s t e d .  This s p r e a d  d i d  n o t  
show up i n  t h e  form of  h i g h  r e a l  dGiwst ic .  i n t e r e s t  r a t e s  bec.ause 
t h e  i n . t e rna .1  rare  of i n f l a t i o n  h a d  been  h . igher  t h a n   he i n t e r -  
n a t i o n a l  one.  However, when t h e  a p p r e c i a t i o n  of t h e  d o l l a r  
b rough t  down t h e  i n t e r n a l  r a t e  of  i n f l a t i o n ,  t h e  maint.enanc.e of 
t h e  spread i m p l i e d  h i g h  r e a l  d o m e s t i c  i n t e r e s t  r a t e s .  

T h e  d e t e r i o r a t i o n  i n  t h e  terms o f  t r a d e  and t h e  incr t i sse  i n  
:he e x t e r n a l  r a t e  of i n t e r e s t  d e p r e s s e d  n a t i o n a l  income. T'ne 
d e c r e a s e  i n  t h e  pr ice  of t r a d e a b l e s ,  t h e  i n c r e a s e  i n  r e a l  wages 
a n d ,  t h e  lncrease i n  t h e  rea l  i n t e r n a l  r a t e  of i n t e r e s t  s lowed 
down t h e  j n c r e a s e  in p r o d u c t i o n .  By t',e end of 1981, p r o d u c t i o n  
had s t o p p e d  growing and  s t a r t e d  f a l l i n g  d u r i n g  1932.  

A g g r e c a t s  dt?mand still remained  h i g h  and  was f i n a n c e d  w i t h  
e x t e r n a l  r e s o u r c e s  i n  1381, b u t  f e l l  ir, J.982. T h u s ,  a f t e r  a n  
increase i n  the c u r r e n t  a c c o u n t  d e f i c i t  t o  14 p e r  c e n t  of GDP 

. i n  1981, t h e  r e d u c t i o n  i n  demand d u r i n g  1982 alinos; h a l v e d  the 
l e v e l  of i m p o r t s ,  w h i l e  CDP d e c r e a s e d  a b o u t  13 p e r  c e n t .  The  
r a t e  of ungmployment r o s e  above 20 per cent .  'r'he r e d u c t i o n  i n  
income and imporcs  d e c r e a s e d  government  r e v e n u e s ,  b r i n g i n g  
a b o u t  a f i s c a l  d e f i c i t  i n  1982 f o r  t h e  f i r s t  t i m e  i.n years. 

Measures  were  t a k e n  t o  E a c i l i t a t e  t h e  eco!?omic r e c o v e r y  
d u r j  qg the p e r i o d  May-July 1 9 8 2 .  p1.11. f u t u r e  wage i n d e x a t i o n  was 
a b o l i s h e d  j.n r e l a t i o n  t o  b o t h  p r i v a t . e  and p u b l i c  employ iuen t .  
T h e  wage f l o o r  i n  c o l l e c t i v e  b a r g a i n i n g  was reduced  t o  t h e  
l e v e l  e x i s t i n g  i n  J u l y  1979.  T h e s e  measures were e x p e c t e d  t o  
f a c i l i t a t e  a n y  n e c e s s a r y  r e a l  wages a d j u s t m e n t  and t o  change 
c o n d i t i o n s  s o  as t o  make i t  p o s s i b l e  t o  have  a d e v a l u a t i o n  w i t h o u t  
o f f s e t t i n g  p r i c e  i n c r e a s e s .  R e s t r i c t i o n s  on c a p i t a l  f l o w s  were 
v f r t u a l l y  e l i m i n a t e d .  ' L i m i t s  o n  t h e  terms of e x p o r t  p r e f i o a n c i n g  
and impor t  c r e d i t s  were relaxed. A u n i f o r m  5 p e r  c e n t  reserve 
r e q u i r e m e n t  on f o r e i g n  borrowing w3s e s t a b l i s h e d  i n  p l a c e  of 
r e s e r v e  r e q u i r e m e n t s  that v a r i e d  accord i r !g  t o  t h e  r i i a tur i ty  of 
t h e  loan .  

Banks were a l l o w e d  c o  r e l e n d  t h e i r  fo re ign  bor rowings  i n  
p e s o s -  These measu res  were e x p e c t e d  L O  E a c i l l t a t e  a r b i t r a g e  by 
tile f i n a n c i a l  i n s t i t u t i o n s  and r e d u c e  the  r a t e  of i n t e r e s t .  

The peso was deval-ur-d on June 15 t o  r e s t o r e  c o m p e t i t i v e n e s s  
t o  t h e  Ch i l . ean  econoniy. O n  September '  2 9  t h e  peso wa5 fix:.d a t  
t h e  ra te  of ChSh6 = U S S l  a d j u s t a b i e  d a i l y  on t h e  b a s i s  of ir.Ela- 
t i o n  i n  t h e  previous  month minus  i per  cent a month. To deaf. 
w i t h  t h e  emerg ing  fiscal d e f i c i t ,  a number of iceasures  were  
Caken i n  t h e  f i r s t  h a l f  of 1982 .  In J u n e  1982, t h e  s a l a r i e s  of 
h i g h e r  p a i d  employees  of t h e  pub l i c ,  s e c t o r  were c u t  by 10 p e r  
c e n t  i n  a d d i t i o n  t o  the e l i m i n a t i o n  of  t h e  aurornatic adjustment. 
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Taxes on tobncci] p r o d u c t s  w e t t !  r<i ised. ,  T h e  prograined rlec.J.ine 
i n  t a r i f F s  on i r c p o r t s  UT h i g h l y  p r i c e d  automob%Lcs was h a l t e d .  
Incentives t o  s e r t l e  overdue t a x  1lab. i . i i t ies  were i n t r o d u c e d .  

These  measures eLiruiiiat e d  cht? r i  gf d i t  i es making ad  justrne:it: 
i n  t h e  economy d i E f i c u l t .  A l l  of t h e 3  cnere c o n s i s t e n t  w i t h  tile 

basic economic s t r a t e g y  of the C h i l e a n  Government, i . e . ,  t o  
promote ad jns tmer i r  a n d  growth  by r e l y i n g  on market forces  a n d  
p r i c e  i n c e n t i v e s  t o  p i i d e  r e s o u r c e  a l l a c a t i o t i .  

A s  can be seen i n  ESS/82/227, page 31, T a b l e  8,  t h e  Chi l ean  
economy has  gone t h r o u g h  a t remendous  ad jus tment :  during 1982.  
The d e F i c i t  on t h e  goods and n o n f a c t o r  s e r v i c e s  a c c o u n t  was 
reduced From 4.9 per  cent of GDP in 1981 t o  1 . 4  per  cen t  of GDP 
i n  1982. A t  t h e  saine t i m e ,  GDP f e l l  12.8 pet- c e n t  i n  r ea l  terms 
d u r i n g  '1982. Combin ing  t hese  f i h t i r e t ; ,  w e  can e s t  illlati? the reduc-  
t i o n  i n  r e a l  do ines t i c  e x p e n d i t u r e s  d u r i n g  1982 t o  h a v e  been 
around 20 p e r  c e n t  i n  real  t,ernis. T h u s ,  no a d d i t i o n a l  r e d u c t i o n s  
i n  r e a l  d o m e s t i c  e x p e n d i t u r e  art! needed t o  g e t  t o  a s u r p l u s  i n  
t h e  goods and n o n f a c t o r  serv:ices a c c o u n t  of  2 . 8  p e r  c e n t  of  G U F  
i n  1983, a s  c o n t e m p l a t e d  i.11 t h e  program, i f  G D P  grows 4 p e r  cent 
i n  r e a l  terms.  

The new exchange r a t e  sysceru shc:juld lead t o  a n  average real- 
exchange r a t e  dur ing 1983 a t  l e a s t :  30 per  ce!i t  hig!zer t h a n  t!:e 
a v e r a g e  r e a l  exchange  r a t e  d u r i n g  1982,  T h e  l r e d u c ~ i o u  i n  rea l  
wages and  t h e  h i g h e r  r e a l  exchange rate s h o u l d  make p o s s i b l e  
t h e  t a r g e t e d  i nc rease  i n  GDP f o r  1.983 and  the Fmprovemenr i n  
t h e  t rade  account .  

To keep  demand u n d e r  c o n t r o l ,  t h e  program concernpla tes  a 
l l i n i t  on t h e  n e t  i n d e b t e d n e s s  o €  t h e  rionf i na r i c i a l  p u b l i c  s e c t o r .  
T h i s  l i m i t  i s  c o n s i s t e n t  w i L h  t h e  y l . i n n a d  oi~eral .1  d e € i c i  t of 
t h e  p u b l i c  s e c t o r  of 1 . 7  p e r  cetir of  GDU f u r  1383. 

The o v e r a l l  d e f i c i t  o€  t i l t ?  p u b l i c  s e c t o r  d u r i n g  1982 amounted 
to 4 per c e n t  of GDP. T o  reduce t h i s  d e E i c i :  t o  ttw t a r g e t e d  
l e v e l  q f  1 . 7  p e r  c e n t  of GDP i n  1983 ,  and  g i v e n  an e x p e c t e d  
r e d c c t i o n  , ln gene ra l .  governrnetir. reveol,!es Fn 1983, t h e  a u t \ - , u c i t i . e s  
p l a n  t o  make reductioc;.s i n  currelit: expendi tures  o f  t h e  gene ra l  
Government amoiinti.rtg t o  7..L p e r  cent U E  GDP and t o  b r i n g  about 
ar! i n c r e a s e  i n  t h e  surpltls of p u b l i c  e n r e r p r t s e s  t h r o u g h  a d  j u s t -  
inents i n  t a r i f f s  o n  goods a n d  s e r v i c e s  p r o v i d e d  by t h o s e  en ter -  
prises. 

T h e  monetary  program f o r  1983 assumes a r a t e  o f  i n f h t i c i n  
of 2 5  per cent ,  a n  i n c r e a s e  of  4 per  cent i.ii real. money atid 
quasi-money h o l d i n g s ,  and USSLIB.5 m i l l L ~ > , n  Of: Losses i l l  ! n ~ e r n a - -  
t i o n a ;  r e s e r v e s  f o r  t h e  yea r .  'The prograrued i n c r e a s e  of  40 i7er 
c e n t  i n  t h e  n e t  d o m e s t i c  ass"if.c: of t h e  (Siiiaricfal system c u n s i s -  
tent with t h o s e  a s s u m p t i o n s ,  uiil be t o t a l l y  charineleti a s  c r e d i :  
t o  t h e  p r i v a t e  s e c t o r ,  a s  ;io d o m e s t i c  c r e d i t  to the  p u b l i c  
s e c t o r  i s  p ' lanned.  
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A c u r r e n t  a c c o u n t  d e f i c i t :  w i l l  remi.:i d u r i n g .  1.983 and 1,98k, 
amounting t o  7 . 2  p e r  c e n t  of CDP a n d  4.7  per c e n t  of GI)P, respec- 
t i . v e l y .  The a u t h o r i t i e i ;  a r e  conEickrit  t ha t .  f o r e i g n  fimrici:,Lg 
w i l l  be a v a i l a b i e  i n  t h e  c e q u i r e d  aruonnts. Shou ld  t h e  e x p e c t e d  
a v a i l a b i l i t y  of f o r e i g n  f i n a n c i n g  o r  any  of t h e  a:;suroptions 
u n d e r l y i n g  t h e  program n o t  be r e a l i z e d ,  t h e  a u t h o r t t i e s  s t a n d  
r eady  :CY a p p l y  t h e  n e c e s s a r y  c o r r e c t i v e  measures I i n r :  l u d i n g  che 
t i g h t e n i n g  of c r e d i t  c o n d i t i o n s .  

T h e  r e d u c t i o n  of impor t  d u t i e s  t o  a uni.form 10 per c e n t  
l e v e l  i s  a c lea r  i n d i c a t o r  o f  my a u t h o r i t i e s '  s rcong coimi t rnent  
t o  an open economy. They have maintained t h i s  fea ture  o f  t h e i r  
pcl ic j -es  d u r i n g  1981 arid 1982 i n  s p i t e  o f  t he  obv. ious p ressures  
t o  raise t h e  l e v e l  of p r o t e c t i o n .  They see t h e  p r o g r e s s  of t h e  
C h i l e a n  econcrmy as s t r o n g l y  r e l a t e d  t o  t h e  inaintet iance of d u t i e s  
a t  t h i s  l o w  l e v e l ,  t o  t h e  freedom t o  m o b i l i z e  c a p i t a l ,  and  t o  
t h e  a b s e n c e  of r e s t r i c t i o n s  on  payments  and  t r a n s f e r s  f o r  cu r ren t :  
i n t  e r'na t i o n a l  t r;3 :is act  i o ns . 

For i .mportant r e a s o n s ,  t h e  a u t h o r i t i e s  have  e s t a b l i s h e d  
l i m i t a t i o n s  on  t h e  s a l e  of  f o r e i g n  exchange  Eor i . n v i s i b l e s ,  arid 
a p r e f e r e n t i a l  exchange  r a t e  a p p l y i n g  !:o t h e  s e r v i c i n p  o f  exter -  
n a l  d e b t s  contracted b e f o r e  August  b ,  1982 on  a t empora ry  b a s i s .  
They p l a n  t o  e l i m i n a t e  tl.iese measures  b e f o r e  the end ai: 1983, 
as c o n t e m p l a t e d  irr t h e  program. 

Hr. Kafka commented t h a t  h e  s t r o n g l y  s u p p o r t e d  bo th  ' t he  r e q u e s t  f o r  
a 'stand-by a r r angemen t  a n d  the u s e  o f  t h e  compensa tory  f i n a n c i n g  f a c i l i t y .  
A f t e r  t h e  c r i s i s  t h a t  had c u l m i n a t e d  i n  t h e  e v e n t s  of 1 9 7 3 ,  C h i l e  had  s u c -  
ceeded  i n  r e t u r n i n g  t o  a s t r u n g  b a l a n r e  of payruenrs p o s i t i o n ,  and t h e  r a t e  
of i n f l a t i o n  had been  r educed  f rom a b o u t  500 p e r  c e n t  i n  1973 t u  30 p e r  
c e n t  i n  1980. Real  CDP had  grown a t  a n  a v e r a g e  ra te  of  7 per c e n t  a y e a r  
i n  1976-80, e x p o r t s  had grown r a p i d l y ,  and C h i l e ' s  c r e d i t w o r t h i n e s s  had 
been unques t ioned .  A f t e r  e q u i l i b r i u m  h a d  been a t t a i n e d  i n  t h e  e x t e r n a l  
and  f i s c a l  s e c t o r s ,  t h e  emphas i s  of economic p o l i c y  had f o c u s e d  on  
r e d u c i n g  d o m e s t i c  i n f l a t i o n ,  and t h e  exchange  r a t e  had  been f i x e d  t o  
h e l p  t o  a c h i e v e  t h a t  goa l .  T h a t  p o l i c y  had been e n t i r e l y  j u s t i f i e d  i n  
the! c o n t e x t  of  p r e v a i l i n g  c r e d i t ,  f i s c a l ,  and rrionetary p o l i c i e s ,  h u t  it 
was l e s s  c l ea r  w h e t h e r  i t  had been  j u s t i f i e d  i n  l i g h t  of the wage i)ol_icy 
b e i n g  pu r sued  a t  t h a t  t i m e  and  s i n c e  modif ied.  Flowever, t h e  p o l i c y  had 
been undermined by t h e  d ra s : i c  change t o  t h e  terms of  t r a d e ,  a c l ea r  
example t h a t  p u r c h a s i n g  p o w e r  p a r i t y  s h o u l d  r i o t  be  t h e  o n l y  crLterK.on of 
exchange r a t e  p o l i c y .  T h e r e  had b e e n  an a b r u p t :  d e t e r i o r a t i o n  of t h e  
e x t e r n a l  s e c t o r  i;nd o f  i n t e r n a l  economic  a c t i v . i t y ,  The a u t h o r i t i e s '  
abandonment of the f i x e d  exchange  r a t e  ir. che  c o n t e x t  of a p p r o p r i a t e  
i n t e r n a l  measu res  war; welcome. T h e  a c t i o n  shou1.d g r e a ; l y  h e l p  i n  t\re 
r e c o v e r y  o f  C h i l e ' s  i n c e r n a t i o n a l  c o m p e t i t i v e n e s s  a n d  i n  t h e  K ~ _ C O W ~ ~  

of  o u r p u t .  



He endorsed t h e  f . i s c a l  measures t a k e n  by t h e  C l l . i l e a n  a u t h o r  i c i 2s to 
i nc rease  r e v e n u e ,  Mr. K ~ f k a  c o n t i n u e d ,  i n c l u d i n g  the c r e a t i o n  o f  new 
income atid proper ty  t a x e s ,  iricreases i n  p u b l i c  s e c t o r  c a r i f f s ,  a n d  sa les  
of p u b 1 . i ~  sec tor  asse ts .  He a l s o  e n d o r s e d  t h e  measures a i w d  a t  dec reas -  
f n g  expendizures by e l i m i n a t i n g  wags i n d e x a t i o n .  It was Irupottaznt i o  
mention t h e  s u t h o r i t i e s '  . c o n t i n u e d  e f f o r t s  t o  r e d u c e ,  w i t h i n  rne  e x p e n d i -  
Lure r e s t r a i n t s ,  t h e  Level of unernploymenc. The a u t h o r i t i e s  s h o u l d  be  
encouraged - to  s t r e n g t h e n  f i s c a l  p o l i c y  by a u s t e r i t y  wasures  i n  g e n e r a l  
government expenditures E O  h e l p  reduce t h e  d e f i c i t ,  estimated 2.t 1013 p e r  
cenr of GDP a t  t h e  e n d  of 1982, and p r o j e c t e d  co d e c l i n e  t o  7 . 2  p e r  c e n t  
o f  CUP I n  1983, w i t h  i: f u r t h e r  r e d u c t i u n  t o  4.7  pe r  cent of GD? in 1984 .  

Commenting on monetary p o l i c y ,  Elr, Kafka c o n s i d e r e d  t h a t  the abandon- 
ment of a f i x e d  exchange rate i n  J u n e  1982 s h o u l d  h e l p  to reduct? c a p i t a l  
ou t f lows  and p e r m i t  an i n c r e a s e  i n  t h e  a v a 2 l a b i l l t y  of domest ic  savings. 
He welcomed t h e  e a s i n g  of  r e s t r i c t i o n s  on payments and t r a n s f e r s  f o r  
c u r r e n t  i n t e r n a t i o n a l  t r a n s a c t i o n s ,  a po l icy  c o n s L s t e n t  w i t h  t h e  authori-. 
ti.es' desLre t o  r e s c o ' r e  F i n a n c i a l  conf iderice among d o m e s t i c  and f o r e i g n  
banks. 

P a r t i c u l a r l y  h e l p f u l  among t h e  measures a d o p t e d  i n  t h e  p r e v i o u s  two 
weeks was the modif i c a t i o r ,  of t h e  s u b s i d y  t o  f o r e i g n  currcncy d e b t o r s ,  
Mr. Kafka s u g g e s t e d ,  However, p e r h a p s  e v e n  the new kind of s u b s i d y ,  p d i d  
i n  t h e  form o f - b o n d s ,  was u n n e c e s s a r y ,  at: l e a s t  t o  t h e  e x t e n t  b e i n g  
granted.  The whole m a t t ? , *  could  be b e t t e r  h a n d l e d  t h r o u g h  t h e  income 
t ax s y s t em , p o s s i b 1 y t h r 07 I g !l amp 1 i f i e d 1 os s - ca c r y  - f o rwa c d p r o v i c; ?: o n s . 
I n  any e v e n t ,  t h e  courageous program a d o p t e d  by t h e  C h i l e a n  a u t h o r i t i e s  
augured  w e l l  f o r  t h e  r e s u m p t i o n  o f  a d e q u a t e  growth r a t e s  a n d  f o r  t h e  
a b s o r p t i o n  of unemployment t o  t h e  e x t e n t  t h a t  rhe  w o r l d  economy would 
p e r m i t  . 

Mr. Feito observed c h a t  t h e  f i r s t  q u e s t l o n  t o  be a n w e r z d  was why 
had e x t e r n a l  s h o c k s  had a c o n s i d e r a b l y  more s e r i o u s  impact  oli the  r e a l  
economy i n  C h i l e  t h a n  i n  o t h e r  similar c o u n t r i e s ?  What were t h e  m a j o r  
c a u s e s  of t h e  18 p e r  cent  d e c l i n e  i n  GDP g rowth ,  from a p o s i t i v e  5.3 p e r  
c e n t  in 1981 t o  a n e g a t i v e  1 2 . 8  p e r  c e n t  i n  1982?  P a r t  of t h e  a n s w e r  
could be  found  i n  t h e  weak s t a t e  of the w o r l d  economy, t h e  accompanying  
d e t e r i o r a t i o n  in C h i l e ' s  t e r m s  of t r a d e ,  t h e  rea l  e f f e c t - i v e  a p p r p c i a t i o n  
a €  the peso, and t h e  increase i n  international i n t e r e s c  r a t e s .  However, 
other similar economies had been  a f f e c t e d  by t h o s e  e x t e r n a l  stlocks w i t h o u t  
e x p e r i e n c i n g  such a~ o u t s t a n d i n g  dec l ine  i n  r ea l  G D P .  Thus ,  t he re  had 
to  be o t h e r  f a c t o r s ,  s p e c i f i c  t o  t h e  C h i l e a n  economy, b e h i n d  t h e  d r o p  i n  
o u r p u  t . 

The p r i c i n g  of l abo r  s e r v i c e s  and. t h e  work ing  of t h e  f i n a n c i a l  
s y s t e m  a p p e a r e d  t o  be t h e  major  causes of t h e  r e l a t i v e l y  p o o r e r  p e r f o r -  
mance of t h e  ChFlear .  r e a l  economy, Mr. F e i t o  c o n t i n u e d .  According t o  
many o b s e r v e r s ,  t h e  b e h a v i o r  o f  r e a l  wages a n d  t h e  process  of f i r i a n c i a l  
i n t e r m e d i a t i o n  were r e s p o n s i b i e  f o r  t h e  t endency  of  t h e  C h i l e a r :  economy 
t o  s u f f e r  f rom h i g h  unemployment,  d e s p i t e ,  c o n s i d e r a b l e  growth i n  output  
and f o r  r e a l  l n t e r e s t  r a t e s  t o  be s i g n i f i c a , n t l y  h i g h e r  t h a n  i n t e r n a t i o n a l  



r a t e s .  Tne contbiitf~t.'ion of growing imperfec t iuns  i n  t hcx+  f a c t o r  markets 
w i t h  increased LEberal izarLnn i n  t h e  goods market and t h e  weakeping of  
warld economic c o n d i t  i o n s  had finposed R severe squeeze  OR the  traded 
goods sector; i t  had a l s o  i m p a i r e d  t h e  pe r fo rmance  of o t h e r  b r a n c h e s  of  
t he e con omy . 

The p t l c e  wchanism had not  Seen allowed t o  € u n c t i o n  f r e e l y  I n  t h e  
' labor market ,  as  i t  had  i n  t h e  goods  market, M r .  F e i t u  o b s e r v e d ,  U n t i l  
recent ly ,  l e g i s l a  t i o n  govern i .ng  t h e  d e t e r m i n a t i o n  of wages arid s a l a r i e s  
had r e s u l t e d  in downward r i g i . d i r y  i n  t h e  p u r c h a s l n g  power of wages. 
Adjusted f o r  cha.ng:es i n  t h e  consumer p r i c e  i n d e x ,  wages and 'sa:Laries had 
i n c r e a s e d  by average of a 'bout 10,s p e r  cent i n  1.981, a c c o r d f n g  t o  
T a b l e  10 o f  SM/82/160, and similar i n c r e a s e s  had t a k e n  p lace  i n  each o f  
t h e  p r e c e d i n g  rhree  years.  T t  was doubtful whether  p r o d u c t i v i t y  growth 
had  i n c r e a s e d  a t  a similar rate, e s p e c i a l l y  i n  the most  recent two y e a r s ,  
I t  was e v e n  more serious, p a r t i c u l a r l y  for t h e  s e c t o r s  exposed t o  i n t e r -  
n a t l a n a l .  competition, t h a r  such a!i i nc rease  i n  rea l  wages had t a k e n  
p l a c e  i n  t h e  face o f  s h a r p  decl . ines i n  t h e  terms of t r a d e  a n d  s i g n l f i c a n t  
t e d u c t  tons i n  t he  prices of tradeablcs. 

The behavior of  r e a l  wages L r i  C h i l e  p o i n t e d  t o  t h e  need f o r  c o n s i s -  
tency between 1 i b e r a l . i z a t i o n  i n  t h e  goods marke t  and l i b e r a l i z a t i o n  I n  
E s c t o r  markets, Mr. F e i r o  c o n s i d e r e d .  Lf  a n  economy was opened u p  t o  
i n t e r n a t i o n a l  c o m p e t i t i o n  w i t h o u t  the n e c e s s a r y  f l e x i b i l i t y  i n  the market 
f a r  labor  servfces ,  the growth of t h e  t r a d e a b l e  s ec to r  w o u l d  soon come 
t o  n h a l t : ,  and t h e  s ec to r  would  e v e n t u a l l y  be reduced t o  i t s  o r i g i n a l  
s i ze ,  Therefore ,  he a g r e e d  w i t h  t h e  :;taEf chat t h e  abandonment of the 
wage i n d e x a t i o n  sys tem an.d t h e  %oweri!ig of t h e  wage f l m r  f o r  c o l l e c t i v e  
b a r g a i n i n g  shou1.d be i n s t r u m e n t a . 1  i~ restoring growth t o  t h e  t radeable  
sec tor  and  i n  h e l p i n g  t h e  recovcrv of che whole  economy. 

The f u n c t i o n i n g  of t ! \ e  f1.nanci.aL s y s t e m  had b e e n  a r io ther  cause o f  
the current recession i n  Chi:le, Mr. FeFto  w e n t  o n .  Two q r r e s t i a n s  had t o  
be expLaLned; f i r s c ,  t h e  reasons  why r e a l  ra tes  of i n t e r e s t  had  been  
h i g h e r  t h a n  i n t e r n a t i c ) n a l  r a t e s  i n  r e c e r t  yea r s ,  and s e c o n d ,  t h e  reasons 
f o r  t h e  financial cris5.s t h a t  had t a k e n  p l a c e  i n  .I981 and 1982. On t h e  
Latter q u e s t i o ~ i ~  t h e  s t a f f  gave  t h e  i tnpressiori  i n  SM/'82/160 t h a t  the 
o r i g i n  of t h e  finaric.ia.L cris1.s was i n  t h e  Elnancial system i t s e l f  a n d  
t h a t  i t  r e s u l t e d  firm, i n t e r  a l i a ,  o v e r l 3 n d i n g  and low-qua l i fy  l e n d i n g  
by some banks a n d  o t h e r  f i n a n c i a l  i i 1 s t i t u t i o r l e .  However, .tn EBS/82 /227 ,  
rlie view was expressed t h a t  t h e  oi:igj.n of  t h e  f i n a n c i a l  c r i s i s  l a y  Fn 
the weakening o f  t h e  r e a l  ecor imy .  B o t h  phenomena had t o  have p l a y e d  a 
p a r i ;  h e  i n v i t e d  t h e  s t a f f  c o  s e t  o u t  :IT? s t r a i g h t f o r w a r d  t.erms the 
major developments  l e a d i n g  t o  t h e  f i n n r i c i  a l  c r i s i s .  

The p e r s i s t e n c e  of h i g h  . rea l  i n t e r e s t  r a t e s  c c u l d  i i - t d i c a t e  h i g h  
p r o d u c t i v i t y  of investmenr,  MY. ' F e i t o  r emarked ,  o r  5. low r a t e  of domestic 
s a v i n g s  c o u p l e d  W i t h  c :ont ro . i s  p r e v e n t i n g  capLt:al Inflow? froix  e l i m i n s t i n g  
t h e  excess d e w n d  f o r  c r i ? d i t ,  o r  a c o m b i n a t i o n  o f  b o t h  f a c t o r s .  I n  1 9 8 2 ,  
t h e  growing  f i s ca l .  d e f i c i t ,  t h e  e x p e c t a t  t ans  o f  d e v a l u a t i o n ,  and the 
likelihood of h i g h e r  1 .ending risks migh t  have  c o n t r i b u t e d  t o  t h e  e x p l o s i v e  
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rise i n  t h e  a l r e a d y  h i g h  i n t e r e s t  rates.  I n  any e v e n t ,  t h e  low r a t e  of 
d o m e s t i c  s a v i n g s  i n  t h e  ec.oaony and,  i n  p a r t i c u l a r ,  t h e  r e l a t i v e l y  weak 
response of f i n a n c i a l  s a v i n g s  t o  increases i n  r e a l  i n t e r e s t  r a t e s  s h o u l d  
h e  noted. The situation was 311 t h e  more p u z z l i n g  if a c c o u n t  was t a k e n  
o f  t h e  f a c t  t h a t  pub.Lic s e c t o r  s a v i n g s  tiad u s u a l l y  a c c o u n t e d  €or t h e  
g r e a t e r  s h a r e  of n a t i o n a l  and d o m e s t i c  s a v i n g s  u n t i l  1987.. I n  T a b l e  8 ,  
ERS/82/22i, t h e  s a v i n g s  ra te  o €  t h e  p r i v a t e  s e c t o r  was shown as  2 . 7  p e r  
c e n t  i n  1980 and 2 . 3  p e r  ce.nt  i n  1981. H e  i n v i t e d  t h e  s t a f f  o r  Mr. Donoso 
t o  comerit on t h e  r e a s o n s  f o L  t h e  low s a v i n g s  pe r fo rmance  of t h e  p r i v a t e  
s e c t o r  i n  C h i l e .  Were c o r p o r a t e  s a v i n g s  o r  h o u s e h o l d  s a v i n g s  t h e  m a j o r  
f a c t o r  b e h i n d  t h e  low r a t e ?  In t h e  same t a b l e ,  p r i v a t e  s a v i n g s  were pro-  
j e c t e d  t o  be a b o u t  7 . 1  p e r  c e n t  of GDP by t h e  end of. t h e  program p e r i o d  
i n  1984. Obv ious ly ,  t h e  b a l a n c e  o f  payments  s i t u a t i o n  a c h i e v e d  u n d e r  
t h e  p rogram would be v f a b l e  o n l y  i f  t h a t  r a t e  of s a v i n g s  were a c h i e v e d  
and  i f  i t  were m a i n t a i n e d  t h e r e a f t e r .  It s h o u l d  be n o t e d ,  however ,  t h a t  
a r a t e  of n a t i o n a l  p r i v a t e  s a v i n g s  of 7 . 1  p e r  c e n t  i m p l i e d  more t h a n  
d o u b l i n g  t h e  a v e r a g e  s a v i n g s  p e r f o r m a n c e  of , t h e  t h r e e  y e a r s  t o  1982,  He 
i n v i t e d  t h e  s t a f f  t o  comment on t h e  means by which such  a s t r u c t u r a l ,  
change  i n  t h e  p r i v a t e  p r o p e n s i t y  t o  s a v e  would be accompl is i ied .  

The  C h i J e a n  a u t h o r i t i e s  were t o  be coinmended f o r  t h e  i m p r e s s i v e  
t r a n s f o r m a t i o n  of t h e  economy t h a t  t h e y  nad a c h i e v e d  i n  a s h o r t  t i m e ,  
Mr. F e i t o  s u g g e s t e d .  T h e  c u r r e n t  d i f f i c u l t i e s  and the f i n a n c j a l  p rogram 
under  t h e  s tand-by  a r r a n g e m e n t  c o u l d  o E f e r  a n  o p p o r t u n i t y  t o  c o r r e c t  
some s t r u c t u r a l  def  i c i o n c i e s  and  t o  improve t h e  long-run s t a b i l i t y  of 
r h e  economy. He s t r o n g l y  suppoL-ted b o t h  r e q u e s t s  by C h i l e  and  e n d o r s e d  
t h e  proposed  d e c i s i o n s .  

__  

Mr. E r b  commented t h a t ,  w i t h  r e g a r d  t o  t h e  compensa tory  f i n a n c i n g  
f a c i l i t y  r e q u e s t ,  he  a g r e e d  t h a t  t h e  e x p o r t  s h o r t f a l l  had  been l a r g e l y  
beyond t h e  c o n t r o l  of C h i l e .  N e v e r t h e l e s s ,  i t  was a matter of c o n c e r n  
t h a t ,  i n  t h e  r e p o r t  f o r  t h e  A r t i c l e  I V  c n n s u l t a t l o n  and  r e q u e s t  f o r  
s t and-by  a r r angemen t  ( E B S ' / 8 2 / 2 2 7 ) ,  t h e  e t a f  f a p p e a r e d  t o  g i v e  more emphasi.s 
t o  t h e  role o f  t h e  exchange  r a t e  t n  t he  e x p o r t  s h o r t f a l l  t h a n  i t  d i d  i n  
t h e  p a p e r  on t h e  compensaLory f i n a n c i n g  € a c i l i . t y  ( E B S / 8 2 / 2 2 8 ) .  On page  5 
of E B S / 8 2 / 2 2 7 ,  t h e  s t a f f  s t a t e d :  "A weakening i n  w o r l d  marke t  cond i -  
t i o n s  and t h e  r e a l  e f f e c t i v e  a p p r e c i a t i o n  of t h e  peso  a F f e c t e d  most 
o t h e r ,  I..@., noncopper ,  e x p o r t s  as w e l l , "  In E B S / 8 2 / 2 2 8 ,  i n  t h e  s e c l l i o n  
"Causes  of t h e  S h o r t f a l l  and E x p o r t  P r o s ~ e c t s , "  t h e r e  was l i t t l e  d i s c u s -  
s i o n  o f  t h e  r o l e  of t h e  exchange r a t e  i n  c o n t r i b c t i n g  t o  t h e  e x p o r t  
s h o r t f a l l .  He emphas ized  t h e  need f o r  documents  dealing w i t h  t h e  compen- 
satory finap.?cing f a c i l i t y ,  which o f t e n  s t o o d  a l o n e  when a r e q u e s t  f u r  
compensa tory  f i n a n c i n g  was not accompanied by a n  Ar t ic le  Ib' c o n s u l t a t i o n  
r epor t  a r  by a request f o r  a s t and-by  a r r a n g e m e n t  o r  e x t e n d e d  a r r a n g e m e n t ,  
t o  be comprehens ive  i.n t r e a t i n g  t h e  issxe, a s p e c i f i c  c r i t e r i o n  r e l a t i n g  
i:o t h e  use o f  k h e  compensa to ry  E i n a n c i n g  f a c i l i t y .  He i n v i t e d  t h e  s r a f f  
t o  comment o n  t h e  appar ' enr  i n c o n s i s t e n c y  i n  t h e  p r e s e n t  c a s e .  

The  a d j u s t m e n t  prograrn c h a t  t h e  a u t h o r i t i e s  h a d  p l anned  w i t h  z h e  
s u p p o r t  of t h e  Fund was b a s i c a l l y  s o u n d ,  Mr, E r b  c o n s i d e r e d .  He a g r e e d  
w i t h  t h e  a u t h o r i t i e s '  d e c i s i o n  t o  a l t e r  t l ie€r e a r l i e r  p l a n s  t o  i e s t o r e  



Ch i- 10 ' s i n t e rna t i ona  1 c <>r;ipe i: i t i v e  ne s s t h r oug h d cma iid res  t r (1 i n t n nd a 
ceduc.tior\ iu naninal wages. That  p o l i c y  RaU bees, c o s t l y  i n  l o s t  < > i i t p u t  
dnu h i g h  u:iemgloyment. T h e  move t o  a more f l e x i b l e  exchange r a t e  p o l i c y ,  
t o g e t h e r  w i t h  demand r e s t r a i n t  based on  t h e  c o n t i n u a t  i o n  o f  t h e  tlf f c r t  
K O  c o n t a i n  t h e  d e f f c i t  oE t h e  n o n f i i i a n c i a l  p u b l i c  s e c t o r ,  and r e a l  wage 
i : e s t r a i n t ,  s h o u l d  h e l p  t o  put C h i l e  on a n  adjuscinenf  p a t h  !hat  t o u l d  
m i n i m i z e  t h e  shoz t - r u n  c o s t s .  

T h e  a u t h o r i t i e s  s h o u l d  be commended f o r  t h e i r  e f f o r t s  (10 impleinent 
t h e  c u r r e n t  a d j u s t m e n t  prograrn whi:Le p r e s e r v i n g  t h e  c e n t r a l  f ramework of 
t h e i r  open t r a d e  and payments  s y s t e m  t h a t  had ,  a lor ig  with t h e i r  conmi tment  
t o  market-determi.ned p r i c i n g ,  s e rved  rhem w e l l  i n  recclnt y e a r s ,  Mr. E r b  
obse rved .  He hoped t h a t  r e c e n t  s l i p p a g e s  from t h a t  b a s i c  a p p r o a c h  woulCi 
be c o r r e c t e d  R S  s o o n  a s  possible. T h e  a u t h o r i t i e s  s h o u l d  also be commended 
f o r  : - o n c a i n i n g  t h e  p u b l i c  s e c t o r  d e f i c i t  i n  1982,  and f o r  t h e  plannec! 
r e d u c t i o n s  i n  198.3 a n d  1984. They had cC;.ttained c x p e n d F t u r e  on employments 
programs t o  r e a s o o a b l e  levels* T h e  more f l e x i b l e  d e t e r m i n z t i o n  of  r e a l  
wages w o G l d  p l a y  i! major r o l e  i n  a c h i e v i . i g  both balatice of  payments  
a d j u s t m e n t  and t h e  e x p a n s i o n  CE r e a l  economic a c t i v i t y *  T h e  a u t h o r i t i e s  
wz ie  aware  thFAt  the tempr ' rarv conra inmenc  of  r e a l  wage growth  w s s  necesssry 
i u  OLae;. if,.i- ~ f . 3  f?,:::.,,! :,-:- c:;change r a t e  pdl iaz j  t 1 3  be :;€fecti.ve. 

T h e  s t a f f  c o r r e c t l y  s t a t e d  t h z t  t h e  a u t h o r i t i e s '  most p r e s s i n g  ime- 
d i a t e  problem was t h e  m a s s i v e  net r e d u c t i o n - o f  f o r e i g n  d e b t  by the C h i - e a n  
p r i v a t e  s e c t o r ,  Plr. E r b  c o n t i n u e d .  H e  und .e r s t cod  t h a t  t h e  a u t h o r i t i e s  
had pursued  a p o l i c y  of r a p i d  c r e d i t  c r e a t i o n  by the Centsrai Bank ir; t h e  
l a t t e r  p a r t  of 1981  and  most  of 1982 t o  r e - e s t a b l i s h  c o n f i d e n c e  in t h e  
r;zmestic f i n a n c i a l  sysceru. Net c r e d i t  expans.!on of r.he C e n t r a l  Co:tk had 
been p r o j e c t e d  t o  s l o w  ~ F g n i f i c a n t l y  i n  tile f o u r t h  q u a r t e r  of 1982.  He 
welcomed t h e  most  recent  . i n f o r m a t i o n  from t h e  s t a f f  t h a t  n e t  d o m e s t i c  
assets o f  t h e  C e n t r a l  Bank were w e l l  w i t h i n  t h e  c e i l i n g  a p p l i c a b l e  f o r  
t h e  January-Mr.ch p e r i o d .  I t  was a matter o€ c o n c e r n ,  however ,  tzhat n e t  
i n t e r n a t i o n a l  r e s e r v e  losses i n  1382 h a d  exceeded  e a r i i e r  p r o j e c r F o n s  a s  
b a i a r c e  of payments s u p p o r t  l o a n s  had f a l l e n  s h o r t  of e x p e c t a t i o n s .  The 
i n c r e a s e  i n  t h e  g rowth  of n e t  d o m e s t i c  a s s e t s  of t h e  C e n t r a l  B a n k  was 
e x p e c t e d  t o  s l o w  f r o m  a n  annual.  r a t e  o f  123  p e r  c e n t  i n  1982 t o  32 .7  p c r  
c e n t  i n  1983, w h i l e  n e t  d o m e s t i c  assets  of  t h e  f i n a n c i a l  s y s t e m  w e r e  
e x p e c t e d  t o  i n c r e a s e  by a p p r o x i m a t e l y  4G p e r  c i = n t ,  compareti w i t h  3G per 
c5n.t  i n  1982, 

The a u t h o r i t i e s  w e r e  f a c i n g  3 dilemma,  Mr. E r b  remarked, s i n c e  c r e d i t  
had t o  be  a v a i l a b l e  t o  t a k e  care  of the ; iqi: i idity prohleus o f  p a r t s  of 
t h e  j : r i v a t e  s e c t o r ,  b u t ,  a t  the  same t i m e ,  t h e y  had t o  c o n s t r a i n  o v e r a l l  
c r e d i t  e x p a n s i o n  i f  economic  and  f i n a n c i a l  s t a b i l i z s t L o n  was t o  be a c h i  2ve.l 
and  i f  f i . i r t he r  c a p i t a l  f l i g h t  was t o  be avoided. The a u t h o ; i f i e s  had 
d e v e l s p e d  s p e c i a l .  t o o l s  t h a t  wou'ld h e l p  them c o  p i i r ~ i i e  b o t h  o b j e c t i v e s ,  
D U C  he  was conce rned  t h a t  t h e  e x p a n s i o n  oE c e n t r : l l  bank c red i t s  i.ri ex.c :~ss 
of t h e  programed ra t e - -poss ib . ly  even  a t  t h e  programed ra te - -coul t i  
i n d u c e  f u r t h e r  net c a p i t z l  o u t f l o w s .  Such expaiis. ion ni,ghc not ,  thereb:;, 
l e a d  t o  a n  e q u i v a l e n t  n e t  i n c r e a . s e  i n  the a c t u a l  a v a i l a b i l l t y  of [ c r e d i t  
t o  t h e  p r i v a t e  s e c t o r ,  'out r a t h e r  to l a r g e r  t h a n  a n t i c i . p a t e d  reducr:ions 
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Ln i n t z r n a t i o n a l  r e s e r v e s .  The  a u t h o r i t i e s  c l e a r l )  co t t Id  nclt a f f o r d  
s c c h  developmert ts .  he  i n v i t e d  t h e  s t a f f  o r  Mr. Donoso t o  comment f u r t h e r  
o n  t h o s e  q u e s t i o n s .  What, i f  any ,  f u r t h e r  measures might  56 a v a i l a b l e  t a  
e m u r e  t h a t  t h e  o b j e c t i v e s  of a d e q u a t e  d o m e s t i c  c r e d i t  c r e a t i o n  and 
reserve p r o t e c t t o n  were a c h i e v e d ?  

Changes i.: t h e  r e d i s c o u n t  r a t e  had  been  p u t  i m t o  ezfec t  O R  J a n u a r y  1, 
1983, Mr. E r b  n o t e d ,  accompanied  by c h a n g e s  i n  t h e  s u b s i d y  scheme f o r  
d e b t  s e rv i ce  payments. Those  c h a n g e s  were i n  t h e  r i g h t  d i r e c t i o n ,  b1.t 
comflete e l i m i n a t i o n  of t h e  s u b s i d y  a p p l i e d  t o  p r i n c i p a l  r epaymen t s  rnighr 
be  h e l p f u l  i n  t h e  e f f o r t  t o  stem t h e  n e t  r e d u c t i o n  ' i n  f o r e i g n  d e b t  h ; l d  by 
t h e  p r i v a t e  s e c t o r .  The  q u e s t i o n  of  t h e  l e v e l  of  i n t e r n a t i o n a l  r e s e r v e s  
a n d  i h e  r e l a t e d  p r o s p e c t i v e  d e v e l o p m e n t s  i n  t h e  n e t  f o r e i g n  d e b t  p o s i t i o r .  
of t h e  C h i l e a n  p r i v a t e  s e c t o r  emphas ized  t h e  i m p o r t a n c e  t o  t h e  s u c c e s s  
O f  t h e  program of developmt-nts  a f f e c t i n g  t h e  c a p i t a l  a c c o u n t .  O t h e r  
pzogrnms t h a t  t h e  Board had  r e c e n t l y  approved  a r  t h a t  had been  n e g o t i a r e d  
by tF,e s t a f f  and approved  by managemerit had  p l a c e d  speci.al emphas i s  P ; L  

t h e  p r o j e c t e d  c a p i t a l  d e v e l o p n e c t s .  He was n o t  s u g g e s t i n g  t h a t  c u r r e n t  
a c c o u n t  d e  ;elopvAents o r  t h e  p o l i c y  framework nec.essary t o  sup7ot - t  d e v e l o p -  
ments  i n  b o t h  t h ?  c ' i r r e n t  a n d  c a p i t a l .  a c c o u n t s  were a.'y l e s s  i m p o r t a n t ,  
b u t  t h a t  such  p o l i c y  e f f o r t s  r e q u i r e d  t h e  s u p p o r t  of adequate f i n a n c c n g .  
In t h a t  Co'nkext, more information r e l a t i n g  t o  p r a  j e c t e d  c a p i t a l  a c c o u n t  
deve lopmen t s  i n  1983 would have  b e e n  u s e f u l .  For example ,  what d i d  t h e  
$450 m i l l i o n  i n  new p r i v a t e  i n v e s t m e n t  depend upon'? What a s s u m p t i o n s  
u n d e r l a y  the  p r o j e c t e d  i n c r e a s e  i n  o t h e r  p r i v a t e  s e c t o r  i n f l o w s  of $204 
m i l l i o n ,  and how d i d  t h s t  i n c r e a s e  r e l a t e  t o  t h e  n e t  increase  in p r i v a t e  
s e c t o r  e x p o s u r e ,  a b o u t  $18 m i l l i o n ?  

The matter of i n t e r n a t i o n a l  reserves was r e l e v , - n t  t o  exchange  r a t e  
p o l i c y ,  Mr. Erb o b s e r v e d .  A l though  t h e  c u r r e n t  exchange  r a t e  management 
s y s t e m  was an improvenen t  o v e r  t h e  f i x e d - r a t e  p o l l c y  m a i n t a i n e d  f rom 1C79 
t o  2une  1982,  tb.ere gas a d a n g e r  t h a t  t h e  r e v i s e d  s y s t e m  would remain 
I n s u f f i c i e u t l y  f l e x i b l e  t o  h e l p  t o  r c - e s t a b l i s h  a more sustainable Dalance  
of Fayraents p o s i t i o n  w h i l e  m e e t i n g  che  a u t h o r i t i e s '  f o r e i g n  r e s e L . v e  
t a r g e t s .  T h e r e f o r e ,  h e  u r g e d  t h e  a u t h o r i t i e s  t o  keep  t h e  exchange  r a t e  
s y s t e m  u n d e r  c o n s t a n t  r e v i e w ,  e s p e c i a l l y  d u r i n g  a p e r i o d  such. 2 s  t h e  
p r e s e n t ,  when che economy was u n d e r g o i n g  t r a n s i t i o n .  He e n d o r s e d  t h e  
s t a f f ' s  view t h a t  t h e r e  were f i s c a l  a l t e rna t . !ves  t o  t h e  p r e f e r e n t i a l  
exchange  r a t e  systen: implemen ted  by t h e  a u t h o r i t i e s  t o  a i d  t hose  p a r t s  
of t h e  p r i v a t e  5ect:or h o l d i n g  l a r g e  e x t e r n a l .  d e b t s .  He hoped tha t  t h e  
mult .Lple  c u r r e n c y  p r a c t i c e  w o u l d  be e l i m i n a t e d  e a r l y  ii? t h e  program. 
Because  of b o t h  t h e  d o m e s t i c  and  i n t e r n a t i o n a l  f i n a n c i a l  u n c e r t a i n t i e s  
i n  C h i l e ,  h e  s t r o n g l y  e n d o r s e d  t h e  p r o v i s i o n  i n  t h e  s tand-by  a r r a n g e m e n t  
f o r  prompt c o n s u l t a t i o n s  be tween  t h e  a u t h o r i t i e s  an.d t h e  Fund. Whi l e  
t h e  u s u a l  q u a n t i t a t i v e  p e r f o r m a n c e  c r i t e r i a  were i m p o r t a n t  i n  r h e  p r e s e n t  
case ,  as  i n  o t h e r s ,  t h e  c o n s u l t a t i o n  and  r e v i e w  p r o c e s s  took  on s p e c i a l  
s i g n i f i c a c c e  when t h e  economic  and  f i n a n c i a l  o u t l o o k  was s u b j e c t  t o  more 
t h a n  t h e  no rma l  d e g r e e  of  u n c e r t a i n t y .  

M r .  L a s k e  noted t h a t  Chile had e x p e r i e n c e d  a severe economic and 
f i n a n c i a l  c r i c ' i . ~ ,  b r o u g h t  a b o u t  p r i m a r i l y  by t h e  p ro longed  d e t e r i o r a t i o n  



irk the w o r l d  economy. E s p o r t s  ear i l ings f o r  C h i l e ' s  t r a d i t  i ona i  e x p o r t  
con; i i~~di tXe- .  had f a l l e n  p r e c i p i t o u s l y ,  m3in ly  because  of Ea1 l i n g  prices 
:OK i t s  m i n i n g  p r o d u c t s .  T h e r e  had a l s o  been a s i g n i f i c a n c  d e c l i n e  i n  
exports of n o n t r a d i t i o n a l  goods, a n  event  for  which  a misgu ided  e-xc.hange 
ra te  p o l i c y  and a p e r v a s i v e  sys tem of wage i n d e x a t i o n  h s d  t o  le h e l d  
r e s p o n s i b l e ,  a t  Least t o  a l a r g e  e x t e n t .  I t  was, t h e r e f o r e ,  gratiFving 
t h a t  the a u t h g r t t i e s  had  a l r e a d y  t a k e n  d e t e r m i n e d  s t e p s  t o  c0rrec.l: t h e  
s i t u a t i o n .  I n  t i l e  exchange  r a t e  a rea ,  a f t e r  some u n c e r t a i n t y  t h a t  appeared 
t~ have  h e l d  up e a r l i e r  c o n s i d e r a t i o n  of  t h e  p r e s e n t  request by t h e  
E x e c u t i v e  Board, :he a i . i t ho rk t i e s  had f i n a l l y  s e t t l e d  on  a c r q w l i n g  peg  
s y s t e m  i n i t i a l l y  linked t o  t h e  U.S. d o l l a r ,  Eqr . ia . l ly  important was the 
r ep lacemen t  of f u l l  wage i . n J e x a t i o n  by a s y s t e m  of f r e e  co lLec t . i ve  ba r -  
g a i n i n g  based on the r e a l  l e v e l  o f  wages p r e v a i l i n g  i n  mid-1979. 

The c r a w l i n g  peg s y s t e m  i n t r o d u c e d  .in September  1982 had repl.aced a 
f r e e  f l o a t i n g  of  the p e s o  t h a t  had been i n  e f f ec t  f o r  a Little w r e  t h a n  
a m o n t h ,  Mr. Laske: c o n t i n u e d .  The f l o a t i n g , r a t e  had been p receded  by a 
peg t o  a c u r r e n c y  b a s k e t ,  i d e n t i c a l  i n  i t s  c o m p o s i t i o n ,  b u t  nut i n  i t s  
w e i g h t i n g ,  t o  the SDK b a s k e t .  Ch i : l e ' s  f o r e i g n  t r a d e  was h e a v i l y  d i r e c t e d  . 

toward t h e  Un i t ed  S t a t e s ,  t h e  major in lus t r i . 31 .  c o u n t r i e s  of Europe ,  and  
J a p a n .  Together,  t h o s e  c o u n t r i e s  accoun ted  Eo-r abou t  t w c :  t h i r d s  nf' C h i l e ' s  
e x p o r t s  and  imports. He d i d  n o t  que?stf.on t h e  p r e s e n t  a p p r o p r i a t e n e s s  of  
t h e  new sys t em a d o p t e d  i n  September 1982,  b u r  he wnnderzd whether t h i l  
a d v a n t a g e s  of t h e  a d j u s t a b l e  d o l l a r  peg were g r e a t e r  t h a n  those of a peg 
t o  a c u r r e n c y  b a s k e t .  

The  second f e a t u r e  of t h e  c r a w l i n g  peg s y s t e m ,  Mr. L'aslte observed,  
was i t s  d a i l y  a d j u s t m e n t  t o  a n  i n f l a t i o n  differential. I t  was an i n t e r -  
es t i n g  f e a t u r e ,  bu t  i t s  o p c r a t l o n a l .  a p p l i c a t i o n  was u n c l e a r .  The  ChiLearl, 
consumer p r i c e  i n d e x  was compared t o  wor1.d i n f l a t i o n ,  a variable t h a t ,  
because  of i t s  comprehens iveness  and c o m p l e x i t y ,  had t o  be es t imat .ed .  
Fo r  t h e  first s i x  t o  s 2 v e n  months o€ t h e  o p e r a t i o n  of  rhe c rawl . ing  peg, 
t h e  g u i d i n g  i n f l a t i o n  d i f f e r e n t l a l  had been set  a t  I p e r  c e n t *  T h a t  
r a t h e r  c r u d e  measurement c o u l d  w e l l  l e a d  t o  e i t h e r  o v e r s h o o t i n g  o r  under -  
- h o o t i n g  of t h e  o f f i c i a l  exchange  r a t e .  T h e r c Z . ) r e ,  cl.ose m o n i t o r i n g  of  
v o r l d w i d e  L n E l a t i o n  deve lopmen t s  and occasional . I d j u s t m e n t  of  t h e  i n f l a -  
t i o n  d i f f e r e n t i a l  used  i n  t h e  de te r rn ina t i .on  of t h 5  c r a w l i n g  peg ni.ght be 
aecessary i n  o rde r  t o  a v o i d  unwar ran ted  a p p r e c i a t i t l n  o r  d e p r e z i a t i o n  of 
r h e  peso .  

Fiis a u t h o r i t i e s  had seen p r e s s  r e p o r t s  t o  t h e  e f f e c t  that_ t h e  ChiEear;  
a u t h o r i t i e s  had  ancounced ,  on December 18, 1982, t h e  el im' i ,natFori  o f  the  
p r e f e r e n t i a l  exchange  r a t e  f o r  t h e  s e r v i c i n g  o f  ~l!d p r i v a t e  s e c t o r  d e b t ,  
t - i r *  Laske  s t a t e d .  He i n v i t e d  the s t a f f  or Mr. !lonoso t o  commer;~ on t h e  
v a l j . d i t y  o f  t h e  r e p o r t s ,  and  a l so  on t h e  s u g g e s t i o n  by Mr, KafKa t h a t  
p r i v a t e  s e c t o r  d e b t o r s  cotiLd be compensated f o r  the l o s s  e x p e r i e n c e d  a f t e r  
t h e  exchange r a t e  depraciation t h rough  appr1:)pr ia te  p r o v i s  ions in Lhe  t a x  
code  rather t h a n  t h r o u g h  a d i r e c t  s u b s i d y .  He j o i n e d  Mr, E r b  i n  hopi.*ig 
t h a t  t h e  a u t h o r i t i e s  w o u l d  E i n d  i t  p o s s i b l . ~  K O  el i ruinate  t h e  p r e f e r e n t i a l  
exchange rat .e  a t  a n  e a r l y  s t a g e  -in t h e  s t a n d - b y  program. 
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The o t h e r  i m p o r t a n t  ac t i . . on  talcen by t.tte au tho i : i t  i e s  was t h e  eLirnir;a- 
t i o n  of t h e  wage i n d e x a t i o n  scheme,  Mr. Laske  c o n s i d e r e d .  Because t h e  
scheme had  been  l i n k e d  t o  p a s t  i n f l a t i o n ,  i t  had p r e v e n t e d  wages i n  
C h t l e  from be ing  a d j u s t e d  p r o m p t l y  t o  a d e c l i n e  i n  i n f l a t i o n  and  t o  
d i m i n i s h i n g  i n f l a t i o n a r y  e x p e c t a t i o n s .  T h e r e  c o u l d  be l i t t l e  d o u b t ,  as 
t ,he  a u t h o r i t i e s  r e c o g n i z e d ,  t h a t  a fa1.L i n  real. wages was i n d i s p e n s a b l e  
a t  p r e s e n t ~ f o l l o w i n g  t h e  r i s e  i n  r ea l  wages t h a t  had c o n t i n u e d  d e s p i t e  
t h e  p r e c i p i t o u s  d e c l i n e  i n  economic a c t i v i t y  a n d  t h e  c o n c o m i t a n t  r i s e  i n  
unemployment, T h e  d e p r e c i a t i o n  of t h e  peso s i n c e  t h e  abandonment  of ;he 
o l d  exchange  r a t e  s y s t e m  i n  J u n e  1982 had caused  a s h a r p  i n c r e a s e  in t he  
consumer p r i c e  i n d e x ,  a n d  F u r t h e r  s i z a b l e  p r i c e  i n c r e a s e s  were forecast 
f o r  1.983. T h e r e f o r e ,  the new l i b e r a l i z e d  system of wage d e t e r m i n a t i o n  
would  be exposed  t o  a s e v e r e  tes t .  P r e s s u r e s  t o  compensa te  as much as 
p o s s i b l e  f o r  r e c e n t  p r i . c e  i n c r e a s e s  by r a i s i n g  nominal  wages cou1.d becnmc 
strong. If t h o s e  F 3sures c o u l d  n o t  be r e s i s t e d ,  t h e  a u t h o t i : i e s  w o u i d  
have t o  s t a n d  r e a d y  t o  t a k e  commensura te  ad j u s t m e n t  a c t i o n s  i n  exchaiige 
race and  E i n a n c i a l  p o l i c i e s .  

A severe c r i s i s  i n  C h i l e ' s  f i n a n c i a l  s y s t e m  h a d  been brough t  a b o u t  
by t h e  d o m e s t i c  impac t  of t h e  d e c l i n e  i n  f o r e i g n  demand f o r  C h i l e ' s  
e x p o r t s ,  Mr. Laske o b s e r v e d .  In 1982, t h e  C e n t r a l  Bank had e x t e n d e d  
l i q u i d i t y  a s s i s t a n c e  on a l a r g e  sca le  t o  c e r t a i n  banks and f i n a n c i a l  
i n s t i t u t i o n s  i n  o r d e r  t o  s a v e  them from f a i l u r e  as a resul t  of  l o a n  Losses 
and  w i t h d r a w a l s  o f  d e p o s i t s .  He welcomed t h e  mea-gures t a k e n  by t h e  
a u t h o r i t i e s  t o  s t r e n g t h e r !  t h e i r  p r u d e n t i a l  s u p e r v i s i o n  of t h e  o p e s a t  Loris 
of t h e  f i n a n c i a l  i n s t i t u t i o n s ,  i n  p a r r i c u l a r ,  t h e  new r e g u l a t i o n s  u n d e r  
which a bank ' s  exp.;sure t o  a s i n g l e  bor rower  and t o  the  b a n k ' s  own sub-  
s f d i a r i e s  would be n a r r o w l y  c i r c u m s c r i b e d .  The s p e c i a l  a s s i s t a n c e  exte.ncied 
co . f i n a n c i a l  i n s t i t u t i o n s  i n  1982 aFpeared t o  have c r e a t e d  a l a r g e  cushiot.1 
.J€ l i q u i d i t y .  A c c o r d i n g  t o  T a b l e  5 i n  E;85!52/227, t h e  n e t  domesc ic  assets  
o f  t h e  C e n t r a l  Bank had more t h a n  doub led  i n  1982 ,  and t h e y  were p r o j e c t e d  
t o  i n c r e a s e  by abou t  one t h i r d  i n  1983. I t  would be i n t e r e s t i n g  t o  know 
w h e t h e r  t h e  s p e c i a l  ass i s tance  o p e r a t i o n s  of t h e  C e n t r a l  Bank had c e a s e d  
i n  t h e  t h i r d  q u a r t e r  of 1982, o r  w h e t n c r  f u r t h e r  e x t e n s i o n s  o f  emergency 
a i d  h a d  become, o r  might; become, n e c e s s a r y .  T h e  p u r c h a s e  of  t h e  "bad 
Loan" p o r t f o l i o s  by t h e  C e n t r a l  Bank ough t  t o  have  r e l . i e v e d  t h e  p r e s s u r e s  
o n  the t h r e a t e n e d  i n s t i t u t i o n s .  

T h e  c u r r e n t  a c c o u n t  OF t h e  C h i l e a n  b a l a n c e  of payments h a d  recorded 
a huge d e f i c i t  i n  19131, Mr. t a s k e  n o t e d .  I t  had  been  r educed  s i g n i f i c a n t l y  
i n  1982,  m a i r i l y  t h r o u g h  a marked r e d u c t i o n  o f  impor ts .  For 1983,  a f u r t h e r  
d e c l i n e  i n  t h e  d e f i c i t  was p r o j e c t e d ,  p r lmar i . l y  th rough  i n c r e a s e d  e x p t j r t s ,  
t h e  e x p e c t a t i o n  of a r e c o v e r y  i.n t h e  w o r l d  economy, and a strengthening 
o E  Chile's c o m p e t i t i v e n e s s .  The  c a l c u l a t i o n  f o r  t h e  two p o s t s h o r t f a l l  
y e a r s  assumed 3 r e l a t i v e l y  l a r g e  i nc rease  i n  t h e  w o r l d  tnariceir p r i c e  f o r  
coppe r ,  a n  i m p o r t a n t  factclr  i n  C h i l e ' s  e x p o r t  per formance .  kIowever, 
recovery i n  t he  Unlted S t a t e s  and o t h e r  i n d u s t r i a l  c o u n t r i e s  d i d  n o t  a p p e a r  
t o  be i m m i . n e n t .  I f  C h i l e ' s  e x p o r t s  grew a t  a s l o w e r  ca fe  t h a n  ac;su!ned 
f o r  t h e  program, t h e  a c t h o r i t i e s  would f i n d  it n e c e s s a r y  t o  t i g h t e n  dcmanc! 

management f u r t h e r  S O  a s  to pKevFlnt a SIlari\sr t h a n  proJected di--:li.ne i r ,  
i n t e r n s .  t i o n a l  rese  rvcs  . 



Commenting oil the  s e r v i c e s  a c c o i l n t ,  Mt. Laske r e m a r k e d  that  t h e  pro- 
j e c t i o n s  f o r  t h e  program were based  on a 1J.S. p r i m  r a t e  of 13 p e r  c e n t .  
R e c e n t l y ,  t h e  pr ime r a t e  tiad f a l l e n  be low t h a t  level, a development  t h a t  
should  Ease  t h e  c o n s t r a i n t s  on C h i l e ' s  c u r r e n t  a c c o u n t .  He a s k e d  w h e t h e r  
t h e  s t a f f  had  c a l c u l a t e d  t h e  e f f e c t  o f  t h a t  f a v o r a b l e  change  i n  a s s u m p t i o n s  
on t h e  b a l a n c e  of payrnent.~ p r o j e c t i o n s  f o r  C h i l e .  

The C h i l e a n  p r i v a t e  s ec to r  had engaged  i n  s u b s t a n t i a l  f o r e i g n  bor- 
rowing i n  r e c e n t  yea r s ,  Mr. Laslce c o n t i n u e d ,  and t h e  p r e s e n t  problems 
stemmed, i n  p a r t ,  f rom f o r e i g n  c r e d i t o r s '  p e r c e p t i o n  t h a t  t h e i r  e x p o s u r e  
t o  C h i l e  had become t o o  l a r g e .  C o n s e q u e n t l y ,  C h i l e  had been  u n a b l e  t u  
c o n t i n u e  borrowi n g  a b r o a d  i n  1982,  o t h e r  t h a n  t h r o u g h  b a l a n c e  of payments  
a s s i s t a n c e  by o f f i c i a l  L e n d e r s ,  a n d  t h e r e  had even  been  a s i g n i f i c a n t  
w i t h d r a w a l  of  f u n d s .  The inedium-term and  Long-term e x t e r n a l  d e b t  of 
C h i l e  was p r e s e n t e d  i n  T a b l e  6 of E B S / 8 2 / 2 2 7 ;  h e  u n d e r s t o o d  t h a t  s u b s t a n -  
t ial .  amounts had a l s o  b e e n  borrowed on  s h o r t  m a t u r i t i e s .  F o r  example ,  
Fn SM/82/160, t h e  s t a f f  s t a t e d  t h a t  t h e  s t a t e  copper  company had c o v e r e d  
its 1981 f i n a n c i a l .  d e f i c i t - - w h i c h  h a d  amounted t o  as much a s  0 . 7  per  c e n t  
of GDP--through short-term b o r r o w i n g  a b r o a d .  I n f o r u m t i o n  on s h o r t - t e r m  
d e b t ,  i n  p a r t i c u l a r  d e b t  t o  the i n t e r n a t i o n a l  banks,  would h a v e  h e l p e d  
t o  p r o v i d e  a ful .1  p i c t u r e  of C h i l e ' s  d e b t  s i t u a t i o n  and t h e  d e b t  m a t u r i t y  
s t r u c t u r e .  T h e  b a l a n c e  of payment-s p r o j e c t i o n s  f o r  1983 p r o v i d e d  f o r  
c a p i t a l  i n f l o w s ,  o t h e r  t h a n  d t r e c t  p r i v a t e  i n v e s t m e n t ,  of more t h a n  
$600 m i l l i o n .  D i d  t h o s e  projections a l s o  provide f o r  t h e  r e n e w a l  of 
s h o r t - t e r m  d e b t  i n  l 9 8 3 ?  

The p o l i c y  prograin f o r  t h e '  r e . q u e s t e d  s tand-by  a r r a n g e m e n t  i n d i c a t e d  
t h a t  t h e  C h i l e a n  a u t h o r i t i e s  had  commit ted  themsel.ves t o  s t r o n g  and 
c o u r a g e o u s  a d j u s t m e n t  measures M r .  'Leske considered.  T h e  i m p l e m e n t a t i o n  
of t h o s e  measures  would s e r v e  t o  r e s t o r e  c o n f i d e n c e  a t  home arid a b r o a d  
i n  the a b i l i t y  of t h e  C k i l e a r .  a u t h o r i t i e s  t o  d e a l  w i t h  t h e  p r o b l e m s  
f a c i n g  them. C o n s i d e r a b l e  i m p o r t a n c e  s h o u l d  be a t t a c h e d  t o  t h e  c o n s t a n t  
m o n i i o r i n g  of  t h e  s i t u a t i o n  by t i i e  a u t h o r i t i e s  and t h e  s t a f f .  He assumed 
t h a t  a d d i t i o n a l  measures  were b e i n g  d i s c u s v e d  and t h a t  a c t i o n  would h e  
t a k e n  i f  deve lopments  r e q u i r e d  i t .  A c l o s e  watch on e v e n t s  as they 
u n f o l d e d  was c e r t a i n l y  e s s e n t i a l  t o  thc?  S U C C e S F j  05 t h e  ad:justment e f for t :  
since t h e  o u t l o o k  f o r  C h i l e  was s u r r o u n d e d  by more t h a n  t h e  u s u a l  degree 
of  u n c e r t a i n t y .  Me s u p p o r t e d  M r .  Erb's C O T J J I I ~ I I ~ S  r 2 g a r d i n g  the tteatm5ist 
o f  t h e  exchange ra te  issm i n  EBS/82 /228  and E B S / 8 2 / 2 2 7 .  F u r t h e r m o r e ,  
i n  one p a p e r  t h e  balance of payments  f i g u r e s  and b a l a n c e  o.E payments 
p r o j e c t i o n s  were shown i n  U.S. d o l l a r s ,  while i n  t h e  o t h e r  t h e y  were shown 

p r e s e n t  a t  i o n .  

l "  :,.. SDBs. It: wotiFd be ea s i e r  f o r  t h e  reader 1.f b o t h  p a p e r s  u s e d  r h e  same 

'k 
Mr. L o v a t o  commented LhaL t h e  C h i l e a n  economy was ir, a s t a t e  of 

d . t s a r r a y .  The s t a f f  had p r o v i d e d  a number of disturking f t g u r z s  concern-- 
i.ng t h e  r e a l  economy--a p r 6 j e c t e d  d e c l i n e  iil reiil CUP in 1982 of almost 
13 p e r  c e n t ,  an e s r i r n a r e d  d e c l i n e  i n  i n d u s t r i a l  p r o d u c t i o n  of  20 p e r  c e n t ,  
and unemployment  soacL;ig t o  staggering l eve l s ,  24  p e r  c e n t  ir: the t h t r d  
q u a r t e r  of 1982, a l t h o u g n ,  a c c o r d i n g  co s i i p p i r i n e n t a r y  Fnfo ru :a t ion  p r o v i a e d  
by the  s t a f f ,  i c  had  d e c l i n e d  -in t h e  Fourt:!r qi.tart+?r. D e s p i t e  t h o s e  F a c t s ,  
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t h e  s t a f f ' s  a s s e s s m e n t  was c o n f i n e d  t o  t h e  e x t e a x . 1  o u t l o o k  and  t o  t h e  
c o n v e n t i o n a l  a p p r a i s a l  of f i s c a l  and monetary  p o l i c i e s  w i t h o u t  of E e r i n g  a 
d e e p e r  e x p l a n a t i o n  of t h e  s e v e r e  recession a f f l i c t i n g  t h e  c o u n t r y .  

The  r e c e s s i o n  w a s  l a r g e l y  a t t r i b u t e d  t o  t h e  e x t e r n a l  s h o c k s  s u f f e r e d  
by r h e  Chi lean  economy in 1981, Mr. L o v a t o  c o n t i n u e d ,  i n c l u d i n g  t h e  
d e t e r i o r a t i o n  i n  t h e  terms of t r a d e ,  s t a g n a n t  wor ld  demand, and  a d e c l i n e  
i n  cap i t a l  i n f l o w s .  
c a u s e s  of t h e  c o u n t r y ' s  economic  p rob lems :  h i g h  r ea l  wages and h i g h  r ea l  
i n t e r e s t  rates.  To some e x t e n t ,  t h e  h i g h  r e a l  wages were a c c o u n t e d  f o r  
by t h e  o p e r a t i o n  of a n  i n d e x a t i o n  s y s t e m  baaed on p a s t  i n f l a t i o n  l e v e l s .  
The a s t o n i s h i n g l y  h i g h  r ea l  i n t e re s t  rates--25-30 p e r  cen t - - cou ld  n o t  be  
s e e n  s i m p l y  as a r e s p o n s e  t o  r i s i n g  f o r e i g n  i n t e r e s t  rates;  t h e y  r e f l e c t e d  
a n  i n c r e a s i n g  dome i r i  7 r i s k  premium and e x p e c t e d  exchange  ra te  movements. 
However, a t e n t a t r v e  case c o u l d  be made t h a t  t h e  h i g h  level o f  ra tes ,  
o c c u r r i n g  when t h e  p u b l i c  s e c t o r  o p e r a t i o n s  had  r eco r r l ed  a budget  s u r p l u s  
and i n f l a t i o n  had d e c e l e r a t e d ,  was a n  o u t g r o w t h ,  i n t e r  a l i a ,  of e x c e s s i v e  
monetary  r e s t r a i n t .  The  s t a f f  s t a t e d  t h a t  c r e d i t  demand by t h e  p r i v a t e  
s e c t o r  i n  1981 had b e e n  b r i s k ,  y e t  t h e  d a t a  i n  T a b l e  5 O F  EBS/82/22 '7  i n d i -  
c a t e d  t h a t  t h e  C e n t r a l  Bank had  p u r s u e d  a d e l t b e r a t e  p o l i c y  o f  monetary  
c o n t r a c t i o n ,  r e f l e c t e d  i n  h i g h l y  n e g a t i v e  ra tes  of change  f o r  n e t  domestic 
a s s e t s  and b a s e  money c r e a t i o n .  Did  t h e  s t a f f  s h a r e  h i s  view t h a t  d o m e s t i c  
p o l i c i e s  had p l a y e d  an i m p o r t a n t  part i n  e n g i n e e r i n g  t h e  1982 r e c e s s i o n ?  

Mr. Donoso had  men t ioned  i n  h i s  s t a t e m e n t  ~ W G  o t h e r  

._ 

The c o u r s e  of  e n v i s a g e d  economic  p o l i c i e s  was p u z z l i n g  in l i g h t  of 
t h e  r e a s o n a b l e  i n f e r e n c e s  t h a t  c o u l d  be drawn from p r e v i o u s  e v e n t s ,  
Mr. Lovato c o n s i d e r e d .  D e f l a t i o n  c o n t i n u e d  t o  be s e e n  as a p r imary  
p o l i c y  t a r g e t ,  r e a l  wages had  been  c u t  d r a s t i c a l l y ,  and  monetary  and 
f i s c a l  r e s t r a i n t s  were b e i n g  m a i n t a i n e d  as c r i t i c a l  i n g r e d i e n t s  of t h e  
s t a b i l i z a t i o n  program. 

Commenting on mone ta ry  p o l i c y ,  M r .  Lova to  n o t e d  t h a t  t h e  l a , r g e  
i n c r e a s e  i n  C e n t r a l  Rank n e t  d o m e s t i c  asse ts  r e c o r d e d  i n  t h e  f i r s t  h a l f  
o€  1982 had been i n t e n d e d  s o l e l y  t o  s t a b i l j - z e  t h e  f i n a n c i a l  i n t e r . -med ia r i e s  
c h a r  had  been  e x p e r i e n c i n g  p rob lems .  The  i n c r e a s e  was supposed  t o  have  
been t e m p o r a r y ,  i n  o r d e r  n o t  t o  undermine  t h e  a g r e e d  r e s e r v e  t a r g e t .  
ilowever, r ea l  economic  a c t t v i t y  a p p e a r e d  t o  be L i n g e r i n g  a t  d e p r e s s e d  
l e v e l s ,  and  i t  was d i f f i c u l t  t o  see  what  would b r i n g  a b o u t  r e v i v a l  in 
the growth  of o u t p u t  a t  p r e s e n t .  Would t h e  p r o j e c t e d  i n c r e a s e  i n  e x p o r t s  
be a b l e  t o  g e n e r a t e  suf f ic ie i l t  s t i m u l u s  t o  o u t p u t  and employment? O t h e r -  
wise, what d i d  t h e  s t a f f  and  t h e  C h i l e a n  a u t h o r i t i e s  t h i n k  would happen  
t o  d o m e s t i c  demand b e h a v i o r ?  The  o n l y  v a r i a b l e  i x p l i c i t l y  assigned a 
r o l e  i n  b o l s t e r i n g  d o m e s t i c  demand was a d r a s t i c  r e d i s t r i b u t i o n  of income 
Erom wage co p r o f i t  ea rners ,  on t h e  a s s u m p t i o n  t h a t  a major O e c l t n e  i n  
r e a l  wages would increase corporate pra f . i t s ,  b o t h  c u r r e n t  and  e x p e c t e d ,  
and t h a t  b u s i n e s s  investment wou1.d t h e r e o y  be s t i m u l a t e d .  However, 
D i r e c t o r s  were b e i n g  t o l d  t h a t  b u s i n e s s  c o n f i d e n c e  i n  C h i l e  was a t  a low 
p o i n t ;  h e  f o u n d  i t  h a r d  t o  b e l i e v e  t h a t  c a p i t a l  s p e n d i n g  c o u l d ,  t h e r e f o r e ,  
be i n d u c e d  t o  i n c r e a s e .  The u n d e r l y i n g  f i n a n c F a 1  s t r u c t u r e ,  b e s e t  by  
bank b a n k r u p t c i e s ,  d i d  not a p p e a r  ta be c o n d u c i v e  to  such  a recovery. 
Fur the r 'more ,  consumer  e x p e n d i t u r e s  were bound to be sevrre1.y hurt by 
t h e  d e d i n e  i n  h o u s e h o l d s '  s p e n d i n g  power c a u s e d  by r;he cambinat t o r i  o l  
f a l l i n g  incomes  and  s o a r l n g  unemployment. 
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Domest ic  demand C C S I J . ~ ~  11oC St? t o t a l l y  i g n o r e d ,  Pfr. lo vat^ w e i i t  (.)ti, if 
t h e  a u t h o r i t i e s  were ccnce rned  w i t h  g e n e r a t i n g  r e a l  inroae g rowth ,  espe- 
c i a l l y  s i n c e  a c r u c i a l  t a r g e t  o €  t h e  mediiim-term ad justcnent program was 
t o  improve t h e  dcrniestic s av i r ig s  c a p a c l t y  of  t h e  economy i n  o r d e r  t o  make 
i t  less dupet ident  o n  f o r e i g n  f i n a n c i a l  r e s o u r c e s ,  S i n c z  t he re  was h i s t o r -  
i ca l  evidence t h a t  g r o s s  sav . ings  had r e sponded  v e r y  slowly throclgl-~our- 
the 1970s L O  t h e  p r e v a i l i n g  h i g h  i n c e r e s t  ra tes ,  c h e  o n l y  avenue  t h a t  
t h e  a u t h o r i t i e s  m i g h t  be tempted  t o  t a k e  i n  o rde r  t o  bri.ng a b o u t  h i g h  
sav:',r,gs was a massive r e d i s t r i b u t i o n  o f  incomes to c l a s s e s  and groups 
w i t h  a h i g h e r  p r o p e n s i t y  t o  save. He i n v i t e d  t h e  s t a f E  t o  comment. on 
t h a t  p o i n t ,  

G i v e n  t h e  domest ic  u n c e r t a i n t i e s ,  Mr. Lova ta  o b s e r v e d ,  ex t e r t i a l  
polLcy becanic a l l  t k  more important f o r  prsn io t ing  a d j u s t m e n t  i.n the 
C h i l e a n  economy. Conf idence  a b r o a d  was t o  be r e s t o r e d ,  re l iance  on  
e x r e r n a l  borrowing was t o  be r educed ,  and t h e  c o u n t r y '  E; c o m p e t i t i v e  
p c s i t i o n  was t o  be i z p r o v e d ,  Those  were r:he e s s e n t i a l  i n g r e d i e n t s  of 
t h e  Fund-suppor t ed  program, a n d  i t s  success o r  f a i l u r e  would  c r u c i a l l y  
depend on t h e  degree of r e s p o n s e  of t h e  ~lconomy t o  t h e  measures and ' 

a d j u s t m e n t s  implemented OD. t h e  e x t e r n a l  f r o n t .  The r e a l  a p p r p c i a t i o n  o f  
the peso--in excess of 30 p e r  cen t  o n  a n  e f f e c t i v e  b a s i s  be tdeen  J u n e  
L979 and A p r i l  1932--1iad presumab ly  heen incerided by the auchorltles L O  
h e l p  in t h e  attainment 02 their a n r i - i n f  t a t i o n  t a r g e t .  However ,  i t  had 
been  a s e r i o u s  nlst.ake and had had a damaging e f f e c t  on t h e  cciuntry 's  
e x p o r t  p o t e n t i a l .  On t h e  denand s i d e ,  i t  had s w i t c h e d  f o r e i g n  demijiId 
fo r  price-sensitive C h i l e a n  e x p o r t s  to competing s o u r c e s .  Mor2 i m ~ o r -  
t a n t l y ,  o n  t h e  s u p p l y  s i d e ,  i t  had  had  a depressing e f f e c t  011. t h e  p r i c e s  
of t r a d a b l e  goods r e l a t i v e  t o  n o t i t r a d a b l e  goods ,  t h u s  d i s c o u r a g i n g  outptitr. 
i n  t h e  t r a d a b l e  s e c t o r  and c h e r e b y  d e c r e a s t n g  t h e  suppSy o f  2xp(.jrt;3b.I.es. 
F,xc.hange r a t e  pollicy had ,  t h e r e f  ore ,  compounded and  a g g r a v a t e d  t h e  a d v e r s e  
e f f e c t s  on Chile's export  e a r n i n g s  arising f r o m  t h e  d e c o r i o r a t i . n g  terms 
of t r a d e .  

- 

The changes i n  t h e  exchange regline carr ied o u t  i n  a s u c c e s s i o n  o f  
s t e p s  i n  1982 had improved the  nea r - t e rm nutlook f o r  t h e  c o u n t r y ' s  e x t e r n a l  
accounts, Mr, Lova to  remarked. Those measures were t h e r e f o r e ,  welcome; 
t h e y  were crucial t o  the success oE t h e  program. T h e  assumptions a n d  
f o r e c a s t s  made br' t h e  s t a f f  f o r  expor t s  and G D P  g r o w t ! ~  depended on t h e  
conduct of a proper exchange  ra te  p o l i c y  combined w t t h  a p a s s i ' n l e  r eve r sa l  
of t h e  a d v e r s e  t e rns  of r r ade  t r e n d s .  



M r .  T a y l o r  s a i d  t h a t  h e  wa5 i n  b road  agreerne:it w i t h  t h e  s t a f f ' s  
a w l y s i s  of Chi le 's  economic  d i f f i c u l t i e s ,  and w i t h  the p o l i c y  responses  
deve loped  i n  c o o p e r a t i o n  with t h e  C h i l e a n  a u t h o r i t i e s .  G i v e n  the  s i z e  O F  
t h e  p r o b h n s  and t h e  u r g e n t  need t o  r e s t o r e  e x t e r n a l  c o n f i d e n c e ,  a t w o -  
year s tand-by  a r r a n g e s e n t  was t h e  a p p r o p r i a c e  v e h i c l e  For Fund s u p p o r t .  
R e s t o r a t i o n  of e x t e r n a l  c o m p e t i t i v e n e s s  seemed t o  be r h e  appropriace 
p r i n c i p a l  o b j e c t i v e  f o r  t h e  s l i g h t l y  l o n g e r  term, r e q u i r i n g  b o t h  d more 
f l e x i b l e  exchange ra te  p o l i c y  and f i r m e r  wage r e s t r a in t  t h a n  had p r r v i o t i s l y  
been the c a s e .  

The courageous  f i s c a l  measures t a k e n  i n  Pl,rch and June  1982 t o  
L i m i t  ;he s i z e  o€  t h e  emerging p u b l i c  s e c t o r  d e f i c i t  shoLid be commended, 
Mr, 'Taylor c o n t i n u e d .  The i n t e n t i o n  eo r e d u c e  t h e  d e f i c i t  t o  1 . 7  pcr  
cent  of GDP i n  1983 a n d  t o  e l i m i n a t e  it e n t i r e l y  i n  1984 i m p l i e d  a p o l i c y  
of severe fiscal. r e s t r a i n t .  F.l scal  management ii: the  C h i l e a n  economy 
had  been p r d e n i r  a n d  compe ten t  o v e r  a number of years ;  t h e  strong k g r e e  
of  r e s t r a i n t  be ing  asked f o r  was l i k e l y  t o  be a c h i e v e d .  W i t h  ur.employmeni 
around 25  pei c e n t ,  I t  was u n d e r s t a n d a b l e  that t h e  a u t h o r i t i e s  s h o u l d  r a k e  
s t r o n g  e f f v r c s ,  w l ~  l r i  t h e  f i s c a l  c o n s t r a i n t s  t h a t  t h e y  had s e t  t h e m s e l v e s ,  
t o  encourage  LIDW p r o d u c t i v e  e f f o r t s  i n  t h e i r  econoiny. However, a nore  
susta ined rcduct i on  of unemployment would depend OKI achiev ing  a marked 
improvement i n  e x t e r n a l  c o m p e t i t i v e n e s s  t h a t  would, i n  t u r n ,  depend v e r y  
much on Firm a c t i o n  t o  b r i n g  a b o u t  a r e d u c t i o n  i n  r e a l  wage IcveLs. Wage 
pressures  vere l i k e l y  t o  be s t r o n g  t n  1984 i n  t h e  face o €  t h e  sharp accel-  
e r a t  t on  i n  consumer pri.ces t h a t  had o c c u r r e d ,  and t h u s @  pressures W G U ~ ~  

need t o  be f i r m l y  r e s i s r e d  i f  the  advantages oE a more c o m p e t i t i v e  exchange 
r z t e  were co he r e t a ined  by t h e  p r o d u c t i v e  s e c t o r .  H e  i n v i t e d  the s t a f f  
o r  Er. Donoso t o  comment on t h e  p r o s p e c t s  € o r  wage r e s t r a in t  i n  1983. 

A more f l e x i b l e  exchange r a t e  p o l i c y  would a l s o  be i m p o r t a n t ,  
Mr. T a y l o r  no ted ,  Some a s p e c t s  of exchange r a re  management in 1982 n a d  
been q u e s t i o n a b l e .  F o r  example, i t  was a r g u a b l e  t h a t  t h e  d e v a l u a t i o a  had 
occurred t o o  la te ,  given t h e  s u b s t a n t i a l  r e a l  a p p r e c i a t i o n  t h a t  h a d  taker? 
p l a c e  through 1981. Since deva . lua t . i on  i n  J u n e  1982, t h e  a u t h o r i t i e s  
seemd to have l acked  a consistent s t r a t e g y  f o r  d e a l i n g  w i t h  t h e  r a t e .  
The volume of t r a n s a c t i o n s  benefiting from the  p r e f e r e n t i a l  r a t e  was 
circumscribed; nevertheless, u n c e r t a i n t i e s  remained .in t h a t  area.  H e  
j o ined o t h e r  s p e a k e r s  in u r g i n g  f h e  au rhor i t . i e s  to proceed as r a p i d l y  8 5  

t h e y  c o u l d  t o  u n i f y  t h e  r a t e ,  i f  possib1.e by t h e  end o f  1983.  T t  would 
be a n  impartatif  move i n  the d i r e c t i o n .  of f u r t h e r  r e s t o r i n g  c o n f i d e n c e .  
H e  we1.cocrte.d ~ h e  announcement in December 1982 t h a t  t h e  a p p l i c a t i o n  of 
t h e  o r e f e r e n t i a i  r a t e  would  be l i m i t e d ,  as well a s  t h e  a u t h o r i t i e s '  
cuiimicment t o  e l i m i n a t e  t he  var ious  emergency exchange  r a t e  r e s c r i c t i o n s  
b e f a r e  t h e  end  of 1983. 

T h e  mosc immedia t e  problem was EO d e a l  w i t h  net c a p i t a l  o u t f l o w s  
and t o  pro tee r  t h e  r e s e r v e s ,  Mr .  Tczy lc j r  c o n s i d e r e d ,  the dec l ine  of wI11cF: 
.ras due, i n  p a r t ,  t(> t h e  s i z a b f e  e K t e i i I j i o n  o f  c r e d i t  i n  1982 b y  i:he 
C e n t r a l  'Bank c o  f i n a n z i a l  i n s t i t u t i o n s  i n  difflculty. R k e y  f a c t o r  
vmt;C! he c h e  e s t a b l i s h m e n t  of f i r m  conrrcs:!. over t o t a l  d o n t e s t i c  c r e d i t  
expans ion ;  he  ve lcomed t h e  s t e p s  a l r e a d y  t a k e n  i n  t h a t  d i , r e c t i o n ,  i , n c l u d i i ~ g  
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t he  announcement of a s h a r p  r e d u c t i o n  i n  t h e  i s s u e  of  new bank nDtes  ir: 
t h e  f i r s t  q u a r t e r  o f  1583. The m e a s u r e s  u n d e r  t h e  program ro contain 
ne t  c r e d i t  e x p a n s i o n  hy t h e  C e n t r a l  Bank w i t h i n  a c c e p t a b l e  l i m i t s  a n d  t o  
increase t h e  scope of open m a r k e t  operations were, t h e r e f o r e ,  an e s s e n t i a l  
and  a p p r o p r i a t e  p a r t  of t h e  program. 

I n  1 9 8 2 , . t h e  f a l l  i n  reserves, coupled w i t h  t h e  r e s t r i c t i o n s  e x i s t i n g  
a t  t h a t  time o n  c a p i t a l  i n f l o w s ,  p l a y e d  a l a r g e  p a r t  i n ' b r i n g i n g  a b o u t  a 
s h a r p  c o n t r a c t i o n  i n  t h e  money s u p p l y  i n  t h e  f i r s t  h a l f  of t h e  yea.r ,  
Mr. T a y l o r  c o n t i n u e d ,  a development  t h a t  must h a v e  c o n t r i b u t e d  t o  t h e  
emergence of h i g h  r e a l  i n t e r e s t  rates,  More r e c e n t l y ,  t h e  removal  o f  
c a p i t a l  i n f l o w  r e s t r i c t i o n s  a n d  t h e  r e d u c t i o n  of u n c e r t a i n t i e s  a b o u t  t h e  
exchange  ra te  a p p e a r e d  t o  have  h e l p e d  t o  b r i n g  i n t e r e s t  rates down, a t  
l e a s t  t e m p o r a r i l y .  He n o t e d  t h e  s t z f f ' s  s t a t e m e n t  a t  t h e  b e g i n n i n g  oE t h e  
m e e t i n g  t h a t  i n t e r e s t  ra tes  had i n c r e a s e d  aga in  toward t h e  end of 1982, 
a d i s t u r b i n g  development t h a t  m e r i t e d  f u r t h e r  comment. I n  a n y  e v e n t ,  t h e  
e x . p e r i e n c e  of e r r a t i c  in te res t  r a t e  moverne.nts was u n d e s i r a b l e ,  and  h e  
welcomed t h e  a u t h o r i t i e s  ' r e c e n t  moves t o  s t r e . n g t h e i i  t h e  C e n t r a l  Rank's 
. t n f l u e n c e  o v e r  marke t  rates. 
r a t e s  wCth f l e x i b f l . i t y  and c a r e ,  i f  more c o n s i s t e n t l y  r e a l i s t i c  s a v i n g s  
and i n v e s t m e n t  incentives were t o  be e s t a b l i s h e d  in t h e  economy. 

It would  be n e c e s s a r y  t o  manage i n t e r e ' s t  

Commenting on t h e  e x t e r n a l  deb t  s i t u a t i o n ,  Mr. T a y l o r  n o t e d  t ha t  
e x t e r n a l  i n d e b t e d n e s s  f e u a i n e d  h i g h .  The a u t h o r i t i e s  s h o u l d  e n c o u r a g e  
h i g h e r  nondebt  c r e a t i n g  i i ~ f l o w s ,  and  t h e y  s h o u l d  takc a p r u d e n t  a p p r o a c h  
t o  e x t e r n a l  borrowing.. I n  that  r e s p e c t ,  t h e  program c e i l i n g  on new 
e x t e r n a l  d e b t  of one  t o  t e n  years '  m t u r i t - y  was a p p r o p r i a - t e l y  r e s t r i c t i v e .  
While Chile's s h o r t - t e r m  d e b t  was r e l a t i v e l y  moderar:e, h i s  a u t h o r i t i e s  
remained concerned i n  g e n e r a l  a b o u t  t h e  absence of  a q u a n t i t a t i v e  s h o r t -  
term l i m i t  t o  complement t h e  medium-term l i m i t s  in cases s u c h  as C h i l e ' s .  
They r e c o g n i z e d ,  however, t h a t  i n  C h i l e  t h e  c e i l i n g  o n  t o t a l  p a r a s t a t a l  
d e b t  from all s o u r c e s  would p r o b a b l y  capture much of t h e  s h o r t - t e r m  
inflows I 

He c o u l d  s u p p o r t  t h e  r e q u e s t  u n d e r  t h e  compensa tory  f i n a n c i n g  f a c i l -  
i t y ,  Pfr. T a y l o r  s r a t c d .  The r e l e v a n t  c r i t e r i a  had been s a t i s f i e d ,  a n d  
although t he re  w a s  scope For d i f f e r i n g  vi.ews iiboi.tt w o r l d  c o v p e r  p r i c e s ,  
he b e l i e v e d  t h a t  rhe staf€'s projecc i .ons  of c o p p e r  e x p o r t  e a r n i n g s  were 
reasonable. 'Li.ke o t h e r  s p e a k e r s ,  h e  would  h a v e  p r e f e r r e d  a more e x p l i c i t  
t r e a t m e n t  i n  EHS/82 /228  of t h e  degree t o  which t h e  s h o r t f a l . 1 .  had been  
outs ide  t h e  a u t h o r i t i e s  ' c o n t r o l .  H i s  a u t h o r i t i e s  b e l i e v e d  t h a t  deter- 
mined p o l i c y  s t e p s  were be?ng taken t o  r e c t i f y  t h e  C h i l e a n .  economy's 
economic problems on t h . e  b a s i s  o E  che 'Fund ' s  a d v i c e .  They a l s o  b e l i e v e d  
t h a t  those  problems h a d  t o  H great extent:  been t h e  resu1 . t  o f  r e c e s s i o n  i n  
C h i l e  '8 major e x t e r n a l  m a r k e t s ,  a n d  t h e y  n o t e d  tha t :  deomnd managenent 
po l i c i e s  bad been p r u d e n t  over  t h e  y e a r s .  In l i g h t  of: t h o s e  f a c t o r s ,  F u n d  
a s s i s t a n c e  was c e r t a i n l y  merited and h i s  a u t h o r i t i e s  f i r m l y  s u p p o r t e d  
t h e  r e q u e s t s  by C h i l e .  

?Ira J o y c e  remnrked t h a t  rhe Chl l . /=a ; i  economy had been s u b j e c t  t o  
c o n s i d e r a b l e  stresses o v e r  the p r e v i o u s  decade .  The severe f i n a n c i a l  



E B H / 8 3 / 8  - 1/10/83 

c r i s i s  e x p e r i e n c e d  i n  t h e  ea r ly  1970s had had a ma jo r  impL4ct on t h e  
economy; i t  had r e q u i r e d  a f a r - r e a c h i n g  s t a b i l i z a t i o n  e f f o r t  t h a t  had 
met w i t h  a c o n s i d e r a b l e  ~asure  o f  s u c c e s s ,  However, s i n c e  mid-1981, 
economic deve lopmen t s  i n  C h i l e  had been  worrisome. A s  t h e  stafE p o i n t e d  
o u t ,  t h o s e  r e c e n t  d i f f i c u l . t i e s  could  in l a r g e  measure be a t t r i b u t e d  to ,  
f i r s  t ,  t h e  wor ldwide  economic slowdown; second,  t h e  dec  Line  i n  p r i c e s  
€ o r  key C h i l e a n  e x p o r t s  s u c h  as  c o p p e r ,  wood, and wood p r o d u c t s ;  a t id ,  
t h i r d ,  t he  d e c l i n e  i n  c a p i t a l  i.nElows t h a t  had m a i n t a i n e d  t h e  peso a t  an 
o v e r v a l u e d  r a t e ,  c o n t r i b u t i n g  t o  t h e  d e c l i n e  i n  Chile’s i n t e r n a t i o n a l .  
c o m p e t i t i v e n e s s ,  However, d e v e l o p m e n t s  a lso r e f l e c t e d  sconomic p o l i c i e s  
pu r sued  by t h e  a u t h o r i t i e s  t h a t  had d e l a y e d ,  a n d  in some cases impeded,  
the r e q u i r e d  a d j u s t m e n t .  The a t t e m p t  t o  restore i n t e r n a t i o n a l  compe t i -  
t i v e n e s s  t h r o u g h  demand and wage r e s c r a i n t  policies a l o n e  had no t  been 
e n t i r e l y  s u c c e s s f u l ;  f t  had c r e a t e d  : I t s  own problems, espec ia l ly  i n  t h e  
p r iva t e  s e c t o r .  D e c i s i v e  p o l i c y  improvements were e i e a r l y  r e q u i r e d ,  and  
some i m p o r t a n t  s teps  had been t a k e n  by t h e  a u t h o r i t i e s  i n  t h e  l a t t e r  
h a l f  of 1982, p a r t i c u l a r l y  the exchange  rate measures .  

The mgst  immedia t e  p rob lem f a c i n g  t h e  a u t h o r i t i e s  was the massive 
n e t  r e d u c t i o n  of foreign debt  by t h e  p r i v a t e  s e c t o r ,  Mr. .Joyce c o n t i n u e d .  
I n  view of t h e  u n c e r t a i n t y  i n  i n t e r n a t i o n a l  c a p i t a l  m a r k e t s ,  t h e  new 
c a u t i o n  s h o w  by i n t e r n a t i o n a l  b a n k e r s ,  and t h e  l a r g e  number o €  b u s i n e s s  
f a i L u r e s  i n  C h i l ~  i n  2982, I t  was essent ia l  t h a t  the C h i l e a n  authorittes 
took- t h e  measures  necessary t o  restore i n t e r n a t i o n a l  confidence. I n  t h a t  
r e g a r d ,  t h e  normal p r o v i s i o n s  € o r  c o n s u l t a t i o n  took  an added signifi- 
cance; he hoped t h a t  t h e  C h i l e a n  a c i t h u c i t i e s  would not h e s i t a t e  t o  k e e p  
c’ne Fund irricraecl and t o  c o n s u l t  q u i c k l y  i f  i t  appeared t h a t  the events  
were n o t  go ing  as w e l l  aa e x p e c t e d  and t h a t  a d d i t i o n a l  measures  might  he 
c a l l e d  f o r .  He y d r t l c u l a r l y  welccmed Mr. Donoso’s a s s u r a n c e  t h a t  t h e  
a u t h o r i t i e s  stood ready to apply  corrective measures i f  the a s s u m p t i o n s  
u n d e r l y i n g  t h e  program were riot f u l f i l l e d .  The program i t s e l f  p r o v i d e d  
a c o n s i s t e n t  set  of p o l i c i e s  t h a t  c o u l d  underptn t h 2  required economic 
r ecove ry .  Me a g r e e d  broadly w i t h  t h e  t h r u s t  of the? s t a f f ‘ s  a n a l y s i s ,  
and  he  s u p p o r t e d  each oF t h e  p roposed  d e c i s i o n s .  

Cornmenti.ng o n  f i s c a l  Q O ~ ~ C Y ,  M r .  Joyce welcomed t h e  Government ’s  
d e t e r m i n a t i o n  t o  reduce t h e  p u b l i c  s e c t o r  d e f i c i t  t o  Le:;s t h a n  2 p e r  cent 
of GDP i n  1983. Traditionally, t h e  C h i l e a n  a u t h o r i . t L e s  had pcactl.ced 
f i s c a l  p r u d e n c e ,  and i t  was e n c o u r a g i n g  t h a t  t h e  d e f i c i t  was e x p e c t e d  t o  
be e l i m i n a t e d  by 1984 ,  € o r  which f i m e r  c o n t r o l  would be r e q u i r e d  on 
c u r r e n t  a n d  c a p t t n l  e x p e n d i t u r e s ,  i n  particular on t h e  public wage b i l l .  
He no ted  t h a t  i t  was pl.anned E O  h o l d  public s e c t o r  wage ilICrease5 be low 
the l e v e l  of j n f L a t L o n  in 1983. However, chc s t a t €  d i d  riot i n d i c a t e  how 
f a r  tne aut ’ r ior . i t i ee  e:;pected t h a t  t h e y  c o u l d  go toward of E s e t t t n g  the 
raFh,er large increase i n  r e a l  wages t h a t  ha3 o c c u r r e d  i n  1982. F u t t h t r -  
nmrre, the a u t h o r i t i e s  p l a n n e d  no t  o n l y  t o  C O R K ~ R U ~  e x f s t t t i g  ernplovm.eii t  
programs h u t  a l s o  t o  fnftfafe n e w  ones. Given  t h e  h i g h  Level of unet”pl.oy- 
n e n t  i n  C h i l e ,  h e  c o u l d  a p p r e c i a t e  why they f e l t  o h l i g e d  t o  take measktres 
110 l i m i t :  t h e  !;arciskips of the c u r r e r i c  r e c e s s i o n ,  b u t  h e  hoped t h a t  t h o s e  
e x p e n d i r u r e s  c o u l d  be under t aken  r i t h f n  t h e  earge t  L e v r L ~ ,  since t h e  
staEf was c s r r e c t  in i d e n t f  f y l n g  reduc t l onu  . in the p u b l i c  sector  deficit 



a s  a major e l e ! w n i  l a  t h e  program's derndnd mnriageinertr efforts. tfe agreed 
w i t h  the d e c i s i o n  to monitor and c o n t r o l  t h e  s i z e  9f  t h e  p \ l b l i c  d e f i c i t  
t h rough  s e t t i n g  performance c r i t e r i a  C>R t o t a l  natlanal i n d e 5 t e d n s . s  and 
e s t a b l i s h i n g  a s u b c e i l i n g  on t h e  e x t e r n a l  debt of the  nonf inanci  a1 p u h l l c  
sector. 

In SM/&?/iSO, M r .  Joyce noted, t h e  s ta f f  i n d i c a t e d  t h a t  r e a l  wages 
had increased a t  an  average ?f more r'.han 10 per cenr  i y e a r  between 1975 
and 1981, presumably  a r a t e  f a r  .in e x c e s s  of p r o d u c t i v i t y  growth.  I t  was 
c l e a r  t h a t  a major c o r r e c t i o n  i n  real  wages was r e q u i r e d ;  he welcomed, 
t he re fo re ,  t h e  d e c i s i o n  of the  a u t h o r i t i e s  i n  J u n e  1.952 t o  a b o l i s h  wage 
i.ndexatlion, i n  p s r r i . c u i a r  t o  a b o l i s h  t h e  s y s t e m  o f  making an i n i t i a l .  wage 
of Eer it- i o l l e c r i v e  b a r g a i n i n g  a t  l e v e l s  l a r g e  enough t o  compensate 
a u t o m a t i c a l l y  f o r  p a s t  inflation. However, t h e  s t a f f  a p r e a r e d  L O  i ~ , ? l y  
i n  a f o o t r i c t e  nn page 15 of E B S / 8 2 / 2 2 7  t h a t  t h e  a u t h o r i t i e s  were c o n s i d e r -  
ing the esrabi tshment  of a n o m i n a l  wage f l o o r  t h a t  would be l inked  t o  
t h e  real  wages of the p re - J ious  c o l l e c t i v e .  b a r g a i n i n g  p e r i o d .  He i n v i t e d  
t h e  s t a f f  t o  comment f u r t h e r  on hog t h , e  s y s t e m  might  work i n  p r a c t i c e ,  
since i c  appezred  that such a p o l i c y  c.0uI.d l i m i t  t h e  m a n e u v e r a b i l i t y  of 
the  authorities i n  a d j u s t i n g  r e a l  wages.  The s t a f f  had not  p rov ided  
much c; i t a  o'n r e c e n t  t r e n d s  In wage s c t t l e m e n E s ,  a.nd f u r t h e r  i n f o r m a t i o n  
would be  welcome. For  example, what was t h e  i n p l i c t i t i o n  of t h e  s t a t e m e n t  
on page 1 5  of EBS/82 /227  t h a t  tne wage f l o o r  f o r  collecr.i.ve b a r g a i n i n g  
contracts was t o  be 1-owcred tc; t h e  real  level. of J u l y  1979? Did t h a t  
w a n  th r i t  t he re  had been ,  o r  t h a t  t h e r e  would be ,  a s i g n i f i c a n t  weakening 
i n  wage demands? 

The  a u t h o r i t j e s  a p p e a r e d  t o  be t a k i n g  t.he a p p r o p r i a t e  measures to  
c o n t a i n  t h e  cxpansi: \n of centra!; hank net c r e d i t ,  Mr. J o y c e  c o n s i d e r e d .  
He noted  rna t  t h e  C e n t r a l  Rank d i d  no t  i n t e n d  t o  p r o v i d e  n e t  c r e d i t  t o  
the p r rh l i c  s e c t o r  i n  1983 and chat  t h e  monetary program for 1983 was 
regdrded as consistent w i t h  t h e  h a l v i n g  o f  t h e  r a t e  of i n f l a t i o n ,  a l t h o u g h  
f t  was envisaged t h a t  there  would be a f u r t h e r  d e c l i n e  i n  net  t n t e r n a -  
t t o n a l  reserves.  Howe2;er, t h e  s i t u a t i o n  . in  t h e  commercial  bank ing  s e c t o r  
was worrisome. The o v e r e x t e n s i o n  o€ t h e  commercial  bank . ing  system i n  
secent: years h a d  reau!.tr-d i n  s e v e r e  f i n a n c i a l  d i f f i c u l t i e s  f o r  sorue banks  
i n  1482. Measures i n t r o d u c e d  by the S u p e r i n t e n d e n c y  of  Ranks i n .  l a t e  
19131 t o  s t r e n g t h e n  t h e  s y s t e m  of p r u d e n t i a l  c o n t r o l s  on t h e  l o a n  p o r t f o -  
l i o s  o f  t h e  banks were welcoine, b u t  i t  wzs n o t  c l e a r  whether those new 
meaejure~ w e r ?  consistenf, o r  GJhether the s t a f f  considered them s u E f F c l e n t .  
T h e  policy i n t r o d u c e d  by t h e  Cent ra l .  Bank i n  .JuI.y 1982 t(J purchase t h e  
"bad Loan" port:foLios of f i n a n c i a l  i n s t i t u t i o n s  and  t o  a l l o w  them t o  
write o f f  the u n c o l l e c t e d  portions of tile l o a n s  over t e n  years  appeared 
L O  have  received o n l y  cond ' c iona l  s u p p o r t  from the s t a f f .  t i e  agreeti  
w i t h  t h e  staff's vleta t h a t  t h e  p o l i c y  had t o  be "temporary and  s t r i c c l y  
circrmserfbed," but i c  was no t  cl:?ar whether t h e  mearju.res were seen by 
the a u t h o r i t i e s  as p u r e l y  tenpori5i-y or whethe r  t h e  f ? n a n c I a l  inst i t u t . l a n s  
thernsel-rptj were e x p e c t . l n g  t h a t  t h e y  would  he able 20 wr i te  o f f  . "bad 1.oans" 

ehe f u ~ u r e ,  tie i n v l c e d  the s t a f f  Q T  Mr. ilQnosi3 L O  c(3mrnent on tlhar 
p o i n e .  
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The d e c i s i o n  of t h e  a u t h o r i t i e s  i n  J u n e  1982. t o  move toward  a uore 
f l e x i b l e  exchange  r a t e  was welcome, Mr. .Joycf? we!ii: on. -4s a r e s u l t ,  
t h e r e  had a l r e a d y  been a s u b s t ~ n t i a l  d e p r e c i a t i o n  o €  t h e  peso. The 
present p o l i c y  of  m a i n t a i n i n g  t h e  real  external.  v a l u e  of t h e  peso  wouIci, 
if p r o p e r l y  a d h e r e d  t o ,  p r o v i d e  a sound Oasis  f o r  t h e  r e q u i r e d  b a l a n c e  of 
p a y m e n t s  a d j u s t m e n t .  However, h e  was conce rned  a b o u t  t h e  e s t a b l i s h m e n t  
of t h e  p r e f e r e n t i a l  exchange  r a t e  f o r  e x t e r n a l  d e b t  s e - r v i c e  payments.  
G iven  t h e  c u r r e n t  e n v i r o n m e n t  of h i g h  d e b t  s e r v i c e  burdens  f o r  t h e  p r i v a t e  
s e c t o r  and t h e  l a r g e  number of b u s i n e s s  f a i l u r e s  r e s u l t i n g  Erom t h e  r e c e s -  
s i o n  i n  1982, i t  was u n d e r s t a n d a b l e  t h a t  t h e  a u t h o r i t i e s  f e l t  t h a t  t h e y  
had t o  i n t r o d u c e  such measures t o  a l l e v i a t e  t h e  impact  of the exchange  
r a t e  d e p r e c i a t i o n .  N e v e r t h e l e s s ,  s u c h  a m u l t i p l e  c u r r e n c y  p r a c t i c e  couLd 
pose  a n  i m p o r t a n t  d r a i n  on  government  r e s e r v e s .  H e  welcomed t h e  i n c l u s i o c  
i n  t h e  pe r fo rmance  c r i t e r i a  o €  t h e  r e q u i r e m e n t  t h a t  t h e  p r a c t i c e  be 
e l . i m i n a t e d  by December 31, 1983. However, t h e r e  was l i t t l e  i n f o r m a t i o n  
i n  EHS/a2/227 r e g a r d i n g  how e l i m i n a t i o n  was t o  be  b rough t  a b o u t ;  he 
wondered w h e t h e r  t h e  a u t h o r i t i e s  were c o n s i d e . r i n g  measures  t o  c o n v e r g e  
t h e  two rates.  

T h e  p r o j e c t e d  improvement i n  t h e  c u r r e n t  a c c o u n t  of t h e  b a l a n c e  of  
payments a p p e a r e d  o p t i m i s t i c ,  M r .  J o y c e  s t a t e d .  The i n c r e a s e  of 1 7  p e r  
c e n t  in the v a l u e  of e x p o r t s  was r e l a t i v e l y  h i g h ,  g i v e n  t h e  c u r r e n t  weak 
wor ld  economic o u t l o o k .  Moreover ,  I t  was q u e s t i o n a b l e  whe the r  t h e  5 p e r  
c e n t  d e c l i n e  i n  imports i n  a d d i t i o n  t o  t h e  a l r e a d y  l a r g e  d e c l i n e  i n  1981 
was c o n s i s t e n t  w i t h  a 4 p e r  c e n t  i n c r e a s e  i n  real  GDP p r o j e c t e d  € o r  1983. 
More i m p o r t a n t ,  t h e  b a l a n c e  of payments p r o j e c t i o n s  assumed a c a p i t a l  
i n f l o w  of more t h a n  $1 billion, of which $654 m i l l i o n  was e x p e c t e d  EO 

enter  th rough  t h e  p r i v a t e  s e c z o r .  Such a p r o j e c t i o n  a p p e a r e d  o p t i m i s t i c ,  
g i v e n  t h e  h i g h  l e v e l  of e x i s t i n g  p r i v a t e  s e c t o r  d e b t ,  over  $10 b i l l i o n  
i n  1981, and  t h e  p r e s e n t  h i g h  d e b t  s e r v i c e  r a t i o ,  e s t i m a t e d  a t  63  per  c e n t  
i n  1982. F u r t h e r m o r e ,  t h e  p r o j e c t e d  i n c r e a s e  i n  p r i v a t e  s e c t o r  i n d e b t e d -  
ness assumed t h a t  i n t e r n a t i o n a l  banks would i n c r e a s e  t h e i r  e x p o s u r e  in 
C h i l e .  Was t h e r e  any  e v i d e n c e  t h a t  t h e  banks were p r e p a r e d  t o  do  s o ?  

The compensa tory  € i n a n c i n g  f a c i l i t y  r e q u e s t  was s t r a i g h t f o r w a r d ,  
Fir. Joyce  obse rved .  The t empora ry  s h o r t f a l l s  i n  c o p p e r ,  molybdenum, and 
pinewood appea red  t o  have been  beyond t h e  c o n t r o l  of t h e  a u t h o r i t i e s ,  b u t  
more Fnformacion  o n  t h a t  a r e a  would have  been welcome. H i s  a u t h o r i t i e s  
s u p p o r t e d  t h e  p roposed  d e c i s i o n s .  T h e y  co~nmended t h e  C h i l e a n  a u t h o r i t i e s  
f o r  t h e  s t e p s  a l r e a d y  t a k e n  and  f o r  t h e i r  d e t e r m i n a t i o n  t o  do Inore. T h e y  
ue rc  concerned about t h e  i n p o r t a n c e  of r e s t o r i n g  conEidence  i n  i n t e r n a -  
tional marke t s  d n d ,  t h e r e f o r e ,  t h e y  were  conce rned  a b o u t  t h e  c a p i t a L  
i n f l o w  p r o j e c t i o n s  and a b o u t  t h e  r e a l i s m  u f  t h e  t r a d e  t a r g e t s .  

Mr. El-Khouci commented r h a r ,  d u r i n g  tile second  h a l f  of  c h e  i 970s ,  
the C h i l e a n  a u t h o r i t i e s  had f o l l o w e d  economic pol f  c i e s  t ha t  had r c : j u l t e < j  
I n  a s i g n i f i c a n t  s t r e n g t h e n i n g  o f  t h e i r  economy. Dur ing  t h a t  p e r i o d ,  
I n f l a t i o n  r a t e s  had d e c l i n e d  s u b s t a n t i a l l y ,  economic growth  had r l s e n  t o  
d s u s t a i n e d  h i g h  l e v e l ,  employment had i n c r e a s e d  r a p i d l y ,  and t h e  b a l a n c e  
of payments  had moved into s u r p l u s .  I n  1982,  however, t h e  ECC>IiOmy'fj p e r f o r -  
m n c e  had d e t e r i o r a t e d  r a p i d l y ,  p a r t l y  a s  a res1.11~ o€ e x t e r n a l  Jcvrlopments. 



The d e t e r i o r a t i o n  i n  C h i l e ' s  t e r m s  of  t r a d e ,  as  w d l  as t h e  e x c c e d i n g l y  
h i g h  i n t e r n a t i o n a l  i n t e r e s t  Laces, had had a s i g n i f i c a n t l y  a d v e r s e  e f f e c t  
o n  t h e  economy. Those  f a c t o r s ,  t o g e t h e r  v i t h  c e r t a i n  domescic malad j u s t -  
ments, had l e d  t o  a d e e p e n i n g  r e c e s s i o n ,  t :  an i n t e n s i f i c a t i o n  of i n f l a -  
t i o n a r y  p r e s s u r e s ,  and t o  a s u b s t a n t i a l  loss  i n  r e s e r v e s .  

T h e  a u t h o r i t i e s  had t a k e n  a number of measures i n  1982 t o  cope  w i t h  
t h e  r i s i n g  e x t e r n a l  and  d o i n e s t i c  i m b a l a n c e s ,  Mr. El -Khour i  c o n t i n u e d .  
Whi l e  some o f  t h o s e  measu res  were s t e p s  i n  t h e  r i g h t  d i r e c t i o n ,  t h e  
a d j u s t m e n t  e € € o r t  c o n t i n u e d  t o  r e q u i r e  c o n s o l i d a t i o n  and  s t r 2 n g t h e n i n g .  
T h e  a u t h o r i t i e s '  program i n  s u p p o r t  of t h e  s t and-by  a r r a n g e m e n t  was a 
t e s t i m o n y  t o  t h e i r  d e t e r m i n a t i o n  t o  a d j u s t  i n  a comprehens ive  f a s h i o n .  
He a g r e e d  w i t h  t h e  S t a f f ' s  a p p r a i s a l  t h a t  t h e  a u t h o r i t i e s '  p r o p o s a l s ,  as 
se t  o u t  i n  t h e  l e t t e r  of i n t e n t ,  i f  implemented  w i t h  r e s o l v e  and w i t h  
due r e g a r d  t o  chang ing  c i r c u m s t a n c e s ,  were a d e q u a t e  t o  a c h i e v e  t h e  ob jec -  
t i v e s  of t h e  s t a b i l i z a t i o n  program, T h e r e f a r e ,  he supported t h e  r e q u e s t  
f o r  t h e  s tand-by  a r r a n g e m e n t .  

T a b l e  4 of At t achmen t  3 of EBS/82/227 s e t  o u t  t h e  c e i l i n g s  o n  tlLe 
n e t  d o m e s t i c  assets  o f  t h e  C e n t r a l  Bank, Mr. El-Khouri  no ted .  The c e i l l , i g s  
were s p e c i f i e d  over  t h e  d u r a t i o n  of t h e  q u a r t e r s .  What wap t h e  d i f f e r e n c z  
between t h a t  s p e c i f i c a c i o n  and one i n  u h i c h  t h e  c e i l i n g s  were a p p l i c a b l e  
t o  t h e  end of t h e  q u a r t e r s ?  - S p e c i f i c a l l y ,  what  were t h e  i m p l i c a t l o n s  f o r  
p u r c h a s e s  i n  s u b s e q u e n t  q u a r t e r s ?  Those  g e n e r a l  q u e s t i o n s  were r e l evan t  t o  
o ther  programs, h u t  t h e y  appeared t o  be p a r t i c u l a r l y  relevant i n  Chile's 
c a s 2  because  of t h e  p romptness  w i t h  which monetary  d a t a  were b e i n g  r e p o r t e d  
t o  t h e  Fund.  

The requesL u n d e r  t h e  compensa to ry  f i n a n c i n g  f a c i l i t y  m e t  a!.1 t h e  
r e q u i r e m e n t s  of t h e  r e l e v a n t  d e c i s i o n s ,  Mr. El-Khouri  c o n s i d e r e d .  I n  
l i g h t  of t h e  q u e s t i o n s  that  some Directors had r a i s e d  r e g a r d i n g  t h e  
e x p o r t  p r o j e c t i o n s ,  he i n v i t e d  t h e  s t a f f  t o  comment on t h e  f r e q u e n c y  of 
t h e  r ev i s ions  made i n  t h e  p r o j e c t i o n s  f o r  commodity p r i c e s  and demand. 
Were t h e  r e v i s i o n s  made i n  the c o n t e x t  of t he  World Economic O u t l o o k  
exe rc i se  o r  s i m p l y  on a n  ad h o c  basis? I t  a p p e a r e d  p o s s i b l e  t h a t  d i f f e r -  
e n t  p r o j e c t i o n s  c o u l d  be made for d i f f e r e n t  c o u n t r i e s ,  depend ing  0 1 1  the 
timing o f  r e q u e s t s  f o r  p u r c h a s e s  unde r  t h e  compensa tory  f i n a n c i n g  f a c i l i t y .  

Mr. Polak stated t h a t :  t h e  open ing  s e n t e n c e s  of t h e  s e c t i o n  on 
economic p r o s p e c t s  and p o l i c i e s  i n  EBS/82 /227  s e t  t h e  tone f o r  much of  
t h e  Soard's c o n s i d e r a t i o n  of C h i l e ' s  request. A l l  D i r e c t o r s  would agree 
that t h e  f i r s t  sentence was the s t a r c l n g  point. of t h e  d iscuss ion :  "The 
deep r e c e s s i o n  and the f i n a n c i a l .  c r i s i s  i n  C h i l o  have adverse ly  affected 
c o n f i d e n c e  3 ~ :  hame, a s  well as abroad, i n  t h e  a u t h o r i t i e s '  a b t l i t y  t o  
:itanage the economyo" The second s e n t e n c e  correct ly  s t a r e d   hat: "The 
Iiumedi.at.e aim of the f i n a n c i a l  p rogram i s  t o  s e t  out a c o n s i s t e n t  set  of 
p o l i c i e s  d e s i g n e d  t o  r e g a i n  c o n f i d e n c e  a n d  set  t h e  basi.5 f o r  economic 
r2!covery,.,  (I"' T h e  p'rogram was c: le 'ar ly  addressed t o  thatr  goal., aiiil, 
t h e r e f o r e ,  ~ h e  Filnd shou:!d s u p p o r t  i t ,  However, the t . h i r d  sentence was 
1eF;s encourag ing :  ' "The  f i n a n c j . a l  program b u i l t  upon the  has I C  sconvmlc 
s t r a t e g y  of the C h i l e a n  Government: i - e . ,  t o  promote adjustment:  and  
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economic  g rowth  by r e l y i n g  o n  marke t  f o r c e s  and p r i c e  i n c e n t i v e s  t o  g u i d e  
r e s o u r c e  a l l o c a t i o n  i n  t h e  economy." C h i l e ' s  s t r a t e g y  d i d  not  a p p e a r  t o  
have c o n s i s t e d  of  t h e  p u r s u i t  of a b a l a n c e d  set  of econornLc o b j e c t i v e s ,  
b u t  of the a l t e r n h t l v e  p u r s u i t  of one o b j e c t i v e  w i t h o u t  r e g a r d  t o  o t h e r  
o b j e c t i v e s  of economic p o l i c y .  As a c o n s e q u e n c e ,  t!iere were iJany f e a t u r e s  
of C h i l e ' s  ba s i c  economic s t r a t e g y  t h a t  d i d  no t  i n s p i r e  c o n f i d e n c e ,  e v e n  
allowing f o r  t h e  f a c t  t h a t  t h e  C h i l e a n  economy tiad been u n f a v o r a b l y  
a f f z c t e d  by t h e  a d v e r s e  deve lopmen t s  i n  t h e  w o r l d  economy. 

One example was t h e  e x t r e m e  r e l i a n c e  on monetary  p o l i c y ,  wh ich ,  i n  
c o n j u n c t i o n  w i t h  t h e  exchange  ra te  p o l i c y ,  had c o n s i s t e n t l y  produced  h i g h  
real  i n t e r e s t  ra tes  in C h i l e ,  Mr. P o l a k  c o n t i n u e d .  T h e  s t a f f  i n d i c a t e d  
t h a t  rates had been i n  e x c e s s  of 2 5  p e r  c e n t  a y e a r  t h r o u g h o u t  1981 and 
must of 1982. Those  h i g h  rea l  i n t e r e s t  r a tes  c r e a t e d  t h e  need f o r  con- 
trols on c a p i t a l  inflows, c o n t r a r y  t o  t h e  s t a t e d  l i b e r a l i s t  a p p r o a r k  of 
the C h i l e a n  a u t h o r i t i e s .  Tt,at t y p e  of c o n f l i c t  and d i s t o r t i o n  had been 
d i s c u s s e d  by t h e  E x e c u t i v e  Board when i t  had c o n s i d e r e d  t h e  s ta f f  p a p e r  
" I n t e r e s t  Rate P o l i c i e s  i n  D e v e l o p i n g  Coun t ' r i e s "  (SM/82/213,  1 1 / 1 2 / 8 3 .  
I n  l i g h t  of t h e  a n a l y s i s  i n  t h a t  p a p e r ,  which had been  p a r t i c u l a r l y  , 

a p p l i c a b l e  t o  C h i l e ,  h e  c o u l d  not  a c c e p t  f u l l y  w h a t  t h e  s t a f f '  s t a t e d  on 
page 22 of E B S / 8 2 / 2 2 7 ,  t o  t h e  e f f e c t  t h a t  i t  " f u l l y  s u p p o r t s  t h e  a u t h o r i -  
ties' d e t e r m i n a t i o n  t o  c o n t i n u e  t o  allow f r e e  i n t e r e s t  ra tes  t o  a l l o c a t e  
e f f i c i e n t l y  c r e d i t  f l o w s  and p romote  growth i n  d o m e s t i c  savings."  

O t h e r  D i r e c t o r s  had  a l r e a d y  commented on t h e  r e l a t i v e l y  modest 
impac t  on d o m e s t i c  s a v i n g s ,  Mr. Polak n o t e d .  But n e i t h e r  had t h e r e  been  
a n  e f f i c i e n t  a l l o c a t i o n  or' c r e d i t  Elows. The h i g h  i n t e r e s t  r a t e s ,  t o g e t h e r  
w i t h  the exchange  -;ate, had r e s u l t e d  in a r e d u c t l o n  i n  r ea l  domestic 
e x p e n d i t u r e  of 2 0  p e r  c e n t ,  a c c o r d i n g  t o  Mr. Dorloso's s t a t e m e n t .  I t  had  
a l so  produced s h a r p  C n c r e a s e s  i n  t h e  a l ready  h i g h  unemployment l e v e l  i n  
Ch i  le .  

D i r e c t o r s  were b e i n g  t o l d  t h a t  t h e  g u i d i n g  p o l i c y  of t h e  C h i l e a n  
a u t h o r i t i e s  was a d h e r e n c e  to free m a r k e t  Eorces, Mr. Polak o b s e r v e d ,  but 
t h e r e  were a number of s i g n i f i c a n t  e x c e p t i o n s  t o  t h a t  p o l i c y ,  s u c h  a s ,  
c a p i t a l  i n f l o w s ,  and  also t h e  wage i n d e x a t l o n  s y s t e m ,  which h a d  c a u s e d  a 
s h a r p  i n c r e a s e  i n  r e a l  wages. The abandonment of t h a t  s y s t e m  was welcome, 
b u t  C h L l e  s h o u l d  n o t  go t o  t h e  o t h e r  e x t r e m e  i m p l i e d  by t h e  s t a f f  s t a t e m e n t  
t h a t  ". ..wage p o l i c i e s . .  . " - - spec i€ i ca l ly  e n d o r s e d  by t h e  staLf l a t e r  i n  
t h e  paper---".. .have been  a d o p t e d  w i t h  a view t o  e n s u r i n g  t h a t  t h e  g a i n s  
i n  terms of t h e  economy's c o m p e t i t i v e n e s s  will be maximizrtd." T h a t  
s t a t e m e n t  s u g g e s t e d  t h a t  reai wages would be  minimized .  

C o n t r a r y  t o  t h e  p r i n c i p l e  of marke t  Eorces ,  MI?. P o l a k  w e n t  o n ,  C h i l e  
had p r a c t i c e d  a f i x e d  exchange ra te  p o l i c y  f o r  a l m o s t  t h r e e  years d e s p i t e  
 ne fact  that  i t  had become i n c r e a s i n g l y  o b v i o u s  t h a t  t h e  r a t e  was h i g h l y  
u n r e a l i s t i c ,  h a v i n g  p r o d u c e d  an e f f e c t i v e  a p p r e c i a t i o n  oE as  much as 
30 per c e n t .  
c o n f l i c t i n g  s ta tements  a b o u t  them. I n  t h e  s e c t L o n  on wages, t h e  s t a f f  
s t a c r d  t h a t :  "These a c t i o n s  i n  t h e  wage f i e l d  are i n t e n d e d  t o  s u s t a i n  
t h e  rea l  d e p r e c i a t i o n  of r h e  peso ."  In t h e  nex t  p a r a g r a p h ,  d e a l i n g  w i t h  

The new p o l i c y  o b j e c t i v e s  were  u n c i e n r ,  and  the s t a f f  made 
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e x t e r n a l  sector p o l i c i e s ,  t h e  exchange  r a t e  management y > i i c y  o f  t ne  
e u t h o r i t i 2 s  was d e s c r i b e d  as " t o  m a i n t a i n  t h e  rea l  va lce  of t h e  peso o v e r  
tine." F i r s t ,  t h e  s t a f f  u s e d  t h e  term " t h e  r e a l  v a l u e  oE t h e  peso" i n c o r -  
r e c t l y :  i t  was a mnasure  of t h e  p u r c h a s i n g  power of t h e  peso. The s t a f E  
presumably meant t o  r e f e r  t o  t h e  rea l  e f f e c t i v e  exclxinge ra te .  Even s o ,  
t h e r e  r e m i n e d  a c o n f l i c t  be tween t h e  o b j e c t i v e  of r e a l  d e p r e c i a t i o n  and 
t h e  ma in tenance  of t h e  rea l  e f f e c t i v e  ra te .  

I n  l i g h t  of t h e  above o b s e r v a t i o n s ,  t h e  most i m p o r t a n t  and the most 
i n t e r e s t i n g  c o n c l u s i o n  of t h e  s t a f f  a p p r a i s a l  was c o n t a i n e d  i r ,  t h e  l as t  
p a r a g r a p h  on page 2 1 ,  Mr. P o l a k  c o n s i d e r c d .  Commenting on f u t u r e  re la-  
t i o n s  bp,tween t h e  Fund and C h i l e ,  t h e  s t a f f  s t a t e d  t h a t :  "The a u t h o r i t i e s  
s h o u l d  g i v e  p a r t i c u l a r  a t  t e n t i o n  t o  t h e  p r o v i s i o n s  f o r  c o n s u l t a t i o n s  unde r  
t h e  s tand-by  a r r angemen t  . . . . I '  I t  was n o t  t h e  u s u a l  k ind  of s t a t e m e n t  
found i n  t h e  s t a f t '  r e p o r t s ,  b u t  i t  was c a l l e d  f o r  i n  t h e  p r e s e n t  circurn- 
s t a n c e s .  The s t a € f  had c o r r e c t l y  emphas ized  t h e  need f o r  c l o s e  c o n s u l t a -  
t i o n s  t o  tn su r t ?  t h a t  p o l i c y  c h a n g c s ,  o r  t h e  c o n f i r m a t i o n  of e x l s t i n g  
p o l i c . i e s ,  remained i n  l i n e  w i t h  t h e  o b j e c t i v e s  of  che s tand-by  a r r a n g e m e n t .  
He urged t h e  s t a f f ,  i n  t h e  c o u r s e  of c o n s u l t a t i o n s ,  t o  t a k e  f u l l  a c c o u n t  
o f  che many r e s e r v a t i o n s  e x p r e s s e d  by E x e c u t i v e  D i r e c t o r s  OD. p r e v i o u s  and 
proposed  p o l i c i e s  i n  C h i l e .  tie s u p p o r t e d  t h e  r e q u e s t  urlder t h e  compensa- 
t o r y  f i n a n c i n g  f a c i l i t y  e 

Mr. Zhang s t a t e d  that :  h e  s u p p o r t e d  each  of t h e  p r o p o s e d  d e c i s i o n s .  

Mr. M a l h o t r a  s a i d  t h a t  h e  a l s o  s u p p o r t e d  t h e  proposed  d e c i s i o n s .  The 
stand-by program was comprehpns ive ,  t h e  1 )vernment of C h i l e  i n t e n d e d  t o  
reduce I t s  budget  d e f i c i t s ,  and  i t  planrL,d t o  t a k e  s t r o n g  a c t i o n  on t h e  
wages f r o n t .  

The s ta€f  r e p r e s e n t a t j v e  from t h e  Wes te rn  Hemisphere Department 
observed t h a t  t h e  p r e f e r e n t i a l  exchange rate f o r  f o r e i g n  d e b t  s e r v i c e  
payments c o n s t i t u t e d  a m u l t l p l e  c u r r e n c y  praccice as well as a burden on 
monetary p o l i c y .  The i m p a c t  o f  t h e  measure on t h e  monetary program f o r  
1983 had been s u b s t a n t i a l l y  r e d u c e d ,  a deve lopment  t.hat a number of 
D i r e c t o r s  had  c o n s i d e r e d  p o s i t i v e .  Some D i r e c t o r s  had a l s o  f a v o r e d  
e l i m i n a t i o n  of t h e  s y s t e m  a s  so'3n as p o s s i b l e ,  a view w i t h  which t h e  s t a f f  
ag reed .  T h e r e  was a t e n d e n c y  Lor t h e  o f f i c i a l  r a t e  and t h e  p r e f e r e n c i a 1  
r a t e  t o  converge  s i n c e  t h e  o f f i c i a l  exchange ra te  moved i n  a c c o r d a n c e  
w i t h  pas t  inflation, less a n  a l lowance-1  p e r  c e n t  p e r  month--for wor ld  
i . n f l a t i o n ,  w h i l e  t h e  p r e f e r e n t i a l  exchange  r a t e  moved i n  a c c o r d a n c e  w i t h  
pas t  i n f l a t i o n ,  O K ,  f a s t e r  t h a n  t h e  official r a t e .  Under  t h e  p r e s e n t  
sys t em,  however,  t h e  t w o  r a t e s  would no t  converge u n t i l  a b o u t  t h e  end of  
1984.  N e v e r t h e l e s s ,  t h e  a u t h o r i t i e s  had committed themse lves  t o  e l l n i -  
R a t i n g  t h e  system by t h e  end of 1983. T h e r e f o r e ,  a t  sane p o l n t  f n  1983, 
t he re  would have  t o  be e i t h e r  a n  a c c e l e r a t t o n  of t h e  r a t e  of d e p r e c i a t i o n  
of t h e  p r e f e r e n t i a l  exchange rate cr t h e  e l i m i n t t i o n  of the system, w i t h  
t h e  s u b s i d y  p a i d  by a n o t h e r  method, i f  t h e  a u t h o r i t i e s  wi shed  t o  r e L a i n  
t h e  s u b s i d y  f e a t u r e .  They had been  c o n s i d e r i n g  t h e  u s e  o f  t h e  t a x  s y s t e m ,  
as s e v e r a l  D i r e c t o r s  had  suggested, 



One e s p e c i a l l y  s t r o n g  f a c t c r  i n  C h i l e ' s  r e c e s s i o n ,  t h e  s t a f f  r ep re -  
s e n t a t i v e  n o t e d ,  tiad b e e n  t h e  c o m b i n a t i o n  of a f i x e d  exchange  r a t e  w i t h  
h i g h  d o m e s t i c  i n f l a t i o n  f o r  a l m o s t  t h r e e  y e a r s .  Wi th  a f i x e d  e x c h a n g e  
r a t e  and  t h e  wage s y s t e m  i n d e x e d  t o  p a s t  i n f l a t i o r t ,  t h e  C h i l e a n  economy 
had  r a p i d l y  become u n c o m p e t i t i v e .  Over a two-year p e r i o d ,  wages ha2 
r i s e n  a l m o s t  100 p e r  c e n t  i n  d o l l a r  terms. I n  a d d i t i o n ,  t h e  C h i l e a n  
ecorioaiy was an open one, and  b o t h  t h e  e x p o r t  s e c t o r  and  t h e  impor t -  
compet ing  s e c t o r  had d e c l i n e d  s h a r p l y .  

The  e x p l a n a t i o n  f o r  t h e  h i g h  rea l  i n t e r e s t  ra tes  i n  C h i l e ,  t h e  s t a f f  
? p r e s e n t a t i v e  r e m r k e d ,  l a y  p a r t l y  i n  t h e  l a g  i n  i n f l a t i o n a r y  e x p e c t a t i o n s .  

F o r  two y e a r s ,  i n f l a t i o n  had been  a b o u t  30 per c e n t  a y e a r ;  i t  had begun 
t o  d e c l i n e  i n  1981, but  i n t e r e s t  r a t e s  had  remained  h i g h  t h a t  y e a r  and 
i n t o  1982. Tn a d d i t i o n ,  b e c a u s e  of c a p i t a l  o u t f l o w s  i n  1982,  t h e r e  had 
been a l a c k  of l i q u i d i t y  f n  t h e  economy, d e s p i t e  t h e  c r e d i t  expansicj , ,  by 
t h e  Cen'iral  Bank t o  iaeet t h e  f i n a n c i a l  d i f f i c u l t i e s  of t h e  bank ing  i n s t i -  
t u t i o n s .  Month-to-month c h a n g e s  i n  real  i n t e r e s t  r a t e s  had  b e e r  e r r a t i c ;  
however ,  r e a l  i n t e r e s t  r a t e s  were a n  e x  p o s t  phenomenon, a n d  t h e  p r i v a t e  
s e c t o r  c o u l d  n o t  be e x p e c t e d  t o  a n t i c G t e  month-to-month s h a r p  chai iges  
i n  t h e  ra te  of i n f l a t i o n .  

The i n c r e a s e  i n  rea l  j n t e r e s t  rates i n  t h e  l a s t  months of 1982 had  
been  a n e c e s s a r y  c o n s e q u e n c e  of t h e  need  to t i g h t e n  c r e d i t ,  t h e  s t a f f  
r e p r e s e n t a t i v e  s u g g e s t e d .  C r e d i t  e x p a n s t o n  i n  1982 had been  e x c e s s i v e ;  
t h e  pr3gram f o r  1983 would t a k e  time t o  become e f f e c t i v e ,  and  t h e  reserve 
t a r g e t  ..a'ld be a t t a i n e d  m l y  i f  c r e d i t  were t i g h t e n e d  s i g n i f i c a n t l y .  The  
a u t h o r i t i e s  were g e n u i n e l y  c o n c e r n e d  a b o u t  tlie impac t  of- h i g h  i n t e r e s t  
r a t e s  on t h e  p o s s i b i l i t y  of a n  economic u p t u r n  and  on t h e i r  g o a l  o f  
r e d u c i n g  t h e  ra te  of  unemployment f u r t h e r ,  b u t  t h e y  u n d e r s t o o d ,  c o r r e c t l y ,  
t h a t  t h e  i m e d l a t e  c o n s t r a i n t  on  t h e  economy was t h e  b a l a n c e  of payments .  
To improve t h e  b a l a n c e  of  payments  p o s i t i o n ,  a t i g h t  d o m e s t i c  c r e d i t  
p o l i c y  would be n e c e s s a r y  t o  stem c a p i t a l  o u t f l o w s .  I n e v i t a b l y ,  domes t i c  
i n t e r e s t  r a t e s  would have t o  r ise .  Because  of t h e i r  c o n c e r n ,  l iowever,  
t h e y  had begun t o  u s e  t h e  r ed i . s coun t  r a t e  a s - a n  i n d i c a t o r  t o  h e l p  avo id  
" o v e r s  h o o t i n g "  of i n t  e r a  t rates.  

The c r S s i s  e x p e r i e n c e d  by C h i l e a n  f i n a n c i a l  i n s t i t u t i o n s  was t h e  
r e s u l t  n o t  o n l y  of  t h e  r e c e s s i o n ,  t h e  s t a f f  r e p r e s e n t a t i v e  o b s e r v e d ,  b u t  
a . l s o  of t h z  h i g h  f o r e i g n  i n d e b t e d n e s s  o f  t h e  p r i v a t e  s e c t o r ,  among o t h e r  
t h i n g s .  A s i g n i f i c a n t  p a r t  of t h a t  d e b t  had been  t a k e n  o n  by p r i . v a t e  
s e c t o r  e n t i t i e s  a t  a time of f i x e d  exchange  r a t e s ,  on t h e  e x p e c t a t i o n  
t h a t  t h e  system would r e m a i n  s t a b l e .  W i t h  t h e  d e v a l u a t i o n  of  t h e  peso, 
companies  w i t h  no  foreign e a r n f n g s  had been f a c e d  w i t h  a n  i nc rease  i n  
d e b t  s e rv i ce  payments i n  p e s o s  w i t h o u t  any  c o r r e s p o n d i n g  i n c r e a s e s  i n  
t h e i r  income.  T h u s ,  t h e  c o m b i n a t i o n  of t h e  r e c e s s i o n  w i t h  t h e  h e a v y  
Zxposure  , i n  d o l l a r s  e x p l a i n e d  t o  a l a rge  e x t e n t  why many f i n a n c i a l  l u s t i -  
t .ut  ions  had been f a c e d  w i t h  nonpe r fo rming  assets.  D i r e c t o r s  had g e n e r a l l y  
a g r e e d  w i t h  t h e  measu res  ' taken by t h e  a i ~ t h o r i ~ i e s  t i :  d e a l  w i t h  t h e  si tua- 
tion, i n c l u d i n g  t h e  w r i t e - o f f ,  o v e r  a t en -yeac  p e r i o d ,  of t h e  "bad l o a n "  
p o r t f o l i o s .  The a u t h o r i t i e s  i n t e n d e d  t o  limit t h a t  p a r t i c u l a r  I U ~ R S I I C ~  

i n  b o t h  time and c o v e r a g e .  
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The q u e s t i o n  whe the r  t h e  m e a s u r e s  were s u f € : i c i e n t  t o  r e s t o r e  t he  
he r t l t h  o f  t h e  f i n a n c i a l  s y s t e m ,  o r  whec'ner f u r t h e r  m e a s u r e s  would be 
needed ,  was n o t  a n  e a s y  one t o  a n s w e r ,  t h e  s t a f f  r e p r e s e n t a t i u e  coi?imented. 
A t  t h e  moment, t h e  program assumed t h a t  ria :l.id.i t i o n a l  l a r g e - - s c a l e  f i n a n c i n g  
w o u l d  be n e c e s s a r y  by t h e  C e n . t r a l  Bank d u r i n g  t h e  program p e r i o d .  That 
a s s u m p t i o n  e n t a i l e d  a c o n s i d e r a b l e  e l e m e n t  of r i s k .  The a u t h o r i t i e s  were 
p r e p a r e d  t o  meet t h e  s h o r t - t e r m  l i q u i d i t y  problems of  banks i n  d i f . F i c u l -  
t ies  w i t h i n  t h e  c o n s t r a i n t s  imposed by t h e  program. The ' s t a f f  a g r e e d  t h a t  
i f  t h e  problems remained  l i m i t e d ,  t h e y  c o u l d  be  hand led .  If a f i n a n c i a l  
i n s t i t u t i o n  r a n  i n t o  d i f f i c u l t i e s  i n  1983, the  C e n t r a l  Sank cou1.d p r o v i d e  
l i q u i d i t y ,  and  o F f s e t  i t ,  perl . :rs  w i t h  a l a g ,  t h rough  the sa le  of a Central 
Bank i n s t r u m e n t  t o  t h e  m a r k e t ;  a l t e r n a t i v e l y ,  1.t c o r ~ l d  i..!ent t E y  those 
f i n a n c i a l .  i n s t i t u t i o n s  r e t ce fv ing  ii g r e a t e r  p a r t  oE t h e  r e f l o w ,  and  i t  c o u l d  
make a p p r o p r i a t e  arrai;gemeiits w i t h  t h o s e  i n s t l t u t i o n s .  A number or' alter- 
n a t i v e s  were  under  c o n s i d e r a t i o n  by t h e  CIi i lean  a u t n o r l  t i e s  

The s a v i n g s  r a t e  i.n C h i l e  had u n d o u b t e d l y  been  low €or  a number o f  
y e a r s  t h e  staEf r e p r e s e n t a t i v e  noted. I n  t h e  e a r l y  1 ' 3 7 0 ~ ~  p r i v a t e  s ec to r  
s a v i n g s  had been n e g a t i v e .  I n  r e c e n t  y e a r s ,  t h e y  had t u r n e d  p o s i t i v e - -  
amount ing  t o  a b o u t  3 p e r  cent of  GDP i n  1980. N e v e r c h e l e s s ,  the r a t e  ~f 
p r i v a t e  s a v i n g s  c o u l d  be c o n s i d e r e d  d i s a p p o i n t i n g l y  l o w  ~ given t h a t  f r e e  
i n t e r e s t  ra tes  had o f f e r e d  t h e  saver a h i g h  r a t e  o f  r e t u r n .  The s u b j e c t  

had been couched i n  t e r n s  of a permanent income h y p o t h e s i s .  I n  t h e  l a t e  
'1.970s, t h e  C h i l e a n  economy had e x p e r i e n c e d  a boom period. ,  and i t  had been 
e x p e c t e d  t h a t  income would i n c r e a s e  i n  t h e  f u t u r e :  the  permanent  income 
r i s e  had been h i g h ,  and economic p a r t i c i p a n t s  had aimed t h e i r  con.sumpt ion 
p a t t e r n  a t  t h a t  h i g h  l e v e l .  As a r e s u l t ,  s a v i n g s  had been less t h a n  
would o t h e r w i s e  have been  e x p e c t e d  t o  o c c u r .  The argument  w e n t  o n  t o  
s u g g e s t  t h a t  t h e  p r e s e n t  c i r c u m s t a n c e s  of the  C h i l e a n  economy would 
cause a s h a r p  change  i n  e x p e c t a t i o n s .  The  b e l i e f  was t h a t  i t  would  be 
some time b e f o r e  h i g h  r a t e s  of growth  would r e t u r n ,  t h a t  income wou.Ld 
grow more s l o w l y ,  and. t h a t  t h e r e  would ,  t h e r e f o r e ,  be a t endency  t o  
consume a t  a lower r a t e  a n d ,  c o r r e s p o n d i n g l y ,  t o  save a t  a h i g h e r  r a t e .  
I n  a d d i t i o n ,  t h o  p o l i c y  measu res  t h a t  had been  t a k e n  would  t e n d  t o  s h i f t  
Income from wage earners t o  p r o f i c s ,  o r  t o  t h o s e  s e c C o t s  of t h e  economy 
t h a t  t y p i c a l l y  had a h i g h e r  p r o p e n s i t y  t o  save.. 

- had been d i s c u s s e d  i n  Chi le  f o r  a number o f  years and t h e  e x p l a n a t i o n  

Some had asked  what advantages t h e  p r e s e n t  exchange ra te  svsten;,  2 
c r a w l i n g  peg l i n k e d  t o  t h e  d i f f e r e n c e  between d o m e s t i c  and w o r l d  inflatian, 
had over  a c r a w l i n g  peg l i n k e d  t o  a b a s k e t  of c u r r e n c i e s ,  t h e  s r a f f  
r e p r e s e n t a t i v e  obse rved .  A case c o u l d  be made f o r  l i n k i n g  the  exchange  
r a t e  tC? t h e  U.S, d o l l a r ,  s i n c e  m o s t  o f  C h i l e ' s  t r a d e  w;a5 denominated  i n  
d o l l a r s ,  o r  t o  a baske t  of currencies. The p r a c t i c a l  d-LfFerences betwgen 
t h e  present s y s t e m  a n d  a ].ink t o  a c u r r e n c y  b a k . . e t  fdkr?. n o t  g r e a t .  The 
i m p o r t a n t  p o i n t  s t r e s s e d  by 3ir  ocs ,  w i t h  wiiich the  s t a f f  a g r e e d ,  vas  
t h a t  t h e  a u t h o r l t i e s  s h o u l d  5nai.ntain f i e x i b i l i t y .  The p r e s e n t  sys tem 
vas  a s h o r t - t e r m  s o l u t i o n ,  n o t  n e c e s s a r i l y  the b s s t ,  and t h e  s t a f f  had  
s t r o n g l y  urged  the  a u t h o r i t i e s  riot t o  l e n g t h e n  t h e  announcenen t  o f  t h e  
g u a r a n t e e s  u n d e r l y i n g  t h e  sys tern beyond the p r e s e n t  s ix-month p e r i o d .  



Commenting o s  t h e  balance of ytiyrnents, t h e  s t a f f  r e p r e s e n t a t i v e  nocei i  
';hat imporrs were e x p e c t e d  K O  d e c l i n e  f u r t h e r  i.n 1.983, b u t  by a m o d e r a t e  
amoimt compared t o  t h e  s h a r p  c o n t r a c t i o n  t h a c  had occur r t td  :'E 1982.  One 
D i r e c t o r  had a sked  i . f  such  a d e c l i n e  would be. c o n s i s t e n t  w i t h  an upturi.1 
i.n real a c t l . v i t y .  P a r t  of t h e  e x p l a n a t i o n  Lay i n  t h e  change  i n  t h e  
exchange ra te ;  the r a t e  had rnoved i n  f avor  ~f d o m e s t i c  production and 
aga ins t  imports. If t.he e x p e c t a t i o n s  of i n c r e a s e d  s a v i n g s  p r o v e d  c o r r e c t ,  
t h e r e  would be a t e n d e n c y  t o  r e d u c e  spev-ding, p a r t  of which would  be i n  
t h e  form o f  less e x p e n d i t u r e  on i m p o r t s .  

T h e  s t a f f  also e x p e c t e d  a m o d e r a t e  u p t u r n  i n  e x p o r t s ' i n  1983,  t h e  
s t a f f  r e p r e s e n t a t i v e  v e n t  on .  Copper ,  a c c o u n t i n g  € o r  a p p r o x i m a t e l y  50 p e r  
c e n t  of e x p o r t  e a r n i n g s ,  was e x p e c t e d  t o  i n c r e a s e  o n l y  marg ina l ly  i n  
volume, w h i l e  i t s  p r i ce  had  been  p r o j e c t e d  t o  a v e r a g e  75 c e n t s  pei pound 
o n  t h e  London Metai Exchange  (LME) i n  1 9 8 3 .  D i € f e r e n t  v iews  had been  
e x p r e s s e d  concern ing  w h e t h e r  t h e  p r o j e c t i o n  was t o o  high or  t o o  low; i n  
a n  a r t i c l e  i n  t h a t  d.ay's Wall S t r e e t  J o u r n a l  t h e  averag;! p r i ce  of c o p p e r  
i n  t h e  f i r s t  h a l f  o f  1983 was p r o j e c t e d  t o  be 83 cents p e r  pound Li%. 

-- -- 
Thus, t h e  s t a f f  p r o j e c t i o n  of 7 5  c e n t s  per pound c o u l d  be c o n s i d e r e d  
c o n s e  rvat i v e .  

Another f ac to r  a f f e c t i n g  e x p o r t s  was t h e  s t r o n g  movement of t h e  
exchange  ra te  in C h i l e ' s  f a v o r ,  t h e  s t a f f  r e p r e s e n t a t i v e  remarked. A 
number of n o n t r a d i t i o n a l  e x p o r t  p r o d u c t s  had been  s i g n i f i c a n t l y  a€ f e c t e d  
by t h e  dec. l ine i n  Chile's c o m p e t i t i v e n e s s  o v e r  t h e  p r e v i o u s  two or  t h r e e  
ysars :  food ,  vegeta 'bles,  f i s h i n g ,  and lumber .  T h e r e  were a l r e a d y  i n d i -  
c a t i o n s  t h a t  r h o s e  s e c t o r s  were  r e c o v e r i n g ,  p a r t i c i i l a r . l y  f i s h i n g .  I n  
the lumber i n d u s t r y ,  t h e  C h i l e a n  a u t h o r i t i e s  b e l i e v e d  t h a t  t h e  i n d u s t r y  
c o u l d  recover t h e  s h a r e  of t h e  marke t  t h a t  had  been l o s t  as a r e s u l t  of 
n o n c o m p e t i t i v e n e s s .  The i n d u s t r y  was w e l l  e s t a b l i s h e d ,  arid i t  used  modern 
and  e f f i c i e n t  mach ine ry .  On t h e  s e r v i c e  s i a e  of t h e  c u r r e n t  . a c c o u n t  t h e  
s t a f f  had based  its c a l c u l a t i o n s  of t h e  i n t e r e s t  r a t e  burden  on a U . S .  
p r i m e  ra te  o f  13 p e r  c e n t .  A l r e a d y  t h a t  a p p e a r e d  to be h i g h ;  i f  t h e  
prime re te  a v e r a g e d  11 p e r  c e n t  i n  1.983, C h i l e ' s  current a c c o u n t  would  
improve  by a b o u t  $140-150 ml. l l ion as a r e s u l t  of  Lower i n t e r e s t  payments.  

C a p i r a l  f l ows  c o u l d  be c o n s i d e r e d  in t h r e e  c a t e g o r i e s ,  t h e  s t a f f  
r e p r e s e n t a t i v e  s u g g e s t e d ,  narne:ly, d i r e c t  i n v e s t m e n t ,  f i n a n c i a l  f l o w s  t o  
t h e  p r i v a t e  s e c r o r ,  a n d  E i n a n c i a l  f lows t o  t h e  p u b l i c  s e c t o r .  D i . r e c t  
i n v e s t m e n t  was e x p e c t e d  t o  be a l i t t l e  lower  i n  1983 t h a n  i n  1.982, a b o u t  
$ 4 5 0  i n i l l i o n  compared w i t h  $480 million. T z  s h o u l d  b e  rioted t h a t  both 
amounts  were large compared w i t h  t h e  t w o  or t h r e e  p r e c e d i n g  years. Part 
of the f l o w s  arose from nunber  of l a r g e  p r o j e c t s  i n  t h e  mi .n ing  s e c t o r  
t h a t  h a d  been s t a r r e d  i n  1982 a n d  were e x p e c t e d  t o  c o n . t i n u e  a t  a b o u t  t h e  
same l e v e l  i n  1.983. A n o t h e r  p a r t  was e x p e c t e d  t o  be i n  t h e  form of 
c a p i t a l  c o n t r i b u t i o m  by f o r e i g n  banks  t h a t  had an  i n t e re s t  i-n f i n a n c i a l  
i r i s t i t u t i o n s  i n  C h i l e .  T h e  total of  n e t  financial ~ : L o w s ,  b i r th  pub l i c .  
and  p r i v a t e ,  was e x p e c . t e d  co be  about  $660 m i l l . i o n ,  of  which $200 million 
was expected t o  go t o  t h e  p r i v a t e  s e c t o r .  However, a b o u t  $ 1 5 0  m i l l . i o n  
o f  t h a t  amount W H S  t o  be borrowed by a commercial bank. t h a t  was p u b l i c l y  
owned, and  t h a r  i n €  low c o u l d  be c o n s i d e r e d  p u b l i c  s e c t o r  borrowilig.  T h e  
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o t h e r  $50 m i l l i o n  was expected to a r i s e  from a r e t u r n  t o  a more normal 
p a t t e r n  o€ t r ade  F inanc ing .  Thus ,  t h e  s t a f f  e x p e c t e d  o n l y  a modest new 
i n i l o w  i n t o  the C h i l e a n  p r iva t e  s e c t o r  i n  1383. 

The $460 m i l l i o n  i n f l o w  t o  t he  n o n f i n a n c i a l  p u b l i c  sector was eqtlal 
t o  t h e  d e f i c i t  of t h a t  s e c t o r a s s r i m e d  i n  t h e  program, t h e  s t a f f  r e p r e -  
s e n t a t i v e  rioted. Kowever, i t  was c o t  n e c e s s a r y  t h a t  t h o s e  two amounts 
c o i n c i d e .  
amount, t h e n  c h e  p u b l i c  sec tor  c o u l d  borrow less and t h e  program r e q u i r e -  
ments would s t i l l  be sa t i sz ied .  The Dreakdown of t h e  t o t a l  $660 m i l l i o n  
of c a p i t a l  i n f l o w s  was based  TI t h e  s t a f f ' ; ;  b e s t  judgrnent of what was 
i l k e l y  t o  happen  i n  1983. A s  , f o r  the ceasonabl.eriess of t h e  assumptions, 
tt: was worth not ing  t h a t ,  i n  December 2982, when w o r l d  market c o n d i t i o n s  
had heen d i f f i c u l t  f o r  any L a t i n  American c o u n t r y ,  C h i l e  had been ab le  
t o  o b t a i n  a $300 million 1oa.n for. o n e  of i t s  p u b l i c  companies. Zn f a c t ,  
t h e  l o a n  had been o v e r s u b s c r , i b e d ,  amount ing  e v e n t u a l l y  t o  $ 3  15 m i l l i o n ;  
i t  had been c o n t r a c t e d  on r e l a t i v e l y  f a v o r a b l e  terns,  i n d i c a t i n g  t h a t  
C h i l e  had  a s u f f i c i e n t l y  good c r e d i t  r a t i n g  t h a t  it might e x p e c t  t o  obraLn 
t h e  amunt of financing needed  i n  1983. 

If t h e  p r i w t e  s e c t o r  was able  t o  borrow mock t h a n  t h e  e x p e c t e d  

I t  had been s u g g e s t e d  t h a t  t h e r e  would be severe  p r e s s u r e  on wages 
i n  1983, t h e  s t a f f  r ep resen ta t ive  c o n t i n u e d .  The s taff  noted t h a t ,  
because of t h e  h i g h  r a t e  of unemployment, wage demands i n  r e c e n t  Q O ~ L ~ S  
had been limited. T h e  most r e c e n t  i n f o r m a t i o n  i n d i c a t e d  t h a t  emphasis 
vas b e i n g  placed on employment s t a b i l i t y  r a t h e r  t h a n  on l a rge  nominal. 
wage i n c r e a s e s .  I n  t h e  p u b l i c  s e c t o r ,  i t  was e x p e c t e d  that  employees 
of  t h e  Central Government would receive a n  i n c r e a s e  o f  a b o u t  io-12 p e r  
cenl: i n  t h e  m i d d l e  of 1983 ,  a l t h o u g h  a f i n a l  f i g u r e  had n o t  yec been 
d e c i d e d .  

The  c o n s i s t e n c y  of t h e  C h i l e a n  a i i t h o r l t i e s '  s t r a t e g y  had been  ques- 
t i o n e d  by Mr. Folak,  The s t a f f  r e p r e s e n t a t i v e  from t h e  Western  Fiernisphere 
Depar tment  no ted .  The s t a f f  d i d  no t  b e l i e v e  t h a t  t h e  market o r i e n t a t i o n  
of  t h e  a u t h o r i t i e s '  s ' t r a t e g y  had caused t h e  r e c e s s i o n  or t h e  f i n a n c i a l  
problems t h a t  Chile $as e x p e r i e n c i n g .  I n d e e d ,  i t  could be arsued t h a t  
i n a d e q u a t e  i m p l e m e n t a t i o n  of t h e  strategy had r e s u l t e d  in a c e r t a i n  
i n c o n s i s t e n c y  i n  policies, a s  i n  t h e  i n d e x a t i o n  of wages and the  f i x i n g  
of t h e  exchange rate.' Both t h o s e  fundamen ta l  p o l i c y  a r e a s  h 2 d  been 
a d j u s t e d  a p p r o p r i a t e i y ;  t h u s ,  i t  was wor th  emphas iz ing  t h a t  i t  was not 
t h e  s t r a t e g y  per s e  t h a t  h a d . b e e n  i n c o r r e c t  but t h e  manne'r: i n  w h i c h  i t  
had been ,  at t i m e s ,  implemented .  

The sraf  f r e p r e s e n t a t i v e  from t h e  Exchange a n a  Trade Relations 
Depar tment  n o t e d  t h a t  one Director had r e f e r r e d ,  i n  p a s s i n g ,  t o  che i s s u e  
of short-term borrowing. The s t a f f  was p r e p a r t n g  a repor t  u n  t h e  genera l  
. issue of  s h o r t - t e r m  , i n d e b t e d n e s s  i r !  wh ich  s h o r t - t e r m  d e b t  ques t ions  would 
be discussed. Anorher D-irektor  had asked a b o u t  t h e  i m p l i . c a t i o n s  of the 
c e i l i o g s  on n e t  d o m e s t i c  assets .  The  normal p r a c t i c e  was to f o r m u l a t e  
those c e i l i n g s  e i t h e x  i n  tg rms  of s t o c k s  o u t s t a r d i n g  a t  t h e  end o f  t h e  
s t i l t e d  p e r i o d ,  OK in t e rms  of eriinul-ative changes i n  t h e  s t o c k  o v e r  t h e  
pe-r lod.  F o r  C h i l e ,  t h e  c e i l i n g s  had been d e f i n e d  in t e rms  of stocks a t  

,$ 
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t h e  FIE!$ af  t h e  p e r i o d .  The i m p l i c a t i o n  was t h a t ,  when a c o u n t r y  requested 
a drawing ,  t h e  c e i l i n g  had t o  be o b s e r v e d  on t h e  bas i s  of t h e  l a t e s t  
available data. If t h e  c e i l i n g  h a d  not been  o b s e r v e d  a t  t h e  most recent  
d:ice, t h e  drawing  c o u l d  not be made. However, i f  a t  ct l a t e r  s t a g e  within 
t h e  quarter,  n e t  d o m e s t i c  asset  e x p a n s i o n  f e l l  back u n d e r  t h e  c e i l i a g ,  a n d  
i f  a l l  t h e  o t h e r  c r i t e r i a  were  being o b s e r v e d ,  t h e  c o u n t r y  c o u l d  make t h e  
d rawing  at that .  p o i n t .  

A numbsr of Director. ,  had e x p r e s s e d  s u p p o r t  f o r  t h e  i n c l u s i o n  of 

The  p a r t i c i i l a r  a t t e n t i o n  drawn t o  the cot-tsultat'ion clause 
t h e  c o n s u l t a t i o n  c l a u s e  i n  t h e  s t a f f  appraisal, t h e  s t a f f  r e p r e s e n t a t i v e  
cont inued. 
was a p p r o p r i a t e  i n  C h i l e ' s  case, b u t  t h a t  approach  c o u l d  be a p p l i e d  more 
generally, Like r ev iew c lauses ,  c o n s u l t a t i o n  c l a u s e s  v e r e  a n e c e s s a r y  
supplsment  t o  the q u a n t i t a t i v e  performance c r i t e r i a .  The p e r f o r m a n c e  
c r i t e r i a  served t o  i y i d i c a t e  t o  t h e  E x e c u t i v e  Board w h e t h e r  t h e  economy 
was p e r f o r m i n g  a s  e x p e c t e d .  I f  t h e  economy was n o t  p e r f o r m i n g  as e x p e c t e d  
arid t h e  c r i t e r i a  were not  met, t h e  country  c o u l d  n o t  draw. T h a t  i n a b i l i t y  
t o  draw s h o u l d  l o g i c a l l y  l e a d  t o  c o n s u l t a t i o n  t n  d e t e r m l n e  t h e  r e a e o n  
.For t h e  lack. of  p e r f o r m a n c e  as measur.ed by  t h e  q u a n t i t a t i v e  criteria. 
It might b e  t h o u g h t  t h a t  t h e  c o n s u l t a t i o n  c l a u s e  h a d  become a s t a n d a r d  
f e a t u r e  of t h e  Fund Is a r r a n g e m e n t s  w i t h  members, t o  which  no p a r t  i c u l a r  
o p e r a t i o n a l  s i g n i f i c a n c e  was a t t a c h e d ,  However, i f  t he  clause a c q u i r e d  
che role  and s c o p e  t h a t  t h e  s t a f f  sought f o r  i t  i n  the p r e s e n t  case, 
much would be done t o  a v o i d  t h e  impression-that t h e  Fund ' s  programs had 
becoae t o o  r i g i d  and precise .  

The staff  r e p r e s e n t a t i v e  from t h e  Research Depar tment ,  commenting on 
the compensa tory  f i n a n c i n g  f a c i l i t y  request ,  s a i d  t h a t  some D i r e c c o r s  had 
suggested tha t  t h e  s t a f f  c o u l d  have d e a l t  more e x p l i c i t l y  w i t h  t h e  e f fec t  
oE t h e  exchange  r a t e  on the  calculation o f  the e x p o r t  s h o r t f a l l .  The 
a p p r e c i a t i o n  of t h e  exchange r a t e  had h a d  a p a r t i c u l a r l y  a d v e r s e  impact 
o n  two sectors: wood and t h e  group of commodi t ies  r e f e r r e d  t o  as " o t h e r  
e t iports ."  (In page 11 of EBS/82/228, the s t a f f  had s t a t e d  t h a t  t h e  s h a r p  
siowdown of o t h e r  e x p o r t s  i n  1979 and 1980 had been c a u s e d  by t h e  r e c e s s i o n  
and by the real  e f f e c t i v e  a p p r e c i a t i o n  of t h e  peso. T h e r e  had a l s o  been 
an i n d i r e c t  r e f e r e n c e  t o  t h e  e f f e c t s  of t t e  o v e r v a l u a t i o n  o €  t h e  exchange 
rate i n  t h e  s e c t i o n  d e a l i n g  w i t h  wood, i n  which t h e  s t a f f  had p o t n t e d  
o u t  that. C h i l e  had  Lost market s h a r e s  i n  t h e  shortfal l .  y e a r .  However, 
t h e  s t a f f  had not r e f e r r e d  t o  t h e  ro l e  of t h e  exchange r a t e  e x p l i c i t l y  
-i.n t h e  s t a f f  a p p r a i s a l ,  and  i t  had c o n f i n e d  i t s  comments i n  t h a t  s e c t i o n  
t o  t h e  f a c t  t h a t  t h e  s h o r t f a l l  was overwhelmingly  re la ted t o  pr i ce  d e v e l -  
opments c l e a r l y  o u t s i d e  t h e  c o n t r o l  of C h i l e .  I n  T a b l e  4 of E B S / 8 2 / 2 2 8 ,  
the s t a f f  had i n d i c a t e d  c h a t  t h e  volume o f  e x p o r t s  o f  major commodittes, 
a c c o u n t i n g  Eor crtore t h a n  70  p e r  c e n t  of e x p o r t s ,  had i n c r e a s e d  by 12 p e r  
c e n t  I R  t h e  s h o r t f a l l  y e a r ,  whereas p r i c e s  f o r  that  g roup  of commorl i t tes 
had fa l len by 8 per c e n t .  The  group r e f e r r e d  t o  as  "other e x p o r t s "  was 

not i n c l u d e d  in T a b l e  4 ,  b u t ,  a s  n o t e d ,  t h e ' s t a f f  had o e n t i o n e d  t h e  
ddverse  e f f e c t s  of t h e  a p p r e c i a t i o n  of t h e  axchange r a t e  39 a Faccor i n  
t he  s h o r t f a l l  f o r  those exports .  
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One D.iract.or had  a , s k r d  abuui: the  f r e q t s e n c y  w:.th w h . i c h  p r i c e  
pro jec t ions  were made by t h e  s t a f f ,  t h e  s t a f f  r ep resen ta t ive  colit,iimeci. 
Pro j ec t fonu  were iwde f o r  each paper on a request for: corrrpe:.isjati3ry 
E i ? W n C i f k $ .  T h e  staE E took into account t h e  inost r e c e n t  i n f o r m a c  i.t!jn on 
marke t  deve lap inents ,  as weli. as  p r o j e c t i o n s  made i n  conilhir:t:ic)n w i t h  t h e  
World Ecommic Out look  and  p r o j e c t i o n s  made by economi.stu t r t  o the r  insti- 
t u t i o n s ,  p a r t i c u l a r l y  i n  the World Bank. The  market p r t c e s  were then 
related t o  t h e  e x p o r t  un i t  v a l u e s  oE t h e  p a r t i c u l a r  country under CCri iS id-  

e r a t i o n ;  there  could be substantial v a r i a t i o n s  between changes  i n  market 
p r i c e s  and changes i n  u n i t  va1ues, depend ing  on t h e  p a r t i c u I A r  circum- 
stances. 

The p r o j e c t i o n s  fo r  C h i l e  had been  made i n  Yavaaber  1982 w h e n  t h e  
L O Z I ~ O L I  Netal Exchange p r i c e  o f  coppr r - - to  t a k e  t h e  most i m p o r t a n t  e x p o r t  
comrwdtty--had been 65.5 c e n t s  p e r  pound,  t h e  s t a f f  r e p r e s e n t a t i v e  o b s e r v e d .  
The staff's p r o j e c t i o n s  f o r  the 1 2  montlis t o  Scpteinbec 1983 s u g g e s t e d  a 
p r i c e  a b a u t  the  same as t h a t  w h i c h  t h e  s t a E f  r ep resen ta t ive  from the 
Western  Hemisphere Department had mentioneci w i t h  reEerence t o  calendar  
year 1983: a b o u t  7 5  c e n t s  per pound. S i n c e  t h e  time t h a t  the p r o j e c t i o n s  
had beeri made, the  p r i c e  had moved u p  from 65 c e n t s  p e r  puu:id t o  71 cenES  
p e r  pound i n  daCly  t r a d i n g .  I t  would  be incorrect  t o  u s e  one  day ' s  t r a d i n g  
as a j u s t i f i c a t i o n ,  b u t  it indicated t h a t  rndrket p r i ces  were moving  i n  
the d i r e c t i o n  of t h e  p r o j e c t  i o n  rcade i n  November 1962 f o r  che 1 2  moriths 
t o  Se$tembrr 1983. Recent p r o j e c t i o n s  o f  copper pr ices  made o u t s i d e  rhe  
Fund were more o p t i m i s t i c  t h a n  those made by t h e  s t a f f ,  p r i m a r i l y  b e c a u s e  
the staff had learned from experience t o  exerc ise  c a u t i o n  i n  j u d g i n g  t h e  
p r o s p e c t s  f u r  an uptiirri in t h e  w o r l d  economy. 

A Direc to r  had wondered why t h e  balance of  payments d z i t i i  .in 
EBS /82/227-the paper on t h e  Art ic le  ZV consul ta t ion  a n d  stand-by reques t - -  
were p r e s e n t e d  i n  terms of U . S .  d o l l a r s ,  t h e  s t a f f  r e p r e s e n t a t i v e  from 
the Research  Department o b s e r v e d ,  whereas i n  EBSj82 /2%8- - the  p a p e r  o n  t h e  
campensatory f i n a n c i n g  E a c l l i  t y  r eques t - the  b a l a n c e  of p a y m e n t s  d a r a  were 
expressed in terms O F  SDRs.  111 E U S / 8 2 / 2 2 8 ,  aiL.1 ca l . cu la t i . vns  were e x p r e s s e d  
i n  SDRs;  it was s t anda rd  p r a c t i c e  t o  do s o  f o r  pap2rs on comperisatory 
f inanc : f  ng. The  b a l a n c e  of payments t1at.a used i n  EBS/82!228 w e r e  c c j n s i s t e n t  
w i t h ,  and i n  f ac t  were  based  upon t h e  d a t a  u s e d  i n  t he  stand-by paper. 



Nr. Zhang asked  whether t h e  staff might comment P u r t h e r  on t h e  redsons  
fwr the seve r i ty  of t h e  r e c e s a i o n  i n  C h i l e  compared with o t h e r  c o u n t r i e s .  
The s t a f f  r e p r e s e n t a t i v e  had mentioned C h i l e ' s  l a r g e  e x p o r t  s e c t o r ,  bur 
c h a t  sector a c c o u n t e d  f o r  about o n l y  18 p e r  c e n t - o f  GNP, n o t  a n  u f i u s u a l l y  
Large p r o p o r t i o n .  The volume o€ e x p o r t s  i n  1 9 8 1  and 1982 had been  a b o u t  
t h e  same as i n  1979 i n  d o l l a r  terms. Second,  had t h e r e  been s i g n i f i c a n t  
changes  i n  t h e  d i s t r i b u t i o n  of incocue i n  C h i l e  i n  recent y e a r s ?  I f  s o ,  
what had been the impact on savings?  H i s t o r i c a l l y ,  t h e  p r o p e n s i t y  t o  
consume among upper  income g r o u p s  i n  C h i l e  had been  h i g h .  Thus ,  i t  was 
a n  open q u e s t i o n  whether a s h i f t  from wages t o  p r o f i t s  would  have  a 
b e n e f i c i a l  impact  on t h e  f u t u r e  ra te  oE s a v i n g s .  

The  s t a f f  r e p r e s e n t a t i v e  from t h e  Wes te rn  Hemisphere Department 
replLed t h a t  t h e  openness of  t h e  economy depended on b o t h  e s p o r t s  and 
i m p o r t s .  'In t h e  p e r i o d  of t h e  f i x e d  exchange  ra te ,  when C h i l e  had been 
ab le  t o  o b t a i n  a g r e a t  d e a l  o f  f o r e i g n  f i n a n c i n g ,  i m p o r t s  had i n c r e a s e d  
d r a m a t i c a l l y ,  a n d ,  a s  a result, t h e  d o m e s t i c  i n d u s t r y  had been  slowly 
p r i c e d  a u t  of t h e  marke t .  Thus ,  the r e c e s s i o n  had a f f e c t e d  i m p o r t - .  
competing i n d u s t r i e s ,  n o t  o n l y  e x p o r t  i n d u s t r i e s .  I n v e s t m e n t  h a d ,  i n  
f a c t ,  d e c l i n e d  s h a r p l y  -In 1982, a s  i n d i c a t e d  in T a b l e  8 of EBS/82/227. 
Gross d o m e s t i c  i n v e s t m e n t  had f a l l e n  From 2 2  p e r  c e n t  of GDP i n  1981 t o  
15.4 p e r  c e n t  in 1932, t h e  d e c l i n e  b e i n g  particularly s t r o n g  i n  t h e  
p r i v a t e  s e c t o r .  

Commenting on  t h e  d i s t r i b u t i o n  of income, t h e  s t a f f  r e p r e s e n t a t i v e  
f rom t h e  Western  Hemisphere  Depar tmen t  n o t e d  t h a t  t h e r e  were no n a t i o n a l  
a c c o u n t i n g  d a t a  a v a i l a b l e  on income by economfc s e c t o r  i n  C h i l e .  However, 
t h e  e v i d e n c e  from t h e  g rowth  of nomina l  wages d u r i n g  t h e  p e r i o d  of t h e  
fixed exchange r a t e  Ind ica t ed  t h a t  t h e r e  had been  a s i g n i f i c a n t  s h i F t  of 
income toward t h e  wage-ea rn ing  sec tor  a t  t h a t  t i m e .  T h a t  s h i f t  had  
been i n s t r u m e n r a l  i n  making t h e  economy n o n c o m p e t i t i v e ;  i t  had c a u s e d  a 
large r i s e  i n  i m p o r t s  a n d ,  c o r r e s p o n d i n g l y ,  a low l e v e l  o f  p r o f i t s  i n  
t h e  d o m e s t i c  impor t - compe t ing  i n d u s t r i e s .  The i n c r e a s e s  i n  wages i n  2980 
and 1981 had amounted t o  about 100 p e r  cent i n  nominal terms, e x p r e s s e d  
i n  pesos .  However, because t h e  exchange  r a t e  had been  f i x e d ,  t h e r e  had 
been  a c o r r e s p o n d i n g  i n c r e a s e  i n  d o l l a r  terms a l s o ,  r e s u l t i n g  i n  a 
d e t e r i o r a t i o n  of t h e  economy's c o m p e t i t i v e n e s s .  T h e  b e n e f i c i a l  impac t  
on p r i c e s  t h a t  might  have  been  e x p e c t e d  from the i m p a c t  of t h e  f i x e d  
exchange  ra te  on  i m p o r t  prices had n o t  f i n a l l y  o c c u r r e d  u n t i l  t h e  end o f  
1981. The C h i l e a n  a u t h o r i t i e s  had been  a n x i o u s l y  a w a i t i n g  s u c h  a bene€i -  
c i a 1  e f f e c t  f o r  two y e a r s ,  b u t  i t :  had not o c c u r r e d  u n t i l  t h e  r e c e s s i o n  
had become pronounced. 

Mr. Dal la ra  thanked  t h e  s t a f f  f o r  t h e  a d d i t i o n a l  i n f o r m a t i o n  t h a t  i t  
had  p r o v i d e d  conce rnFn8  t h e  b a s i s  f o r  t h e  1982 c a p i t a l  account: p r o j e c t i o n s .  
It would be h e l p f u l ,  i n  g e n e r a l ,  i f  such  i n f o r m a t i o n  cou ld  be i n c l u d e d  i n  
t h e  documents p r o v i d e d  t o  E x e c u t i v e  D i r e c t o r s ,  i f  n e c e s s a r y  3.n s u p p l e m e n t s ,  
accampanied, a s  a p p r o p r i a t e ,  by the c a v e a t  r e q u i r e d  w h e n  d e a l i n g  w i t h  
d e t a i l e d  c a p i t a l  account:  projecttons* T h e  i n f o r m a t i o n  p r o v i d e d  c o n c e r n i n g  
t h e  r e c e n t  bor rowing  e f f o r t s  by a n  oF E i c i a l  government e n t i t y  w a s  encour- 
ag ing ,  b u t  t h e  p r i v a t e  s e c t o r ' s  d e b t  s i t u a t i o n  in 1983 remained  u n c l e a r -  



F i r s t ,  was t h e  e x p e c t e d  r e d u c t i o n  i n  t h e  o u t s t a n d i n g  levels  of n e t  p r i v a t e  
s e c t o r  d e b t  i n  1983 a t t r i b u t a b l e  t o  a more F a v o r a b l e  i n t e r n a t i o n a l  l e n d i n g  
enviconment  f o r  C h i l e ,  o r  t o  t h e  reduction i n  t h e  r a t e  of  growth of n e t  
central. b a r k  c r e d i t ?  Second, d i d  t h e  m o d i f i e d  s y s t e m  of s u b s i d i e s  c o n t i n u e  
t o  p r o v i d e  i n c e n t i v e s  f o r  repayment  of  p r i n c i p a l  a n d ,  t h e r e f o r e ,  c o u l d  
i t s  e l i m i n a t i o n  h e l p  t o  d e a l  w i t h  t h e  p o t e n t i a l  p roblem of a f u r t h e r  n e t  
r e d u c t i o n  i n  o u t s t a n d i n g  f o r e i g n  d e b t  t o  t h e  p r i v a t e  s e c t o r ?  

The s t a f f  r e p r e s e n t a t i v e  f rom t h e  Western Hemisphere Department  com- 
mented t h a t ,  i n  o rde r  f o r  o u t s t a n d i n g  p r i v a t e  s e c t o r  d e b t  t o  s t a b i l i z e ,  
c e n t r a l  bank c r e d i t  p o l i c y  would have  t o  hecome t i g h t e r  and rea l  d o m e s t i c  
i n t e r e s t  rates would h a v e  t o  r ise ,  a p r o c e s s  a l r e a d y  u n d e r  way ,  w i t h  t h e  
p r o s p e c t  of r e l a t i v e l y  h i g h  i n t e r e s t  rates c o n t i n u i n g  i n  1983. I n  1982, 
p a r t i c u l a r l y  i n  che s e c o n d  h a l f  of t h e  y e a r ,  t h e r e  had  been a r e d u c t i o n  
i n  o v e r a l l  p r i v a t e  s e c t o r  d e b t ,  s o  t h a t  i n  I983 t h e r e  would be t h a t  much 
l e s s  of a n  overhang t o  be reduced .  U n t i l  December 2 0 ,  1982,  t h e  s u b s i d y  
had encouraged  t h e  repayment  of d e b t .  I d e a l l y ,  t h e  s u b s i d y  s h o u l d  be 
e l i m i n a t e d ,  b u t  i t s  i m p a c t  a t  p r e s e n t  was less  t h a n  i t  had been. H e  a g r e e d  
t h a t  &he i . n t e r n a t i o n a 1  l e n d i n g  envi ronment  would have a n  i m p o r t a n t  r o l e  
t o  p l a y  i n  t h e  d e b t  p i c t u r e .  Hut t h e  w i l l i n g n e s s  of d o m e s t i c  e n t i t i e s  
t o  take on f u r t h e r  d e b t  w a s  a l s o  i m p o r t a n t ,  sirice t h e y  had l e a r n e d  t h e  
l e s s o n s  O F  o v e r e x p o s u r e  i n  t h e  p r e v i o u s  two y e a r s .  The program assumed 
Lhat most of t h e  e x p e c t e d  r e s e r v e  l o s s  w o u l d  o c c u r  i n  t h e  f i r s t  halE-of 
t h e  y e a r ;  t h e  a u t h o r i t i e s  h a d  r e i t e r a t e d  t h e i r  i r? tent i .on t o  t i g h t e n  
d o m e s t i c  c r e d i t  f u r t h e r  i f  t h a t  was what was r e q r i i r e d  t o  c r e a t e  t h e  con- 
d i t i o n s  f o r  the  p r i v a t e  s e c t o r  t o  meet its c r e d i t  n e e d s  t h r o u g h  f o r e i g n  
€ i n a  n c i  ng . 

Mr, El-Khouri  commented t h a t  it was u n c l e a r  w h e t h e r  t h e  program 
c o n t a i n e d  a s p e c i f i c  p r o v i s i o n  f o r  a mid-term review. T h e r e  was s i m p l y  
a r e f e r e n c e  t o  a c o n s u l t a t i o n  in t h e  m i d d l e  of 1983. 

The staff r e p r e s e n t a t i v e  f rom t h e  Exchange and Trade  R e l a t i o n s  
Department  s a i d  t h a t  t h e r e  was t o  be a r e v i e w ,  b u t  t h e  review was not  
i t s e l f  a per formance  c l a u s e  b e c a u s e  t h e  q u a n t i t a t i v e  c e i l i n g s  had been 
s e t  on a q u a r t e r l y  b a s i s  t h r o u g h o u t  t h e  y e a r ,  ar.d t h e r e  w a s  no need t o  
h a v e  b o t h  q u a n t i t a t i v e  c r i t e r i a  and  a r e v i e w  as  per formance  c l a u s e s .  I t  
was c o r r e c t  t o  s a y  t h a t  t h e  r e f e r e n c e  t o  t h e  c o n s u l t a t i o n  c l a u s e  i n  t h e  
s t a f f  a p p r a i s a l  was n o t  s t a n d a r d ,  b u t ,  as  he tiad i n d i c a t e d  e a r l i e r ,  i t  
would be u s d u l  i f  c o u n t r i e s  were t o  p a y  c l o s e r  a t t e n t i o n  t o  t h e  c o n s u l -  
tation p r o v i s i o n s ,  p a r t i c u l a r l y  when t h e  i n t e r n a t i o n a l  env i ronmen t  was 
u n c e r t a i n ,  o r  when a program was n o t  working  o u t  as had been e x p e c t e d .  

Xr. Gomel r e c a l l e d  t h a t  Mr. L o v a t o  had r a i a e d  t h e  q u e s t i o n  of t h e  
our look  f o r  d o m e s t i c  demand in 1983. T h e  a u t h o r i t i e s  were r e l y i n g  on a 
d r a s t i c  r e d u c t i o n  i n  income in o r d e r  to increase p r o f i t s  and, t h e r e b y ,  t o  
s t i m u l a t e  i n v e s t m e n t .  However, t h e  envi ronment  f o r  a needed i n c r e a s e  i n  
i n v e s t m e n t  was u n f a v o r a b l e  b e c a u s e  b u s i n e s s  c o n f i d e n c e  was low,  i n t e r e s t  
ra tes  were e x p e c t e d  t o  remain h i g h ,  and t h e  f i n a n c i a l  s t r u c t u r e  was weak. 
He i n v i t e d  t h e  s t a f f  t o  comment f u r t h e r  on t h a t  environinent .  
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The 5ca f f  r e p r e s e n t a t i v e  from t h e  Wesiern Hemisphere Departioeirrt 
sa id  t h a e  b o t h  t h e  staff  and t h e  a u t h o r l t f e s  e x p e c t e d  t h a t .  the uji t t r rn  Lo 
t h e  economy wOu1d be slow. WLchin t h e  a u t h a r i t i e s '  s t r a t e g y ,  &he e x p o r t  . 
s e c t o r  was i n t e n d e d  t o  be t h e  engine o€ growth, bu.t p e r f o r m a n c e  i n  t h a t  
a rea  would o b v i o u s l y  depend a great deal  on d e v e l o p m e n t s  i n  t h e  world 
emnomy. A t  t h e  same time, the authorities h.ad p u t  together an economic 
program t h a t  t h e y  believed was c o n s i s t e n t  and t h a t  would g i v e  t h e  pr - tva te  
sector a measure of c o n f i d e n c e  t h a t  t h e  economy wuuld'fmprove i n  ~ k e  
Fu tu re*  However, i t  was worth reiterating t h a t  domestic  consumer^ were 
not e x p e c t e d  t o  p r o v i d e  t h e  demand b u t ,  r a t h e r ,  t h e  export  s e c t o r .  

The Ac t ing  Chairman n o t e d  t h a t  M r .  El-Khour i  had  asked a b o u t  t h e  
ineaning of t h e  n e t  domestic a s s e t  c e i l i n g s  i n  t h e  stand-by a t rangernenr .  
It was i m p o r t a n t  t o  eliminate any a m b i g u i t y  r e g a r d i n g  chose c e i l i n g s .  
On page 3 5  of EBS/82/227, t h e  s t a f f  had referred t o  " t h e  l i m i t "  ( s ingu la r . )  
on t h e  n e t  d o m e s t i c  asse ts  of t h e  C e n t r a l  Bank o f  C h i l e  descrLbed i n  
Table 4 of At tachment  111. However, i n  T a b l e  4 ,  t h e r e  were f o u r  i n d i v i d -  
u a l  c e i l i n g s ,  one f o r  each quarter.  The s t a f f  r e p r e s e n t a t i v e  € r a m  the 
Exchange and  T r a d e  Relations Department  had i n d i c a t e d  t h a t ,  i f  t h e  a c t u a l  
da t a  came w i t h i n  t h e  r e f l i n g  valiies by t h e  end O €  the per iod ,  the inernbef 
c o u l d  draw under  t h a t  p e r f o r m a n c e  c r i t e r i o n  even though t h e  ceiling was 
i n t e n d e d  t o  a p p l y  t o  t h e  whole p e r i o d .  'The second drawing  under the 
present arra-ngement c o u l d  take p l a c e  on May 15, 1983; it would be judged 
i n  l i g h t  of  the pe r fo rmance  c r i t e r i o n  on n e t  ciornestic a s s e t s  as of March '31, 
1983, H y p o t h e t i c a l l y ,  i f  C h i l e  had observed t h e  n e t  d u m e s t i c  a s se t  t e s t  
t h r o u g h o u t  the e n t i r e  f i r s t  q u a r t e r ,  bu t  che  c e i l i n g  on n e t  domes t i c  assets  
i n  t h e  second q u a r t e r  had been exceeded  by t h e  time of t h e  second drawing, 
f o r  example on A p r i l  30, 1983, what were t h e  i m p l i c a t i o n s ?  

The s t a f f  r e p r e s e n t a t i v e  from t h e  Exchange and  T r a d e  Re la t ions  
Department  r e p l i e d  t h a t ,  i n  chose c i r c u m s t a n c e s ,  t h e  c o t i n t r y  c o u l d  riot 
draw. The ceilings were norma l ly  expressed o n  a q u a r t e r L y  b a s f s ,  a n d ,  as  
long  as t h e  c o u n t r y  o b s e r v e d  t h e m  for t h e  quarter i n  q u e s t i o n ,  all o t h e r  
t h i n g s  b e i r i  equal, i t  would be entitled t o  draw. 'The n e t  domestic asset  
c e i l i n g ,  however ,  h a d  t o  h a v e  b e e n  o b s e r v e d  o n  t h e  b a s i s  of the NOSC 

r e c e n t  d a t a  ava i l ab le  a t  t h e  rime of t h e  r e q u e s t  f o r  t h e  c o u n t r y  t o  be 
a b l e  t o  draw. I n  t h e  Acting Cha€rman's example,  t h e  most r e c e n t  da t a  
a v a i l a b l e  i n d i c a t e d  t h a t  t h e  second qua r t e r  c e i l i n g  had been exceeded on 
A p r i l  30, 1983; t he re fo re  the c o u n t r y  could n o t  make the drawlng .  However, 
if l a t e r  information became a v a i l a b l e  t h a t  n e t  dosrestic agsecs had returned 
w l t h i n  t h e  c e i l i n g ,  and a l l  the o t h e r  performnce c r i t e r i a  had  c o n t i n u e d  
to be observed ,  t h e  c o u n t r y  became entitled t o  draw a g a i n .  

Mr. J o y c e  wondered w h a t  wouLd happen i f ,  on  May 15 ,  1983, a t  t h e  
time oE t h e  reques: f o r  a d r a w i n g ,  t h e  only figures a v a i l a b l e  w e r e  f o r  
March 31, 1983, i n d i c a t i n g  t h a t  t h e  c o u n r r y  had  met t h e  ?erformancfa 
c r i tc?r ia  f o r  the  f i r s t  q u a r t e r ;  b u c ,  a day  O r  two l a t e r ,  d a t a  became 
available t o  show t h a r  t h e  c e i l i n g s  f o r  the s e c o n d  qua r t e r  tiad heeri 
exceeded. CouLd t h e  drawing, once a u t l i o r i z e d ,  he i n t e r r u p t e d ' ?  

The Ac t ing  Chairman s a i d  i h a t  i t  was hi .s  unJe ra t and i .ng  t h a t  drawings 
were riot i n t e r r u p t e d  once  i n s t r u c t i o n s  h a d  been  i s s u e d .  



The s taf f  represL=nra t f  ve from t h e  Exchange and I'radr Relations 
Department added t h a t  the important point was t h a t  the c e i l i n g  had  t o  be 
observed a t  any  g i v e n  p o i n t  f n  time whan a drawing  was being r e q u e s t e d .  
F O F  purposes of t h e  c e i l i n g  oti n e t  damestic assefs ,  the end-c:,f-quart:er 
data tifd ROE: have any p a r t i c s l a r  s i g n i f i c a n c e  once the quarter had passed. 

?Ir. Donoso noted t h a t  a number of D i r e c c n r s  liad ccrnmented on  the  
prohlem of unemployment. The a u t h o r i t i e s  IR C h i l e  had  taken marry i n i t l a -  
r f v e s  Eo m i t i g a t e  t h e  problern. For zxarnple, a program had b e e n  s t a r t e d  
t o  create jobs €o r  lG0,OOO facn-ily heads; by O c t o b e r  1952, 70,000 p e r s o n s  
had been employed cinder t h a t  program. S i n c e  March 1982, a subs idy  had 
k e n  made a v a i l a b l e  t o  e n t e r p r i s e s  h i r i n g  w o r k e r s  above t h e  number of  
eaployees under c o n t r a c t  on March 1. A f u r c h e e  s u b s i d y  was available i f  
t h e  p e r s o n s  h i r e d  had been working i n  o t h e r  government,-supported employ- 
ment programs. Subsidies had a l so  been granted to reopen,  an a teinporary 
basis, c e r t a i n  plants i n  t h e  s u g a r  p r o d u c i n g  i n d u s t r y  t o  dea l  with loca l -  
i z e d  unemployment, and a similar program o p e r a r e d  in state-owned f o r e s t r i e s ,  
Another pzogram, e x p e c t e d  t o  p r o v i d e  40,000 jobs i n  1983,  h a d  been s e t  up 
t o  b u i l d  s a n i t a r y  facilities i n  houses a€ low-income r e s i d e n t s ,  

Those  p rogram had c o n t r i b u t e d  t o  the r e d u c t i o n  in t h e  rate of unern- 
ployment tha t  had occurred i n  recent months, lulr. Donoso cont inued .  I n  
S a n t i a g o ,  i t  was e s t ima ted  t h a t  unemployment had been r educed  by 3 . 5  per 
cent,  at l e a s t  p a r t  of which was rhe r ; s u l t  of d i r e c t  gove rmenr :  a c t i o n .  
Thus, the a u t h o r i t i e s  were making every e f f o r t  t o  reduce. unemployment 
w i t h i n  t h e  c o n t e x t  of t h e  l i m i t a t i o n s  o n  p u b l i c  e x p e n d i t u r e  t h a t  were 
r e q u i r e d  I n  order t o  r e d u c e  t h e  cur ren t  a c c o u n t  deficit. A s  t h e  staff 
had p o i n t e d  out, the fundamen ta l  concern w i t h  t h e  probleffi of unemployment,  
i n  c o n j u n c t i o n  w i r h  t h e  s c a r c i t y  of r e s o u r c e s ,  had l e d  t h e  Chilean author- 
ities 50 r e a l l o c a t e  budget r e s o u r c e s  toward  l a b o r - i n t e n s i v e  p u b l i c  i n v e s t -  
menr p r o j e c t s .  

Commenting on t h e  f i n . a n c i a I  s y s t e m ,  Mr. Donoso n o t e d  that t h e  mcne- 
t a r y  a u t h o r i t i e s  tiad i n t r o d u c e d  a new measure i n  mid-1982, n a m e l y ,  the 
a c q u i s i t i o n  by the CentraL sank of the p o r t f o l i o  of "bad loaos"  of t h e  
f i n a n c i a l  institutions. A s p e c i a l  f e a t u r e  of t h e  new system was that 
those f i n a n c i a l  i n s t i t u f i o n s  coope ra t ing  w i t h  t h e  C e n t r a l  Rank exchanged 
t h e l r  "bad loans" f0.r bonds i s s u e d  by t h e  C e n t r a l  Bank. The  bonds h a d  
io be repurchased over  t h e  coming ten years  a t  t h e  r a t e  of 5 p e r  c e n t  
per semester. T h e  institutions reinained i n  a solid position i n  terms o f  
asse ts  r e l a r i . v e  t o  l i a b i l i t i e s ,  making i t  unnecessary €or  the  d e p o s i r o r s  
EO become eoncernec! about t h e i r  d e p o s i t s ,  a n d  t h e r e b y  avoid i .ng  1 i c ; u i d l s y  
p rob lems  f o r  t h e  institutions. A t  t h e  same time, no rea:l change if: t.!ie 
i l e t  asset  position Q E  t h e  f i n a n c i a l  inst . I tut i .a : i r ;  was i n v o l v e d  s-ince t h e y  
were committed t o  repurchasing t h e  "bad loans ."  'The aini had beeil t o  
allow t hose  f i n a n c i a l  instfr.i:tl.ions ? a c i n g  problems t o  continr.re o p e r a t i n g  
ur ! t . iZ  economic recovery a l l o w e d  them K O  generate r:csoucc,e6. 

It: was also i m p o r t a n t  t h a t  t h e  a u t h o r i t x e s  had s o u g h t  to a v o i d  t h e  
need f o r  c e n t r a i  bank credft to cope w.1 th L i q u i d i t y  p robiern~ a r i s i n g  
from d e p o s i t o r s '  u n c e r e a i n t y ,  ~ r .  Donr~so remarkeci. However ,  it wou1.d 
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still be p o s s i b l e  to close down a g i v e n  i n s t i t u t i o n ,  i f  necessary ,  but 
t o  do so w i t h o u t  causing prob lems  f o r  t h e  financial sys t em a5 a whole.  
I t  was t rue that. l i q u i d i t y  problems m i g h t  occur bccause of withdrawal oE 
d e p o s i t s  from a n  i n s t i t u t i o n ,  and t h a t  such a development  c o u l d  l e a d  t o  
cred i t  expans ion  above t h e  c e i l i n g s  e n v i s a g e d  i n  t h e  prwgram, However, 
s u c h  e x p a n s i o n  s h o u l d  p rove  t o  be t empora ry ,  because  d e p o s i t s  t a k e n  from 
one i n s t i t u t i o n  would r e t u r n  t o  the sys t em.  

The  l i k e l i h o o d  of a t t r a c t i n g  s u f f i c i e n t  f o r e i g n  r e s o u r c e s  i n  19133 
t o  cover t h e  expected c u r r e n t  a c c o u n t  d e € i c i t  and r e s e r v e  losses had been 
r a i s e d  i n  t h e  d i s c u s s i o n ,  Mr. Danoso o b s e r v e d .  It was worth noting t h a t  
the net  cap i t a l  o u t f l o w  f rom t h e  p r i v a t e  s e c t o r  i n  1982 had occurred a t  
a time of enormous u n c e r t a i n r y  resulting f r m  changes i n  t h e  exchange ra te  
a n d  from t h e  low r a t e  of i n t e r e s t .  F o r  p a r t  of t h e  s econd  h a l f  of 1 9 8 2 ,  
t h e  rea l  ra te  of i n t e r e s t  f o r  one-month o p e r a t i o n s  had been n e g a t i v e .  T h u s ,  
t h e r e  had been a s t r o n g  i n c e n t i v e  f o r  t h e  p r i v a t e  s e c t o r  to r e p l a c e  irs 
f o r e i g n  debt  w i t h  d e b t  denomina ted  i n  pesos .  The subsequen t  i n c r e a s e  i n  
t h e  ra te  of i n t e r e s t  a l t e r e d  t h e  i n c e n t i v e s ,  so t h a t  i n t e r n a t i o n a l .  reserves 
had begun t o  r e c o v e r  by t h e  end of 1982.  I E  i n t e r e s t  ra tes  remained  
p o s i t i v e ,  t h rough  a n  a p p r o p r i a t e  c r e d i t  po l . icy ,  it s h o u l d  be p o s s i b l e  t o  
maintain t h e  l e v e l  of f o r e i g n  d e b t  of t h e  p r i v a t e  s e c t o r .  It appea red  
feasible t h a t  t h e  p l a n n e d  c u r r e n t  a c c o u n t  d e f i c i t  c o u l d  be f i n a n c e d  th rough  
€ore ign  investment and t h r o u g h  t h e  use of foreign r e s o u r c e s  by t h e  public 
f l n a n c i a l  s e c t o r  in t h e  e v e n t  t h a t  t h e r e  were d i f f i c u l t i e s  i n  o b t a i n i n g  
f i n a n c i n g  f o r  t h e  p r i v a t e  s e c t o r .  He s t r e s s e d  t h a t  his authorities were 
c o n f i d e n t  t h a t  c a p i t a l  f l o w s  t o  the p r i v a t e  s e c t o r  would o c c u r  as e x p e c t e d  
i n  t h e  program, given t h e  expected e f f e c t  of their c r e d i t  p o l i c y .  

The m u l t i p l e  crirtency p r a c t i c e  had  a l r e a d y  been modi f i ed  a s  e x p l a i n e d  
i n  t h e  supplementary information provided by t b e  s t a f f ,  Mr e Donoso remarked. 
The d i f f e r e n t i a l .  between t h e  o f f i c i a l  exchange  ra te  and t h e  p r e f e r e n t i a l  
r a t e  w a s  be ing  pa id  i n  bonds ra ther  t h a n  c a s h  f o r  d e b t s  above $20,000. 
The monetary  a u t h o r i t i e s '  c o n t r o l  over t h e  growth o €  n e t  d o m e s t i c  a s s e i s  
would t h e r e b y  be enhanced .  The p r e f e r e n t i a l  r a t e  allowed economic u n i t s  
t o  have access t o  f o r e i g n  c u r r e n c y  o n l y  t o  service d e b t s  c o n t r a c t e d  b e f o r e  
August 1982. T h e r e f o r e ,  i t s  e f f e c t s  o n  f u t u r e  d e b t  c o n t r a c t i n g  s h o u l d  be 
minor .  The use of t h e  p r e f e r e n t i a l  r a t e  e n t a i l e d  a s u b s i d y ,  b u t  t h e  
existence of t h e  r a t e  would no t  n e c e s s a r i l y  a f f e c t  ihe -- net f o r e i g n  i .ndebted-  
ness o f  t h e  p r i v a t e  s e c t o r .  That i n d e b t e d n e s s  would depend more on t.he 
compar i son  of t h e  c o s t s  o f  u s i n g  e x t e r n a l  o r  i n t e r n a l  resources. Those  
c o s t s  w e r e  i n f l u e n c e d  by c r e d i t  p o l i c y ,  which c o u l d ,  t e m p o r a r i l y  and w i t h  
a l o s s  of reserves, m a i n t a i n  t h e  ra te  of i n t e r e s t  p a i d  on peso loans  below 
t h e  r a t e ' p a i d  o n  foreign l o a n s .  Such a c r e d i t  p o l i c y  had e x i s t e d  f o r  some 
months i n  1982, but  i t  had s l n c e  been t i g h t e n e d ,  with a resulting increase 
i n  t h e  i n t e r n a l  ra te  of? interest. He b e l i e v e d  t h a t  i t  would be p o s s i b l e  
t o  c o n t i n u e  the new c r e d i t  p o l i c y  and t h e r e b y  t o  reverse t h e  net c a p i t a l  
outflows d e s p i t e  the m a i n t e n a n c e  of t h e  p r e f e r e n t i a l  exchange ra te .  Be 
enrphastzed that: t h e  Zimlcs imposed on t h e  acqti is ' i t ioil  o f  f o r e i g n  c u r r e n c y  
f o r  f n v i s i b l c  t r a n s a c t i o n s  were t e m p o r a r y ,  and that  all borla f i d e  requests 
were be-lng honored  by the Cencral Rank. 
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The A c t i n g  Chairmaa made the  f o l l o w t n g  silmmi.np, up :  

In c o n c l u d i n g  the Article  IV c o n s u l t a t i o n  w i t h  C h i l e ,  
Execut  Lve Directors g e n e r a l l y  e x p r e s s e d  t h e i r  n g r e e w n t  w i t h  
t h e  t h r u s t  of t h e  s t a f f  a p p r a i s a l ,  and chey  approved  Chile's 
r e q u e s t  f o r  t h e  u s e  of Fund r e s o u r c e s *  

Directors n o t e d  t h a t  economic m n d i t i o n s  i n  Chi le  i n  1982 
had been e x t r e m e l y  d i f f i c u l t .  The economy had e x p e r i e n c e d  a 
deep r e c e s s i o n ,  the ra te  of unemployment had been h i g h ,  t h e  
external  s e c t o r  had been i n  severe d i s e q u i l i b r i u m ,  a n d  conf idence  
i n  t h e  C h i h a n  economy had been shaken. D i r e c t o r s  e x p r e s s e d  
s u p p o r t  for t h e  a u t h o r i t i e s  ' s t r a t e g y  of f o c u s i n g  p a r t i c u l a r l y  
on  t a c k l i n g  t h e  c o n s t r a i - n t  imposed on t h e  economy by t h e  b a l a n c e  
of payments problem, a n d  t h e y  welcomed t h e  a u t h o r i t i e s  ' dec i s  ton  
t o  d e a l  wi.th t h e  c o n s t r a i n t  i n  c l o s e  c o l l a b o r a t i o n  w i t h  the Fund, 

The C h i l e a n  peso  had been d e p r e c i a t e d  by 40 per  c e n t ,  and. a 
f l e x i b l e  exchange system had been i n s t i t u t e d  w i t h  the  o b j e c t i v e  
of e n s u r i n g  t h a t  t h e  real e x t e r n a l  v a l u e  a€ t h e  p e s o  would be 
k e p t  a t  a rea1istj.c l e v e l .  Wage in4.exat ion had been abandoned,  
a n d  t h e  wage f l o o r  f o r  c o l l e c t i v e  b a r g a i n i n g  had been lowered .  
Directors s t r e s s e d  t h a t  those p o l i c i e s ,  e v e n  though ,  r e g r e t t a b l y  
b u t  n e c e s s a r i l y ,  t h e y  might i n v o l v e  a s i g n i f  f c a n t  r e d u c t i o n  i n  
h o u s e h o l d  incomes i n  t h e  s h o r t  r u n ,  were fundamenta l  t o  r e s t o r i n g  
Chile's c o m p e t i t i v e n e s s  and  t o  t h e  r e s t o r a t i o n  o f  c o n f i d e n c e ,  
t h e  resumpt ion  o f  economic growth ,  and a consequent  r e d u c t  i o n  
i n  u n e m p l o p e n t  i n  due  C Q U ~ S C .  

D i r e c t o r s  o b s e r v e d  t h a t  t h e  economic downturn and t h e  drop 
In  t h e  world market  p r i ce  of c o p p e r  had r e s u l t e d  i n  a d e c l i n e  
i n  fiscal revenues  and had l e d  tc t h e  emergence of an o v e r a l l  
p u b l i c  sectoi- d e f i c i t  i n  1982 f .  r t h e  f i r s t  t i m e  i n  s e v e r a l  
y e a r s .  D i r e c t o r s  & s t r o n g l y  comr.2nded t h e  a u t h o r i t i e s  f o r  t h e i r  
a c t i o n s  t o  l i m i t  t h e  d e f i c i t  t o  a manageable s i z e  i n  1982 a n d  
t o  reduce  i t  in 1983 t o  1 . 7  p e r  c e n t  o f  GDP, i n c l u d i n g  major 
c u t s  i n  p lanned  c u r r e n t  and c a p i t a l  s p e n d i n g ,  t h e  a d o p t i o n  of 
new t a x  measures, i n c r e a s e s  i n  p u b l i c  s e c t o r  t a r i . f f s ,  and sa les  
of p u b l i c  s e c t o r  assets.  

D i r e c t o r s  drew a t t e n t i o n  t o  the measures  t h a t  had been 
t a k e n  t o  r e - e s t a b l i s h  conf  ide.nce i n  t:he d o m e s t i c  f i n a n c i a l  
system, and t h e y  emphasized the import(3nce of p r u d e n t  c r e d i t  
inanagement i f  t ha t  o b j e c t i v e  was to  be a c h i e v e d .  D i r e c t o r s  
r e f e r r e d  w i t h  coiicern to t h e  h i g h  r a t e  o f  Ceritral. Rank c r e d i t  

expansion f.n recent months,  and many o b s e r v e d  thai:  t h e  e f f e c t i v e -  
n e s s  of  monetary p o l i c y  had been g r e a t l y  h i n d e r e d  by the s u b s i d y  
Luplicit i n  t h e  e .x i s t i ng  p r e f e r e n t i a l  exchange r a t e  f o r  e x t e r n a l  
d e b t  s e r v i c e  paymentsl  Tney welcomed t h e  t i g h t e n i n g  of  c r e d i t  
e x p a n s i o n  and  the m o d i f f c a t i o n s  of t h e  p r e f e . r e n t i a l  exchange r a t e  
i n  a way which f a c i l 2 t a t e s  monetary  c o n t r o l .  They encouraged t h e  
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a u t h o r i t i e s  t o  e l i m i n a t e  t h e  s y s t e m  altogether i n  o r d e r  t o  
a v o i d  r e d u c t i o n s  in t h e  p r i v a t e  s e c t o r ' s  f o r e i g n  debt  and t h e  
consequen t  l o s s  of f o r e i g n  r e s e r v e s .  D i r e c t o r s  s u p p c r t e d  t h e  
a u t h o r i t i e s '  i n t e n t i o n  t o  c o n t i n u e  a l l o w i n g  i n t e t e s  t ra tes  t o  
he de te rmined  by m r k e t  f o r c e s .  The u s e  of t h e  r e d i s c o u n t  r a t e  
t o  i n f l w n c e  t h e  t r e n d  of  m a r k e t  rates s h o u l d  be pu r sued  w i t h  
c a u t i o n  t o  a v o i d  t h e  emergence  of u n r e a l i s t i c  i n t e r e s t  ra tes .  
Chile's u n d e r t a k i n g  t o  s t r e n g t h e n  t h e  s u p e r v i s i o n  of t h e  opera- 
t i o n s  of t h e  f i n a n c i a l  i n t e r m e d i a r i e s  was warmly welcomed. 

D i r e c t o r s  s t r o n g l y  commended t h e  a u t h o r i t i e s  f o r  t h e i r  d e t e r -  
m i n a t i o n  t o  m a i n t a i n  a n  open economy. The e l i m i n a t i o n  of  exchange  
r e s t r i c t  ions and t h e  r e d u c t  i o n  and m a i n t e n a n c e  of i m p a r t  d u t i e s  
t o  a un i fo rm 10 p e r  c e n t  had been major  f a c t o r s  i n  t h e  a t t a i n m e n t  
of h i g h  economic growth  rates i n  t h e  second h a l f  of the 1970s  a n d ,  
t o g e t h e r  w i t h  a p p r o p r i a t e  demand a n d  exchange  r a t e  management, 
those p o l i c i e s  s h o u l d  a i d  i n  the  r e s u m p t i o n  of economic growth. 
They s t r o n g l y  encouraged  t h e  a u t h o r t t i e s  t o  m a i n t a i n  and  ensure  
t h e  necessary flexibility i n  exchange  r a t e  p o l i c y  dur ing  t h e  
p e r i o d  of s t a b i l i z a t i o n  a n d  t r a n s i t i o n  in t h e  C h i l e a n  economy. 

Given t h e  climate of u n c e r t a i n t y  i n  i n t e r n a t i o n a l  f i n a n c i a l  
marke t s  arid t h e  r e l a t i v e l y  s o f t  w o r l d  economic o u t l o o k ,  D i r e c t o r s  
s t r e s s e d  t h a t - t h e  C h i l e a n  a u t h o r i t i e s  should s t a n d  r eady  t o  
t a k e  a p p r o p r i a t e  a d d i t i o n a l  a c t i o n  t o  a c h i e v e  t h e i r  e x t e r n a l  
t a r g e t  and t o  r e s t o r e  c o n f i d e n c e ,  In t h a t  c o n t e x t ,  some D i r e c t o r s  
q u e s t i o n e d  whether  t h e  p r o j e c t i o n s  f o r  e x p o r t s  and f o r  c a p i t a l  
in€lows i n  1983 would be a t t a i n a b l e .  They, t h e r e f o r e ,  a t t a c h e d  
c o n s i d e r a b l e  i m p o r t a n c e  t o  t h e  p r o v i s i o n  f o r  c o n s u l t a t  i o n  under 
t h e  scand-by a r r angemen t  i n  o r d e r  t o  m o n i t o r  deve lopmen t s  c l o s e l y .  

The E x e c u t i v e  board t h e n  t u r n e d  t o  t h e  proposed d e c i s i o n s ,  which i t  
approved: 

T h e  decisions were: 

Exchange Measures S u b j e c t  t o  Article VI11 --- 
I.. The Fund t a k e s  t h i s  d e c i s i o n  r e l a t l n g  t o  Chile's exchange  

measures  s u b j e c t  t o  A r t i c l e  VTLI, Sections 2 and 3 ,  i n  t h e  l i g h t  
o f  t h e  1982 A r t i c l e  I V  c o n s u l t a t i o n  with Chile conc luded  u n d e r  
D e c i s i o n  No. 5 3 9 2 - ( 7 7 / 6 3 ) ,  a d o p t e d  A p r i l  2 9 ,  1 9 7 7  ( S u r v e i l l a n c e  
over Exchange Rate PoLlc ies ) .  

2. C h i l e  m a i n t a i n s  a m u l t  l p l e  c u r r e n c y  p r a c t i c e  a r i s i n g  f r o m  
t h e  raaj n t e n a n c e  of a p r e f e r e n t i a l  exchange r a t e  f o r  d e b t  s e r v i c e  
paymencs f o r  p r iva t e  s e c t o r  d e b t  c o n t r a c t e d  b e f o r e  August 6 ,  1982, 
and m a i n t a i n s  a n  exchange  r e s t r i c t i o n  arising from t h e  l i m i t a t i o n s  
p l a c e d  o n  t h e  Sa le  of  f o r e i g n  exchange  € o r  f o r e i g n  t r a v e l  and  a 
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number of o t h e r  i n v i s i b l e  t r a n s a c t i o n s ,  I n  view of t h e  t e m p o r a r y  
n a t u r e  of t h e s e  mezsures, t h e  Fund g r a n t s  a p p r o v a l  f o r  t h e i r  
retention u n t i l  n o t  l a t e r  t h a n  December 31,  1983, 

Decision N o .  7 2 9 7 - ( 8 3 / 8 ) ,  a d o p t e d  
J a n ~ a r y  10, 1983 

St and-By Arrangement 

1. The Government of C h i l e  has r e q u e s t e d  a s t and-by  
a r r angemen t  f o r  a p e r i o d  of two y e a r s  from J a n u a r y  10, 1983 
i n  a n  amount e q u i v a l e n t  t o  SDR 500 m i l l i o n .  

2. The Fund a p p r o v e s  t h e  s t and-by  a r r angemen t  a t t a c h e d  
t o  EBS/82/227. 

3. The Fund waives t h e  l i m i t a t i o n  i n  Article V, 
S e c t i o n  3 ( b ) ( i i i )  of t h e  Art ic les  of Agreement. 

D e c i s i o n  No. 7298-(83/8) ,  a d o p t e d  
J a n u a r y  10, 1983 

P u r c h a s e  T r a n s a c t i o n  - Compensatory F i n a n c i n g  F a c i l i t y  - --- 
1. The Fund h a s  r e c e i v e d  a r e q u e s t  from t h e  .Government o f  

Chile f o r  a p u r c h a s e  of SDX 295 m i l l i o n  under  t h e  Decision on 
Compensatory F i n a n c i n g  of E x p o r t  F l u c t u a t i o n s  ( E x e c u t i v e  Board 
D e c i s i o n  No. 6224-(79/135) ,  a d o p t e d  August 2 ,  1979) .  

2 .  The Fund a p p r o v e s  t h e  p u r c h a s e  i n  a c c o r d a n c e  w i t h  t h e  
r e q u e s t .  

D e c i s i o n  No. 7 2 9 9 - ( 8 3 / 8 ) ,  adop ted  
Janua ry  10, 1983 

DECISIONS TAXEN SINCE FREVTOUS BOARD MEETING -- 
The €ol.lowing d e c i s i o n s  were a d o p t e d  by t h e  E x e c u t i v e  Roard w i t h o u t  

mee t ing  i n  t h e  p e r f o d  be tween EBM/83/7 ( 1 / 7 / 8 3 )  a a d  EBM/83/8 (1/10/83). 

2. CABLE ROOM - SHIFT WOFX 

The E x e c u t i v e  Board a p p r o v e s  t h e  p r o p o s a l  s e t  forth i n  
EBAP/82/447 ( 1 2 / 3 0 / 8 2 ) .  

Adopted J a n u a r y  7 ,  1983 
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3 .  EmCUTI'JE BOARD TRAVEL . 

Travel by Executive Directors as set  f o r t h  in EBAP/83/6 ( 1 / 6 / 8 3 ) ,  
EBAP/83/7 ( 1 / 6 / 8 3 ) ,  a n d  EBAP/83/9 ( 1 / 7 / 8 3 )  i s  approved, 

APPROVED : June 20 ,  1983 

LEO VAI< HOUTVEN 
Secretary 
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Table I .  C n f f e :  S u m m a r y  Accoun t s  of t h e  C e n t r a l  Bank 

( I n  b i l l i o n s  o f  C h i l e a n  pesos)  1/ ----- - -  

- -____ ..---.--.------ I- 

1982 1 9 8 3  1 9 8 1  
Dec. .June S e p t .  Dec. J a n .  6 Mar. 3 1  

(US$l= (US$1= ( P r e l . )  ( P r o g . )  
__- Sept . -- --- 

Ch$69) ChC74) 

?let i n t e r n a t i o n a l  reserves  . 219.9 198.1 146.1 

( I n  miL1iwns of  U.S. d o l l a r s )  ( 3 , 1 8 7 )  ( 2 , 8 7 0 )  ( 2 , 1 1 7 )  

r k p o s  i t s  r e l a t e d  t o  balance 
o f  p a y m e n t s  s u p p o r t  loans -- -- -- - -- - 

Net domestic a s s e t s  

Medium- and long-term 
f o r e i g n  l i a b i l l t  ies 

-132.5 -107.6 -61.3 

35.2 44.3 43.5 
I_ 

t i a b f  l i t f e s  t o  t h e  p r i v a t e  
46.2 41.2 --- 51.9 

_I 

s e c t o r  
O f  w h i c h :  

(2urrenc.y i s s u e  ( 4 3 . 6 )  ( 3 7 . 4 )  ( 3 4 . 7 )  

Memorapdurn i t e m s :  -- 
Net i n t e r n a t i o n a l  reserves 

l e s s  deposits r e l s E e d  t o  
balance oE payments s u p p c r t  
1 oa ns 219.9 198 .1  146.1 

121.4 130.2 

( 1 , 7 9 5 )  ( 1 , 7 9 5 )  

9.5 10.2 -- 

-23.1 -28.0 - 

46 .0  -- 42.9 

46.0 46.0 - - 
(39.1) (39.1) 

11.1.9 120.0 

137.4 -- 121.9 

( 1 , 6 4 7 )  ( 1 , 8 5 7 )  

40.7 -- 10.2 -- 

-6.0 - -21.4 

45.6 .-- 45.8 -- 

45.0 -- 44.5 

(36,9) (...) 

111.7 96.7 

( I n  m f l l . t o n s  of' U.S. r i o l k r 5 )  ( 3 , 1 8 7 )  ( 2 , 8 7 1 )  ( 2 , 1 1 7 )  ( 1 , 6 2 2 )  ( 1 , 6 2 2 )  ( 1 , 5 0 9 )  ( 1 , 3 0 7 )  

Source:  C e r t r a l  dank of Chi le .  

__ I /  A t  C h $ 6 9  = US$1 f o r  1982. 
A t  Ch$74  = 1!S$L for t h e  f i r s t  quz r t e r  of  1983. 


